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Abstract

The purpose of this dissertation has been to study organisational integration processes
in mergers and acquisitions. In particular my two research aims have been: (1) to
identify features and factors that facilitate or impede organisational integration, and
(2) to study how the three dimensions in organisational integration, i.e. integration of
tasks, unification of power and integration of cultures and identities, interrelate and

evolve over time.

Five theoretical perspectives were identified as particularly relevant for studying
organisational integration processes in mergers and acquisitions. These were: (1)
the organisational stream of merger and acquisition literature, (2) strategic and
organisational change, (3) power and politics, (4) social justice, and (5) social
identity theory. The application of the four latter literatures to the case analysis had
a number of advantages. First, it provided me with richer and more precise
concepts. Second, the literature contributed by identifying underlying indicators.
Third and most importantly, the perspectives were helpful in explaining the case
findings.

I chose a comparative, longitudinal case study design. This design was particularly
suitable for in-depth exploration of sensitive or complex issues. Moreover, it
reflected the contextual, historical and processual nature of the study. Third, this
design was open to building theory and starting off with a conceptual framework.

I chose to limit the study to two cases, i.e. the merger between Bergen Bank and
DnC and Gjensidige's acquisition of Forenede. By limiting the number of cases I
could study the combinations in depth and over a sustained period of time. I
collected data at top management, middle management and employee levels twice
in each case. I used three data collection methods; in-depth interviews with key
informants, documentary and archive data and observational material.

The data has been reduced and analysed through five stages. This involved
establishing the chronology, coding and writing up the data according to phases and
themes, introducing organisational integration into the analysis, comparing the

cases and applying the theory.

The outcome of the analysis of the two cases is three-fold. First, I have identified
patterns in the cases which represent possible empirical generalisations. The second



outcome concerns refining and developing more detailed models of organisational
integration, i.e. models for task integration, unification of power and cultural
integration. Third, I have proposed 15 propositions to be tested in future research.

The study of organisational integration processes in mergers and acquisitions
contributes to the organisational field of merger and acquisition literature in five
areas. First, it applies new theoretical perspectives. Second, the dissertation
introduces a framework that combines task, power and culture. Furthermore, I
develop indicators for assessing the three dimensions of organisational integration.
Fourth, possible indicators assessing the various factors and features are suggested.
Finally, the study contributes to the merger and acquisition field by following the
combination processes over a sustained number of years, and as such provides
evidence that these processes do evolve over long periods of time.



Preface

The background for studying the merger between the two largest banks in Norway
was a project on the Norwegian banking industry. During this project we collected
data from a number of the major Norwegian banks, amongst them Bergen Bank
and DnC, two of the three largest Norwegian commercial banks. When the merger
between Bergen Bank and DnC was announced in October 1989, there was a
mutual interest from the bank and us as researchers to study this merger in depth.
The data collection in DnB started in the Autumn 1991 and was finished in the
Spring 1992. After writing up the DnB-case in the Autumn 1992, and starting on
my dissertation in the Summer 1993, I began looking for another case that could
further contribute to my understanding of organisational integration processes.

Since I chose organisational integration as the outcome variable in my dissertation, it
was important to find another combination where this was an important issue. Hence,
I wanted to find a case where the two parties were closely related with regard to
products and markets, and thus were likely to be fully integrated. On the other hand, it
was important that the other case differed from the DnB-merger in a number of areas

in order to achieve variance in important factors and features.

Fortunately, I succeeded in obtaining access to my first choice, a major Norwegian
insurance company, Gjensidige's, acquisition of another insurance company.

This dissertation has been written partly at the Norwegian School of Economics and
Business Administration and partly at the Warwick Business School, University of
Warwick. There are many people I am indebted to for fulfilling this dissertation
project. First of all I would like to thank Professor Torger Reve who has been my
principal advisor and who has encouraged me in all through the dissertation. His
open-mindedness and support towards conducting a qualitative case study are highly
appreciated. His support and constructive comments in the early stage of my
dissertation were crucial, and I would like to thank him for always being available to

discuss and comment on my work.

I am also deeply indebted to Professor Andrew Pettigrew at the Warwick Business
School for accepting my request to spend a year at the Centre for Corporate Strategy
and Change at Warwick Business School and for acting as one of my dissertation
advisors. His insights into qualitative research and high standards have no doubt



raised the quality of the dissertation, and I highly appreciated spending a year under
“his attentive, demanding and high quality supervision. I would also like to thank
Andrew Pettigrew for treating me as a member of the Centre for Corporate Strategy
and Change, letting me participate in the Centre’s activities which I thoroughly
enjoyed. Furthermore, I would like to express gratitude to all the other staff members
and guests at the Centre who gave me valuable comments and made my stay at

Warwick highly enjoyable.

Sincere thanks go to the third person on my dissertation committee, Willy Haukedal,
for being open to discuss ideas before being fully developed and for giving valuable
comments on my work. His support has been particularly useful this past year when
he was one of the few people with sufficient insight into my work to be able to fruitful

discussions.

I would also like to express my appreciation to Gjensidige and DnB for giving me
access to study their organisations. I am deeply indebted to all the people who
contributed to the study by giving interviews. Special thanks go to Egil Gade Greve
and Ame Skauge in DnB and Helge Kvamme and Per Ottesen in Gjensidige.

My dissertation would not have been possible without the financial support of the
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Table of contents

Abstract
Preface
CHAPTER 1L:INTRODUCTION.........coootriiiintrertesreentieeeerestesseessesasssesessesaesessassasssssseses 1
1.1 Research Question and Framework for Dissertation.............ccceeverveeveveeeecnvenveennnenne. 1
1.2 Theoretical PerspectiVes.........cccoeruerveruinienirerereneseniessessesseseessessesssssasssessasssessaenes 2
1.3 Methodology APPIOaCh......ccccovveviieieiiiieiceeestee et re et e et e eveeese e seeesaesnnens 3
1.4 Organisation 0f TheSis.........ccevererrirreniniiienieiereieeesres et sreesesnre e eesaesse et e vasnas 5
CHAPTER 2: REVIEW OF THE ORGANISATIONAL STREAM
OF LITERATURE ON MERGERS AND ACQUISITIONS.........coccevenemtireninrteeneeennennae 7
2.1 Brief Review of Merger and Acquisition Literature.............cccceveveeverrveevueeseescnnnne. 7
2.1.1 Financial Economics PErspective..........ccceeciirverneecneenninnnereseensceesinnenne 7
2.2.2 Industrial Economics Perspective.......ccceeeervuierrererserccesnvressnenessesssecsenneenns 8
2.2.3 Strategic Management PEerspective........ccccevvverreecrirnreeneneneerisencserseeeniennuennne 9
2.1.4 Organisational Perspective...........cocovvirieciniencnnenncns eevveeteeeeeeneeraeennes 10
2.2 Review of the Organisational Stream of Merger and Acquisition Literature......... 11
2.2.1 COMLEXL...eeueierierienerireteserenticteetesreseesseesessatessnesseessessessesssnsessssesessseoraness 12
2.2.2. Features of INtEGration.........c.cecieeierveererseenieenecnesreesseessressesessesnescssocsnes 28
2.2.3 Individual, Organisational and Cultural Outcomes...........c.ccerereveererererncen 41
2.2.4 Financial Performance...........ccccvvueveereenerneenienenennineeneennaneeseeeesseeseesaenns 52
2.3 Conclusions and Positioning of Study...........ccccceverrenenenierieviicecinieenereeseeeeeiees 58
CHAPTER 3: DEVELOPMENT OF MODEL................ccovirieiririenencneneneesnsneeeesnnnns 60
3.1 Choice of Outcome Variable............cocceverrirrerrrenererseiseniesenniesiensestnseesiesesessesneessens 60
3.2 State, Process and Dimensions in Organisational Integration............cccoeceeeeeeneennen. 64
3.3 Selection Of CaSes.......ccccrvuirrerreenreeeeerieniesstenesenesseeseesinesiesesesssasssesssassseassessssssnsensens 67
3.4 Preliminary MOdel........ccuooviviriiniiieiiiceeeecrienee i eveeseesseessesennassnesssesanesssesssnnns 70
3.5 SUMMATY...coimiiiiiiiiiii ittt ree st ne st e st e e e s s saaessneasonneseneesesneas 72
CHAPTER 4: PRELIMINARY FINDINGS...........ccccecertmeemetrirrreententeriesesessessesnesesssesanns 74
4.1 Organisational Fit........ccovviveeniiniiriiniinieneneneneeeneerineeeneestesesesesseeseesnessessesssessesssanas 74
4.2 Relative Power and Merger REGIME.........c.ccvueveeeecerererneniiecreeseenieeeseesneessenennennns 76
4.3 Implementation APPrOACh.........ccceeriereeriierieereecreereesseneressessseessessseesaeessesesessssseseennes 77
4.4 Environmental IMPACL........cccceevieereeriiseivnereersnracssesereessessnesssessesssnsssnessssssasssssessases 80
4.5 Organisational INteGTation..........c.coccverueererreererorrneercrseenenserenesessseeesseeseeseesssessosaens 81
4.6 SUMIMATY.....ccreeeeniiiieiirririiaereerestsistsestreneseseesasteeseesssasasaasessassssessssasssasssssssassasssnsass 82
CHAPTER 5: LITERATURE OF RELEVANCE FOR STUDYING
INTEGRATION PROCESSES IN MERGERS AND ACQUISITIONS.............cccoeu..e. 84
5.1 Selection of Relevant LIteratures...........ccocvevereerrerseennrernresieesiassseesiuessseessesssnesseeennne 84
5.2 Strategic and Organisational Change Literature............c.ccceceeveereeerruicrnveesrenvennnnens 86
5.2.1 Classification of Change Processes in Mergers and Acqusitions............. 87
5.2.2. Key Characteristics of Large-scale Revolutionary Change................... 89
5.2.3 Triggers of Large-scale Revolutionary Change..........ccccccccoevuivieennnnnnnnen. 90

5.2.4 Organisational Responses to Large-scale Revolutionary Change........... 94



5.3 POWET @NA POLILICS.....uveicrieeeieieieecteeenereeie e eeseecesereseesareesesesssssnessessnanessneeens 99
5.3.1 SOUICES Of POWET.......oovveriiieieiieteceie ettt st e e s s e s s e saeeene 100

5.3.2. EXEICIS€ Of POWET.....c..oeiveiieeeneeeeeete ettt st ceaae e e s esae e 102

5.3.3 DYNamiCS Of POWET.......cccoireerirririertetiiesteniesresrieeessessesasesasssenaesseensenns 105

5.3.4 CONLIIDULION.......cuvieeeiieeciieeeiieeceeeeteee sttt eesreeeeaseesessneesesteeeesnereessenesas 107

5.4 SOCIAL JUSLICE....cooerireieeiieicrieereeisseerreeessseristereresiesssssrsnsesssessssssosssssessnsssessesseenes 108
5.4.1 Distributive Justice RUIES.......cccceeeieeveiiiiiiiccececeeeete e 109

5.4.2 Procedural Justice RUIES........cceeeeveeeveeneiiiciieieiiecereee e e 112

5.4.3 Interaction between Distributive and Procedural Justice........................ 115

5.4.4 CONLIIDULION........ccvveerererrrieeecieeeceeeeeeeeetaeessseeeeseseessseseseessaressessssasesssnes 116

5.5 Social Identity TREOTY........coccvvireienierierieieeteteeersreeres e sreeseee et e e s e e e s anasnnan 116
5.5.1 Social Identity Theory.....cc.coceereererererrerrinenteteeeeeererteterecreenee e saeenes 117

5.5.2 Group or Organisational Identification..........c.coceeverereverrcererseeneeceniennnns 118

5.5.3 Promotors of IdentifiCation........cc.eevveeeeueeerereeieeeeereeeeseeeeeeneeseeneeeeesnnns 120

5.5.4 CONITIDULION. .....ccoiiereenereeieirrreeneteeeresnreeeeessreeeseesssneaseeessesessessssseseesannnn 121

5.6 Implications for Organisational Integration............c..cceceveruivenniiniinnninnnnneenees 122
5.7 Summary and ContribULIONS...........cccoeertiiiineiiiniinninirecnienene et enesn 124
CHAPTER 6: METHODOLOGY. .........cotiieeeectierceeeeteriirsesssseersssessssssesssssesssssesessnsesenns 126
6.1 ReSEarch DESIZN........covuiivverierienene i ctetesterenateesee et sssesaeestseseestessassssessanannen 126
6.1.1 Requirements to Desigh.........cocvcvecimvuiniinierenirencrnnenseisinneoeesnessenees 126

6.1.2 ChOiCe OFf DESIZN.....coueoverevrenerercrereieeierenieneeseseenesssessessrenessneesnonaessanae 128

6.2 Validity and Reliability..........cccereeveerernienieiniricniinierenree et se s enees 132
6.2.1 Objectivity/IntersubjectiVity.......cccceccereruirreererererereniereenreeeresesieesseneenene 133

6.2.2 Construct Validity.......ccoceereereeeieeruernrereenrensrenseeneesenseeseessesesessnsossenennaens 134

6.2.3 Internal Validity........ccceverrierieniereeseererreeninntrntesieceeeesesssesecesessesseessnessanans 136

6.2.4 Generalisability.........cccevervierrrercrienitienreeccr et 136

6.2.5 RElIADIlity.....ucevereeerecreeireeeresteeenseestenneeseessessessaessaessnessnessassseesssassanans 137

6.3 DAt COllECHION........oeeeeeeiierirerrrreeeecinrreestreersressseeeessseessssessssssessrsassssssasassssesassssenens 138
6.3.1 Sampling time, Business Areas, Divisions and Sites.........c.ccccceereenunenne 138

6.3.2 Data Collection Methods...........coovueereeeeriieecieeecereeereeeesieresseneeessens veeee 140

6.4 Data ANALYSIS.....ccoiveiiieirrrerenerererenerersresteraeesnieersceesaesoressssessasssssessnseressesssesssseeassassss 146
6.5 SUIMMATY.....coiiiiiiiiitiriitctccsn et a s b s st san s aesse oo 149
CHAPTER 7: GJENSIDIGE’S ACQUISITION OF FORENEDE...................cccuu....... 151
7.1 INLLOAUCHION. ..cceeeveeeieiteeerereireccneeeeeeeaeeeestaeesessvaeeeeasnnnasesssnsseesesssssssasssannnssesesenses 151
7.2 Phase One: Historical Background and Strategic Objective.........c.cceeuercerrerereanns 152
7.2.1 INTOQUCHION. .....cccvvreenreeeireerieeeiteectreesteeeaesseseesernresssssasasssssessnsesssunens 152

T.2.2 TASKS....ovreieerrrieieereeieineeiseseeeeeesssaesessnssssesssesesssssssessessnssneessssssnsesessssennns 153

A 1D 0 ) (O 155

7.2.4 Cultures and IAentities.........coevureeriverreemierensierenrirreirsreeessseserseseesssnseessnne 156

7.2.5 SUIMIMATY .....oeeomireenerriorerrcereirestiessstoneesstoseesesssessssossesosssossessesoressassncs 160

7.3 Phase Two: Pre-CoOmbBINaAtiON.........ccveveveeieieiecrieieiiieiiieencerecesseeeessseessssnesernnneessnne 161
7.3.1 INtTOQUCHION.......ceeerrreeereeerieereeeereteeseeeessresessseeeseesessssassansnessssnseesssssneses 161

7.3.2 TASKS...eeereeeeetiiceeeteereesteeeseessessteearesssessseeesseesssesssesansansnssessssesentesssssens 162

73,3 POWET.ccceiiieeeeecitreerereeeseceteeesesseeesssstesessssrssesesssssessssssssessssssassssnsesesessns 163



7.4 Phase Three: Initial COmDbINAtION..........ccciviiiiiieiiiieiieecireceeeeereeeessteeesseneeesnns 167
7.4.1 INTOQUCLION......ococceeiieeeeecceee ettt eesrra et s e snee e s sessanseesssenes 167

TA.2 TaSKS....ccivvreivreeeierieireeeeretressnteeeseessssessbasessteessseeesssresesssneesosstesesssees 168

T 4.3 POWET .....cueeeeeeieieieeetteeeecieeeeeetree e tbaecsesaraeessrsnssesessssssesssosssnsesesssssneeess 171

7.4.4 Cultures and IAentiti€s.........cceerveeiueenriiiueiierreerecseeciee e e e cesresenees 178

7.4.5 SUMMATY....ccccoeiiiiiiiiiiiiiieinite e sreeerrsaesente s e eesaeessensssnassssnsssnnassasassne 185

7.5 Phase Four: The Path Towards Organisational Integration..............cccoeeveeevrenneenne 187
7.5.1 INETOAUCLION. .....cooirereeeriereecrieee e cerreeeesssereeeesenereeessssnneesesssnsseesesssns 187

7.5.2 TaSKS. . ueeeeeeiieeeeiteeeeeitttere e e esecreeeceateseee s sraeeesenssneeesessssnesesssssranseesssenen 187

5.3 POWET ....ceeteeeeecriieeteieeeiceeeirsreeesssesessrerreetessesessasssssssenesseesssssesvonssesssssanenes 191

7.5.4 Cultures and IAENtities. ........ccveeireeeiieiiiiireeenrieeeieeeeieeeeareeesssressessneeeeas 195

7.5.5 SUMMATY.......coiiiiiiiiiiiiiierteereescrrtessae st ee e e eeseseeessesesseassanaessnaasnne 198

7.6 Summary and CONCIUSIONS..........covueiveerirrreieeerieeriereseeesaeessaesssseeraseessaesessesssseses 198
CHAPTER 8:THE MERGER BETWEEN BERGEN BANK AND DnC....................... 201
8.1 INIFOAUCHION. ... .vveierireiireeeitteieiteeetieersteesereeessseessvasessasessnsaeasnsassssssessssessessesesennn 201
8.2 Phase One: Historical Background and Strategic Objective..........cccveeerurereriuenee 202
8.2.1 INtTOAUCHION.....ceeeererieeeereercieeriectrreeenreeeeeesarereeesssssresessssssersesessesnnsens 202

8.2.2 TaSKS...ccovieriiieieeeeteeerreseeeteeseeesssesstesneesssseesseessaesssesssssssnsesssssssessnsenen 203

8.2 3 POWET ...ceccneieiieerteeeeinieeeecrereeesnteeseessteeesssssssaresssseasassasansessesasssnnsessennnnn 205

8.2.4 Cultures and Identiti€s...........cccveevrveiniririireceiereeeirreecreeeseeeeeescneeeesssenes 206

8.2.5 SUIMIMATY......cccvieerrrereeneritereestenrtaniesseesseessesssessesssessasessesssnesssssseesnsssaeses 211

8.3 Phase TWoO: Pre-CombBINAtION.......cccvivvvieeieiiieiiineiiereeeeersnecessreeesseseessseneesssnsesans 212
8.3.1 INrOAUCHION......ccciieectieeiieecteeeecteeerreesareesebeeessrneesssnesessaeessesasessnsssnasne 212

B.3.2 TASKS....ccueeiereiceereenrerecrteertresetreeesteesseeessssesssseasesasasesssaesrsnnesssssseesssnnens 213

LRI T 0} S U 214

8.3.4 Cultures and IAentities..........ccceeveueeeeeiieiiierrreennireeerireeesnreeeesseeeessseeenes 216

8.3.5 SUMMATY......coctivirrittiiinttiitctre st srae s saseaesans 217

8.4 Phase Three: Initial CombBINAtION........ccceeeeeuvivieveirreeerrrreeesineerireeeeesareeesreeeessaeeas 218
8.4.1 INtrOAUCTION.....eceerereeerenrieeciereecreeeesteeeeeeeseraessssssreeessesssssnsesssssssnsrsens 218

84,2 TASKS....eeererireirerirnrrrereerererissiareesissesssessesesssesersrnnsessseseessassessssssssssssnsessesnene 219

8i4.3 POWET....oeeeeieeiccteeettiieiecc e eeeiessesseaeeeeisssennsssnsnrensteressessssssssrsnsssnsesnesanne 223

8.4.4 Cultures and Identiti€s.........ccovreeeeeivririrrvriererernreeeneerereeeesessnseeeeessssannens 231

8.4.5 SUMMATY......corririiiiriiniiiiniitentsssestrae st sestesseeseesbessesessessuaessenasssenes 238

8.5 Phase Four: The Path Towards Organisational Integration...........c.ccccoveererrvenneene 239
8.5.]1 INtrOAUCHION. c...vveeeerreeerereeeeeerieeeesictreeeeareeeeeesnnnaeesessssensessesssssseesssssssssnes 239

8.5.2 TaSKS....crereeerereererinreeeesiiteersrieeeeserseesesssesssssssnseasasansnseaesssessrsssssesssssnsnene 240

8.0 .3 POWET ..ottt eeerccrceereeereresseaenessessss s snsnnrenaseanesaessssssssssssranssssennns 243

8.5.4 Cultures and IAentiti€s.........cecrveevureereeuecrverreeerseeenreeessrensreesneessenessenenes 250

8.5.5 SUMMATY.....cotieiiiiiiiciirecreeerceerrereeeraesereeesteesste e snessaneesaraessenessenesereesen 259



CHAPTER 9: COMPARISON OF GJENSIDIGE AND DnB................ccccou....... erereens 263

9.1 EcOnomiC CLIMALE........ccceoeruerrrrenrrirreseererteneererresessesessnesessessessesasssssessesessessessesseses 263
0.2 TASKS. ... veeeeruieseeeniesreetestentessesesstessesseestesstastassessesstesssassearaeassessessensrenseenssenseesnnas 265
9.2.1 Discretionary SIack..........ccueevververniirnrernieeeneenieniieereeesseesneeereeessaeessneens 266

9.2.2 Approach to Gains RealiSation..........cccceceevvenvieneenenceesseniessreeeireenneennes 267

9.2.3 Regulatory AUthOTItIEs........coveerveererieesienreeniiessrreeeereeesseesreeeeeseeesseessenns 268

9.2.4 Integration Of TasKS.........ccceevereeniernienieeneeiiesinnrnrserseeersesseeeeeseesessnnes 268

0.3 POWET ..ottt ee et tessse e et e sasessaesas s st e s sasssnasssseesssanssesssennssssessesanes 269
9.3.1 Relative Power Pre-combination............cceeerveeeeecreeseeeencreeiecneeereennee. 270

9.3.2 Organisation Of PrOCESS........c..ccceevtrererienerenrerineenteneneeeseesesseesaesnens 272

9.3.3 Organisation of New Entity........ccccoevviniiviviniiiininncicnenineeencnenennens 273

9.3.4 AllOCation PrOCESS.......coceeeuieiereeiereneeenenstenstesitereessressesaessessssaesansssenes 273

9.3.5 Unification Of POWET........c..ccccorerirrnierenenercteenteste e et ste e e essenennens 275

0.4 CULLUIE.......eeeieeeiiereeeieeterereretrseseeesseeeseecsatesseesssnesssesssesassasestesssassssssessesssseensssens 275
9.4.1 Friendliness and SECTECY.......cocceerrerurrererieneriiniesreneneetessesseeiaesseesnanns 276

9.4.2 Positioning and DOWRSIZING.........ccceereeerererrerierrerreenreneentesseseeseeseenens 277

0.4.3 PartiCIPAtiON.......ccoverereererereerireerearessesseesesiessssssessesssssnesssssessessessssssssssens 279

9.4.4 Information and CommUNICAtION. .......covuererrerrerrresrerseeseerieereneeenreenn. 280

9.4.5 Integration of Cultures and Identities...........ccceevereererreenienecenreeruenrenenens 280

0.5 SUIMIMATY...ccciiieiieiieeeeierteestree s e et sreee st e s see s e e st e snesssse s nsasosaasssansssaessensens 281
CHAPTER 10: ANALYSIS AND DEVELOPMENT OF PROPOSITIONS.................. 284
LO.1 TASKS....uriiieecreeriieceeeeeeeeesersteessteeseeensssstsssaesseessesssaesannesseessssessssenseesssnsesssssssnes 284
10.1.1 Discretionary S1ack.......c.cocceevieeirviinienniinieieiennenseneeenieete e sneeeeeenes 285

10.1.2 Approach to Gains Realisation.........cc.ccccvevevereinnnrcecreenseecrecnneeeneene 286

10.1.3 COMPIEXILY...verrreerreereesruerrreroessnecsesersessssesonesssesssssssssnsaseessasasssssssssessns 287

10.1.4 Environmental Impact............ eeteereeesneesaressneseraasanesanesataeateessasessraesnne 288

10.1.5 Integration Of TaskKsS........ccecceverevereencrrinsienieceereecneneerteeeree e eeeseeeneeeenans 290

JO.2 POWET ...coiieeeeecimieineentitsesetteessseresesesetesonsanesssssanessssssnassssssnnstessssssassasssnssansassens 293
10.2.1 Relative Power Pre-Combination..........ccccceeeerereerenrerencenncrrenenscennnees 293
10.2.2 Relative Power in Post Combination..........cccceeveeevienieieeneenseeeneenneenenes 295

10.2.3 Changes in Distribution 0f POWET........c.cccccecvivuerrerererneeersenniessversenennens 304

10.2.4 Unification Of POWET.......c.ccceevieviirieereerrieneerinseenesseesseerssesnesssessasessens 308

10.3 CUIUTE.....cceeevererereeeneeeneneeneecenereseesesneesssastessaosessseseesssssestessasssssesssessassessessenanes 310
10.3.1 Cultural Fit......ccccocieeieeieeneeeerreneeieneeeneeneenneneseeesesessnessessesssesasenes 311

10.3.2 Friendliness and Merger and Acquisition Regime..........cccccvuevnnee.. 313

10.3.3 Managing the Cultural Integration Process..........cccceceeerurrerrenserrenennens 315

10.3.4 Effect of Economic ClImate...........cceceeververrventreeenrersennensrenassrsresesssenne 322
10.3.5 Effect of Structural Changes..........c..coceeeeeeveenenreenreenceenienseennessreessenane 323

10.3.6 Integration of Cultures and Identities........c..cccoeerueerrersrerveeriersrennsuensnnnas 324
10.4 InterrelationShiPs. ... .ccveeecrereeeierirerreenrerecreteetesee s eeesteesresssnesssacsssessssasesseessnsns 329
10.4.1 Approach to Gains Realisation..........c.cocevereueveeeerierrrenerienieenenieenseneens 329

10.4.2 Environmental IMPact.........ccccevuerierveeruenienreniersnenssesersesnerseesernesesnnes 330

10.4.3 Allocation of Senior Positions and Functions..........cc.ceeeeveereerrerveeeneenen. 331



CHAPTER 11: CONCLUSIONS AND IMPLICATIONS..........cccceotniieneereneereceee e 334

11,1 COMTIDUIONS....c..eoveienecriiriiieireisieseetereseets e tessssessases s ssassassassessesseseesassassansens 334

11.1.1 Applying New Theoretical Perspectives..........ccccueeveeveererecreereeereeennen. 334

11.1.2 Introducting a Framework that Combines Task, Power and Culture...336

11.1.3 Assessing Organisational Integration............cccceereevervecenrensesrenreensennes 337

11.1.4 Assessing Features and Examining Linkages..............cccovevuvevereeenreense 339

11.1.5 Study Combination Processes over Time.........ccccueeerecreeiveeeenreeeeeenne. 344

11.2 Limitations Of StUAY.......cccceeveerereereiincriesinerieseeetesssesseetesnesaesaetssaessessesseseesens 345

11.3 Practical IMPliCAtiONS..........cccveeiuereerierenieeerrrrectreeeeerteesaeeseeeseeessessseessesseessessnnens 347

11.4 Implications for Future ReSearch..........cc.cecceveerereeverveesreneniereerencesereeneeveeeesnens 348

11.4.1 Substantive Implications..........ccceevueereerreereeceeieerreneeeceeereesreesrecseens 348

11.4.2 Theoretical IMPlICAtIONS......c.ccoverreerreerrerieeeirereenreereeeeeesessseesreererensaenes 349

11.4.3 Methodological Implications............cceeceeeveenrerrinnceeernerrsesiensneeseeeseeessens 350

LiSt 0f REfEIeIICES. .........cccoiimirieeeiniiiitiiete ettt esesae sttt eesesase e st e seesterassasasassnan 352
Appendixes

Appendix for Chapter 2........cccceeeerrircviininiiniecenesenestestesseresaeecsaeeeees : et I

ApPPendixes fOr ChAPLEr 7.......co.covevireeriinieriiinieientctitnie ettt et see e e s sbessesaeseeseessensas \%

Appendix 7.1 ChronolOZIEs.........covevuirieeurveriminiirieiiineeeeintiteiese sttt sressessnesaseneens \%

Appendix 7.2 Financial Highlights........c..eceoviiiiinninenniniiniiccccncnnccecne VIl

Appendix 7.3 Historical Backgrounds...........cccceeveeerimniiincnrcsuncncnnnnnnnscneseneennes VIII

ApPPENdixX 7.4 CONCESSIONS...ccurvriiruieniinreerersrestisstentissesssssresnesstssssssecssssssssossesssssssssss XVI

Appendix 7.5 Guidelines for the Positioning Process in Gjensidige...........c.cceeueuees XvIl

AppendiX 7.6 QUOLALIONS......cccevrmreiriririesrititeeeretscssestnesssseeessssssnessssesessassaesesss XIX

Appendixes fOr Chapter 8.........couiieeeeinerireniteeceneneeenteeseeee e sesrestesaesesstonessessessenss XX1V

Appendix 8.1 Chronologies.........ccccevuevreirrierierernreseniirnreserceeeserseessessesssecsnenesseesanes XXIV

Appendix 8.2 Financial Highlights.......c.c.ccoiricrinvinvininniniiinininreeneivcncreeennes XXVII

Appendix 8.3 Historical Backgrounds..........ccoeeuevuecuencncninniivinnuinsencinnnncnnennencens XXX

Appendix 8.4 Article from DnB’s Newsletter 10.10.89.........cccccevvevvervirverenncnse. XXXIX

Appendix 8.5 QUOLALIONS........cocirienirrcnrentiiiiistie et sresstste e sees et sssete e e seresnaes XL

Appendix fOr Chapter O.......cceeereereiniiienreeeecestesinee e sesstsstesseseeseesessaesssesssensensens XXLVII



List of Figures

Figure 1.1 Framework for DiSSertation..........cceeerrerrieesieriesieceeeneesesneesnensessesesssesesssessesseensens 2
Figure 2.1 Review Of FramewOrK.........co.cvceeiirirriineinieiceneieeneieeee et ereeean 12
Figure 3.1 Organisational INteration. ...........ceccvveererverienerienenirescteeree e ere et e et eseesaeeaees 67
Figure 3.2 Preliminary MOdEL..........cccoovvieiriiniriiiiinieninenectrecte ettt et s s 72
Figure 5.1 Distributive and Procedural JUSHICE. .........ccovueerereeririeseeienreieieeeee e 109
Figure 7.1 Organisational Stucture for the Joint Organisation..............ccccvevveerevrereenrenneennenee. 173
Figure 7.2 Organisational INtegration..........c..ceceeviriirsirierenierenieeinesieseeeeereeseesneee e essevesaeennas 200
Figure 8.1 Structure of New OrganiSation..........cc.ecceeveevveereenreerueerieeeseeeeessenseseeesesossesssesnes 226
Figure 8.2 Organisational INtegration............cccceviervenieiineecieiesieereereteeteese e eones 261
Figure 9.1 Economic Conditions in the Period from 1987 to 1993...........cccoeevevrienreenniienennee. 264
Figure 10.1 Propositions for Task INtegration...........c.ccecevvereieevenrieseesieseenreeeereeeeene e eeeeneens 292
Figure 10.2 Profiles of Management Styles..........coccevuveriirieriinieieininieneeeeieseeereene e eseenees 298
Figure 10.3 Propositions for Unification 0f POWeT............ccocevveervennrirririeencenrnneeeeeresenne 309
Figure 10.4 Propositions for Integration of Cultures and Identities...........ccccceverreerecreeerennnne. 327
Figure 11.1 Development of MOEIS.........cccoueuerimnecinneninticnierescneeeieeesesesieseereessessesssens 337
Figure 11.2 Organisational INtegration............cecceceevercrirerienniererinreestesee et seesaesaesssesvessnenns 339
Figure 11.3 Propositions for Future Research...........cccocovureeenerieerenerenicnecreeresercesesee e e enns 340
Figure A7.1 Gjensidige’s Organisational Structure............ccoceveerervirvernrenreniensserunsesiaeseesennns VIII
Figure A7.2 Organisational Structure for the Forenede Group...........ccceveeeercerveenuenrecveennennen. X1
Figure A8.1 Organisational Structure for Bergen Bank in 1989...........ccccecvevuieeneniencrnennes XXXI
Figure A8.2 Organisational Structure for DnC in 1989..........cccccoveeevvrvinerenrenrnererennenn XXXV
Models

Model 10.1 Task INtEZTation........ccceveeriinineeieniersieneerneeerseestsseseseessessesessessessesssesssesssessens 289
Model 10.2 Unification 0f POWET......c.ccoceuceereeirieeririninieereeseneneestenesssssessessesessnesessensensensenes 306

Model 10.3 Integration of Cultures and Identities...........ccovrerereereereesencresereeecreereeenrecsvennnes 323



List of Tables

Table 2.1 Quantitative Studies Using Integration Outcome Variables..........c.cccceerveevvrereennnenn. 41
Table 2.2 Studies of Individual and Organisational QUtCOmes...........ccccevuererriereerceereeriersensanns 44
Table 2.3 Studies of Executive Departures...........ccccecerereicierreenieeeiesseeeenieeseeessssesssneessessesens 46
Table 3.1 Time Frame for Studying the Two Combinations..............ccceeevveereenrveerveeeenvueeeeenne 68
Table 3.2 Features of the COmDINAtIONS.........cccceveereerreesrenieesrerirneseeseeseesseesseesseesssesssesasesseens 69
Table 3.3 Financial Highlights for the Companies...........c.cccoceruenreeeerrerieseceerreereeeerieeeseennes 70
Table 5.1 Attributes Associated with Organsiational Decline and Turbulence........................ 95
Table 6.1 Different Design and Fit to Requirements of the Study.........c..ccocvereevevrecrrccrnnnen. 129
Table 6.2 Time Frame for Studying the Two Combinations.............cceceeerveerrnreererenreeenseneennne. 140
Table 6.3 Distribution 0f INTEIVIEWEES.........ccceererrerriereerierinrerieriinteniesieieesressessessessesssesaesssenns 143
Table 6.4 Documents Used in the Analysis of the Combinations............c..cceevveereenreesieennnnnne 145
Table 7.1 Structure Of ChapPLer T........ccciiiiiiiirieiiiieeeerteenreeeesrerieneesressressesessssesssssesessessasenns 151
Table 7.2 Features of Gjensidige and Forenede..........cccecceverienrinenriniicveeneneeneeneneeneeseennnns 152
Table 7.3 Distribution 0f APPOINIMENLS.......ccccerereieirrerterseereenieerieenssecersesessererseseressesesesenees 174
Table 8.1 Structure 0f Chapter 8........ ..ottt eecee e ar e s ae e s ae e e s sraaas 200
Table 8.2 Features of Bergen Bank and DnC..........ccocceviinircmniinericirsieeseeeesvesiresneeaeeennens 202
Table 8.3 Development in Man-Labour Years in the Period from the End of 1987 to 1991..220
Table 9.1 Differences in, Reasons for, and Implications of Task Dimensions....................... 264
Table 9.2 Differences in, Reasons for, and Implications of Power Dimensions..................... 268
Table 9.3 Differences in, Reasons for, and Implications of Cultural Dimensions.................. 274
Table 9.4 Differences in Organisational Integration Dimensions in the Two Combinations.281
Table 10.1 Outline Of Chapter..........iviiiiviiiininireceeneeereeseeereecernresssesrseseeessesssssseasassnesssanns 282
Table 10.2 Determinants 0f Change ProCesS........ccccevverureeereereenreserieeresieessesssssessessneseessesseenne 295
Table 10.3 Dominating Party in the Integration Process.......c.coceveeveererrerieereesrerseeneecreeseennanns 296
Table 10.4 Equality as Distribution Criteria........cc.coeveevurerinverecerniensrerieenieeceeneesseesssessessseesanne 301
Table 10.5 Approaches to Gains Realisation...........ccceeveeeererveerienenrenrienrenenreereeseessseseeesesseenas 327
Table 10.6 Equity, Equality and Faimmess............cccecverereeenierieeneenreenreerveeeesrssessesssnessnessesssanes 329
Table 10.7 Possible Indicators for Assessing the Task, Power and Cultural Features........... 330
Table 11.1 Themes Raised in the Literatures Relevant to Mergers and Acquisitions............ 333
Table 11.2 Themes and Theoretical Perspectives..........cccoevvviruenecreerenseenrereeneecenseneeens eeenn 334
Table A2.1 Assessment of Organisational and Cultural Fit............cccoevevverviieerceerreneesenneriveennn. I
Table A2.2 Contributions on Reward and Compensation Systems and Management Styles....II
Table 2.2.3 Contributions on Corporate CUltUre...........ccecevverriineeneersiecnrencrnteneeireestsetenieenne III
Table A2.4 Integration DESIZNS.....ccceceveevrererriereerereceserstrrtenertestesseesessesesssesneeneeseesaneseesecssaonaes v
Table A7.1 Financial Highlights for Gjensidige.........c.ccceeeeveruerenriesuenriseerenseenienneessesessescnnas VII
Table A8.1 Asset Capital, Total Loans and Number of Employees in DnC,

Bergen Bank and the Commecial Banks in the Period 1986-1989................ XXVII
Table A8.2 Financial Highlights in DnC, Bergen Bank and the Commercial Banks in the

Period 1986-1989.......ccooiiiirieiereeeeneesessenaeeentssressessessassnessasssssesansssaneas XXVII
Table A8.3 Financial Highlights in DnB in the Period 1989-1994................cccceoveruenene XXVIIL
Table A8.4 Reduction in Man Labour Years and In Per Cent

Distributed on Divisions and URits...........cccceeeeeeererrenrenrernrerenieesessesseesseesesnes XXIX

Table A9.1 Development in Key Macro-Economic Figures in the Period 1989-1994..... . XLVII






Chapter 1:
Introduction

The introductory chapter is divided into four part. The first part gives an outline of the
study's research questions and framework for case analysis. Secondly, the theoretical
perspectives applied in the study are discussed. Then follows a brief review of the
methodology approach and, finally, an outline of the organisation of the thesis.

1.1 RESEARCH QUESTION AND FRAMEWORK FOR DISSERTATION
The research question concerns how integrative and disintegrative forces influence
organisational integration over time. Thus the purpose of my study is to:

(1) identify the forces that facilitate or impede organisational integration,

and

(2) study how the three dimensions of organisational integration;
integration of tasks, unification of power and integration of cultures and

identities, interrelate and evolve over time.

Few studies have explored the underlying dimensions of organisational integration. In
the dissertation I will argue that organisational integration should include the task. the

political and the cultural features of the combination. This would be in line with

recent contributions in the field that take all these three dimensions into consideration
(Schweiger et al., 1993, 1994; Pablo, 1994). Moreover, this approach reflects the
character of the features in the dissertation framework outlined below.

Besides organisational integration, the framework for the dissertation consists of
contextual factors, features of integration and time.

The contextual features are either pre-acquisition or merger factors that can be
considered as determined in the post-combination process, or features that are outside
the management's control. Based upon a review of the organisational literature on
mergers and acquisitions, choice of outcome variable and selection of cases, six
contextual factors have been chosen. These are strategic objective, degree of
friendliness, relative power, organisational fit, discretionary slack and environmental

impact.



The integration features reflect the decision variables which the management can
control in the post-combination integration process. Based upon the same selection
process as for the contextual process, five factors have been chosen. These are
organisation of integration process, information and communication, interventions
aimed at work unit and individual coping, allocation of positions and functions, and
realisation of efficiency gains. The framework for my dissertation is outlined in figure
1.1 below.

Figure 1.1 Framework for Dissertation

Contextual features Features of integration

Information and

Strategic objective .
communication

Degree of friendliness

Organisation of Organisational integration
Relative power combination process -
P P Integration of tasks
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1.2 THEORETICAL PERSPECTIVES

Reviews of literature on mergers and acquisitions show that much of the previous
work has been limited in a number of ways. The field has been dominated by
prescriptive reports and very general case studies which have often relied upon
information about what has happened in only one of the two firms. Furthermore,
few studies have been theory driven, although there have been some exceptions in
recent years. Researchers in the field claim that there is a need to borrow from other
fields besides organisational culture to get a better understanding of the complex

merger and acquisition processes.

The purpose of drawing on other literatures is twofold. First, these literatures can raise
new questions and themes in relation to the merger and acquisition literature.
Secondly, the literatures will be applied in the analysis of case findings. Beside
providing me with richer and more precise concepts, these literatures help me to



identify underlying indicators. More importantly however, the perspectives will be
helpful in explaining the case findings.

The selection of perspectives is based on literatures identified as particularly relevant
when studying organisational integration processes in mergers and acquisitions. The

four literatures I have selected. are (1) strategic and organisational change, (2) power

and politics, (3) social justice, and (4) social identity theory. These four perspectives

were found to have the highest explanatory power for my case findings.

Research within the merger and acquisition field shows that change is inevitable when
two organisations merge, or when one organisation is acquired by another. One field
that is highly relevant to understand these change processes is the literature on

strategic and organisational change.

Researchers in the field of power and politics have suggested that politics in
organisations are particularly prominent in times of change, in major decisions and
when there is a scarcity of critical resources. These are all features that characterise
organisational integration processes in the context of mergers and acquisitions. Hence,
the literature on power and politics is particularly suitable for studying merger and

acquisition processes.

Deutsch (1985) suggests that perceived fairness is especially important during times
of scarce resources, such as organisational downsizing. Taken into consideration that
one of the aims of horizontal mergers and acquisitions is often to realise efficiency
gains, the theories on organisational justice become highly relevant in the study of
integration processes.

The essence of merger and acquisition processes is the integration of two former
independent groups. Social identity theory is especially relevant for studying what
happens when these two groups meet and to explore how various factors and features

promote or inhibit the cultural integration process.

1.3 METHODOLOGY APPROACH

In some mergers and acquisitions it will not be an objective to integrate the
organisations along the task, power, and identification and culture dimensions. If the
strategic goal is financial diversification for example, the organisational integration is
likely to be minimal (Buouno and Bowditch, 1989). Hence, I have chosen to focus on



combinations where achieving organisational integration along all three dimensions
has been an objective.

According to Buono and Bowditch (1989) the strategic type of merger or acquisition
is a significant determinant of the desired degree of integration. The highest level of
integration is expected to occur in horizontal combinations where the firms involved
have similar products and operate in the same or closely related markets.

To match this requirement in the outcome variable, I have chosen to study cases
where the parties are closely related in products and in markets, and where full
integration of the companies' task, political and cultural features has been an

objective.

Taking the explorative nature of the study, the complexity of the outcome variable and
the need for processural data into consideration, I chose a comparative case study
approach studying two mergers and acquisitions over time. By limiting the number of
cases I could study the combinations in depth by collecting data at top management,
middle management and employee levels. Moreover, I could achieve the objective of
studying the combinations over time, collecting data twice in each case at one and a
half and two years' intervals respectively. As mentioned above, studies of mergers and
acquisitions have normally applied a short-term perspective, and researchers have
called for a sustained examination of mergers and acquisitions over time.

The analysis is based upon a combination of primary and secondary data sources.
The collection of primary data consists primarily of unstructured interviews. The

secondary data sources consist of external information sources such as newspaper
articles and the merger prospectus, as well as internal documents such as memos,
consultants’ reports, newsletters and a number of other important documents.

My approach in this thesis is both to compare the different cases to see if any
patterns replicate themselves across the cases, and to look at the cases over time to
get a picture of the dynamics in the combination processes. Five stages are included
in this analysis; (1) establishing the chronology, (2) coding and writing up the data
according to phases and themes, (3) introducing organisational integration into the
analysis, (4) comparing the cases, and (5) applying the theory.



1.4 ORGANISATION OF THESIS

The introductory chapter is divided into five parts. In the first part I briefly discuss
the background of the study. Then an outline of the research questions and the
framework for the dissertation follows. Part three examines the five theoretical
perspectives applied in the dissertation relevant to study organisational integration
processes. Finally, I touch upon the methodology approach, and give an outline of

the following chapters.

In chapter two I review the organisational literature on mergers and acquisitions. In
the first section I give a brief review of the merger and acquisition literature as a
whole. Then in the next section I review the organisational merger and acquisition
literature according to context, integration, outcomes and process. Finally, I position
my study in relation to the work already done in this field.

The first section of chapter three deals with the choice of outcome variable, i.e.
organisational integration. Then, I explore the state, process and dimensions of
organisational integration. The next two sections justify the selection of cases and
outline the model for the empirical studies.

In the fourth chapter I report the most important findings in phase one of the merger
between Bergen Bank and DnC. A more detailed description follows in chapter 7.
Chapter four is divided into five parts. In the first two sections I discuss the
organisational fit and power relationships between the merging parties. Then a
discussion of the implementation approach and the environmental impact follows.
Finally, I make some preliminary suggestions with regard to the outcome variable.

The review of the organisational merger and acquisition literature in chapter 2
revealed a number of weaknesses both in terms of theoretical development and
empirical research. The purpose of chapter five is to contribute to theoretical
development within the organisational stream of merger and acquisition literature by
borrowing from other fields. Chapter five is divided into six parts. In the first section I
discuss why these fields are relevant when studying mergers and acquisitions. Then in
the next four sections I discuss themes in the literature on strategic and organisational
change, power and politics, social justice, and social identity theory that can be
applied to mergers and acquisitions. Finally, I discuss how these themes affect

organisational integration in particular.



Chapter six reports the methodology underlying the empirical study. First, I discuss
the requirements and choices of research design. The second part of the chapter
examines validity and reliability in qualitative studies, and focuses on how these
concerns have been addressed in my study. Next a presentation of sampling time
and entities and the data collection methods follows. Finally, attention is given to
the analysis of cases, and the process of building up the case from chronology to

application of theory.

In chapter seven I describe the merger between Bergen Bank and DnC. The chapter
is divided into four phases; historical background and strategic rationale, pre-
combination, initial combination and the path towards organisational integration.
Each of these sections is divided into themes on integration of tasks, unification of

power and integration of cultures and identities.

Chapter eight is a description of Gjensidige’s acquisition of Forenede. This chapter

is structured in the same way as chapter seven.

Chapter nine compares and contrasts the findings in DnB and Gjensidige. The main
emphasis is on the differences between the integration processes rather than the
similarities. I start by examining the economic climate at the time of the
combinations. Then individual themes concerning tasks, power and cultures and

identities are discussed.

The purpose of chapter ten is to analyse the findings in the light of the literature in
chapters two and five, and to develop propositions. This chapter follows the
structure of the two case chapters and is divided into four main parts on tasks,
power, culture and inter-relationships.

Chapter eleven concludes the dissertation by discussing the contributions, limitations

and practical and research implications of the study.



Chapter 2 :
Review of the Organisational
Stream of Literature on
Mergers and Acquisitions

In this chapter I will review the organisational stream of literature on mergers and
acquisitions. In the first section I will give a brief review of the merger and acquisition
literature as a whole. Then I will review the organisational stream of the merger and
acquisition literature according to context, implementation, outcomes and process.
Finally, I will position my study in relation to the work done in this field.

2.1. BRIEF REVIEW OF MERGER AND ACQUISITION LITERATURE
Four theoretical perspectives have dominatedthe merger and acquisition field, i.e.
financial economics, industrial economics, strategic management and orgapiéational
literature. This chapter will focus on the organisational stream of literature. Before
reviewing this literature in detail, I will briefly discuss the four perspectives in terms

of the questions raised, findings and methodology.

2.1.1 Financial Economics Perspective

Financial economists have been particularly concerned with why firms acquire or
merge ,and who benefits from this activity. They view the shareholder as the pre-
eminent stakeholder, and their approach is more micro-oriented than the macro
societal perspective of industrial economists. Financial economists base their research
on fundamental concepts such as the efficient market hypothesis, agency theory, free
cash flow, the market for corporate control and the capital asset pricing model
(Haspeslaph and Jemison, 1991b).

In financial economics mergers and acquisitions are classified into three types;

vertical integration, horizontal integration and conglomerate integration
(Charakrabarti, 1990). Economics of scale and other synergies motivate vertical and
horizontal integration, whereas diversification is viewed as a means of reducing
systemic risk of a particular industry. Other motives include achieving a certain rate of
growth, increasing earnings per share, taking advantage of tax benefits, obtaining

management talent and reducing competition.



Financial economists have traditionally studied mergers and acquisitions through
event studies, using a stock market based measure. This measure rests on the efficient
market hypothesis. This hypothesis suggests that a firm's stock price reflects an
assessment of all current and future available information about the firm. Trautwein
(1990) says that the divergence between the findings of event studies and other sorts
of evidence casts serious doubt on the former. Furthermore Larsson (1990) says that
there are some methodological problems of using stock market based measures. The
problem from an organisational point of view is that the efficient market hypothesis
implies that it is not necessary to wait for the outcome of a forthcoming integration
process to estimate the financial performance.

The event studies within the financial economics perspective have examined the
returns of both acquiring and acquired firms” shareholders following a merger or
acquisition announcement. According to Schweiger and Walsh (1990), a consistent
pattern emerges from this research showing that target company shareholders earn
sizeable premiums, while the acquiring company shareholders' wealth is negligible.

2.1.2 Industrial Economics Perspective

Besides assessing the profitability of mergers and acquisitions, industrial organisation
studies have been concerned with the determinants of market structure and the role
mergers and acquisitions play in this connection. In particular, they have been
interested in studying combinations which result in reduced competition in the

market.

Studies within industrial economics have used a variety of product-market and
accounting based measures of profitability. According to Lubatkin (1983), studies
using accounting measures suffer from a number of limitations such as ignoring the
impact of changes in risk and not isolating the merger or acquisition from other

events.

Industrial economists have examined the profitability of mergers and acquisitions
during three waves, and they are now beginning to examine the fourth. According to
Schweiger and Walsh (1990), the evidence is overwhelming that mergers and
acquisitions do not increase the profitability of the acquiring firm.

The problem with the studies within industrial economics and finance, from a
strategic point of view, is that they do not take into account the relatedness of the

merging parties.



2.1.3 Strategic Management Perspective

Research in the field of strategy can be divided into two sub-groups, i.e. the
acquisition performance group and the acquisition planning group (Haspeslagh and
Jemison, 1991b). The first group of researchers have been focusing on uncovering the
variables which discriminate between different types of acquisitions and consequent
performance levels. The issue of relatedness or strategic fit has received the most
attention in the strategic management literature. Strategic fit has been defined as the
degree to which the target firm augments or complements the parent’s strategy and
thus makes identifiable contributions to the financial and non-financial goals of the
parent (Jemison and Sitkin, 1986a). A number of typologies assessing strategic fit
have been developed in the field. These will be discussed in section 2.2.1.

Through the 1980s and early 1990s there have been a number of studies that have
related strategic fit to financial performance (Chatterjee, 1986; Lubatkin, 1987;
Gretland, 1991) using the event study methodology. The underlying hypothesis in
these studies has been that the better the strategic fit, the better the performance.
Recent research has failed to find a consistent relationship between performance gains
and the degree to which the merging firms share similar technologies. Datta (1991)
says that the considerable variation in these findings provides strong support for
Jemison and Siktin’s (1986a) contention that strategic fit, though important, is not a
sufficient condition for superior acquisition performance.

Most of the contributions in the acquisition planning literature come from non-
scientific studies. The literature is often written by practitioners or consultants
involved in mergers and acquisitions, and the evidence is largely anecdotal. Two
broad areas are discussed in this literature (Napier, 1989). The first concerns seeking
and evaluating acquisition candidates (Cameron, 1977; Jensen, 1982; Fray et al.,
1984; Payne, 1987, Mirvis and Marks, 1992a) or from the opposite perspective,
positioning a firm as an attractive candidate for purchase (O"Connor, 1985, Mirvis
and Marks, 1992). The second area concerns organising and carrying out the legal,
financial and related technical issues of negotiation (Willensky, 1985). Seeking a
candidate for acquisition is usually part of a strategic process (Ebeling and Dooney,
1983). As such much of the literature is concerned with how to acquire firms more

successfully, and the importance of early merger planning.

Jemison and Sitkin (1986a) say that past research has generally employed a rational
choice perspective assuming that the acquiring firm has a clear, well developed
corporate strategy. Jemison and Sitkin claim that one cannot merely address strategic
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fit of an acquisition without understanding the process of negotiating and integrating
the target into the parent firm. In line with other authors (Duhaine and Schwenk,
1985; Haspeslagh, 1989), Jeminson and Siktin (1986a,b) have sought to find
explanations of why human resource related aspects are neglected in the pre-
acquisition phase, and how impediments in the pre-acquisition process itself might
affect acquisition outcomes.

2.1.4 Organisational Perspective

The organisational perspective rests upon organisational theory, organisational
behaviour and organisational psychology as well as a vast number of practitioner-
oriented contributions. These studies have in general raised two types of questions.
The first question concerns how contextual features of mergers and acquisitions affect
individuals within the combining firms. The second question, on the other hand, raises
the issue of how to manage the post-merger integration process. A more detailed
description of this field will follow in section 2.2.

Researchers who have reviewed the organisational stream of merger and acquisition
implementation have concluded that there are substantial problems with the
literature's data collection methods (Marks, 1982; Hunt, 1988; Napier, 1989, Larsson,
1990; David and Singh, 1994). Many articles are prescriptive rather than descriptive,
often based on a single observer’s view of a single merger case with no alternative
sources of data. The surveys often suffer from low response rates, usage of weak
measures and a disregard of how employees below management level experience the
merger. Furthermore, the case studies benefiting from theoretical guidance and
systematic data collection are few. Cartwright and Cooper (1990) also claim that
studies that have been undertaken have tended to arise as much by accident as by

design, or under simulated conditions.

Much of this criticism is based upon the practitioner’s orientation which in many
years dominated the field. However, the practitioner’s orientation does not necessarily
mean that these articles lack scientific value. Schweiger and Walsh (1990) claim the
many articles that have described a practitioner's personal or consulting experience
have provided important insights into the complex phenomenon of merger and
acquisition impact. Moreover, they have served as foundations of many for the

academic articles.

The emphasis in the literature so far has been on assessing effects of the acquisition or
merger after a relatively short time. Few go beyond two years; many focus on the first
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months or year of transition. A number of researchers claim that there is a need for
sustained examination of mergers and acquisitions over time. Walter (1985) for
example, claims that three to five years is not an unusual transition time, and it can be
much longer. Furthermore, the benefits from such combinations often take several

years to achieve (Napier, 1989).

Through the late 1980s and early 1990s there has been a substantial improvement in
the literature on merger and acquisition implementation. Whereas the literature has
been criticised for using a low level of descriptive language (Larsson, 1990), its recent
developments seem to reflect that it is moving into higher level, more comprehensive
and integrating conceptualisations. The number of theoretical contributions has risen
significantly, although many of the propositions put forward have yet to be

empirically tested.

2.2 REVIEW OF THE ORGANISATIONAL STREAM OF MERGER AND
ACQUISITION LITERATURE

The focus of the next sections will be to review the organisational stream of merger
and acquisition literature in detail. The purpose of the review is twofold. The first
purpose is to identify the major factors and features that have been investigated in the
previous literature. The second purpose is to investigate the proposed and empirically
studied linkages between the different factors. The review will not discuss the
methodology approaches applied in the different contributions, other than referring to
the contributions that have tested the hypothesis. Interested readers are referred to
Schweiger and Walsh (1990) for a comprehensive review of the methodological
approaches used in scientific articles. The review will focus on impacts on corporate,
group and individual levels. Studies examining impacts on a whole industry or society
will as such not be included (see for example Schweiger and Walsh, 1990).

I will outline the factors and features, and discuss propositions and findings in the
organisational literature on mergers and acquisitions according to the following

framework.

The focus of my study is on the integration of the two companies after the decision to
merge or acquire has been taken. This is reflected in the framework which includes
contextual, integration, outcome and process variables. Contextual variables include
features and factors that the management cannot control once the decision to merge or
acquire has been taken. Integration factors on the other hand, concern decisions over
which the management can exercise control. The effect of the contextual and
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process features reflect the evolving integration process.

Figure 2.1. Review of Framework

Contextual features

Features of integration

Strategic objective
Degree of friendliness
Relative power
Organisational fit
Discretionary slack
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Individual characteristics
and situations

Environmental impact

Integration options
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The empirical findings will in general be discussed in relation to the studies” outcome

variables.

2.2.1 Context

The contextual features are either pre-acquisition factors that can be considered as
determined after the decision to merge has been made, or features that the
management cannot control in the post-combination process. Reviewing the
organisational literature on mergers and acquisitions, the following contextual factors
and features seem to be mentioned with some frequency, or else have been introduced

in recent literature:

- Strategic objective

- Degree of friendliness
- Acquisition experience
- Relative power

- Organisational fit
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- Discretionary slack

- Type of industry

- Individual characteristics and situations
- Environmental impact

Strategic objective

One of the most important and extensively discussed contextual factors in the
strategic and organisational streams of mergers and acquisition literature is strategic
objective. This feature includes concepts such as strategic fit, strategic
interdependence need and strategic task. This sub-section will focus on the strategic
objectives, and therefore not include the work which focuses on other reasons for
acquiring (Levinson, 1970; Hunt et al., 1987; Napier, 1989; Trautwein, 1990 and
Cartwright and Cooper, 1992). Strategic objective is often included in proposed
theoretical frameworks as well as being tested in empirical research.

Jemison and Sitkin (1986a) define strategic fit as the degree to which the target firm
augments or complements the parent's strategy in terms of industry, market or
technology. Researchers have used both motives and/or type of merger or acquisition
to assess strategic fit Most authors, however, tend to assess strategic fit by looking at

the type of merger or acquisition.

A number of typologies for assessing strategic fit in mergers and acquisitions have
been developed. Today, the two most established typologies within the field seem to
be the one of the Federal Trade Commission (FTC) which classifies mergers and
acquisitions into horizontal, vertical, product extension, market extension and pure
conglomerate, and the classification of mergers and acquisitions into related and
unrelated (Salter and Weinhold, 1981).

A horizontal merger or acquisition occurs when the firms involved produce one or
more of the same or closely related products. A vertical merger or acquisition is one
between companies that had an actual or potential buyer-seller relationship prior to the
combination. A merger or acquisition is considered to be a product extension when
the acquiring and the acquired companies or merging parties are functionally related
in production or distribution, but sell them in different geographical markets. Finally,
unrelated mergers or acquisitions involve the combination of two essentially

unconnected companies.
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A feature related to strategic fit is strategic interdependence need (Haspeslagh and
Jemison, 1991b; Haspeslagh and Farquar, 1994). These authors suggest a redefinition
of the broad acquisition objectives in terms of the types of interdependence they
imply. Depending on the type of capability transfer requirements for interdependence
will differ and thus the degree to which the boundaries of the acquired organisation
that will have to be disturbed and eliminated.

The relationship between strategic objective and organisational/financial performance
seems to be the most commonly tested in empirical research (Kitching, 1967; Hunt,
1987; Larsson, 1989; Chakrabarti, 1990, Cannella and Hambrick, 1993). Other studies
have used top management turnover (Walsh, 1988 and 1989; Siel and Smith, 1990;
Siel, Smith and Omura, 1990), autonomy (Siel and Smith, 1990; Datta and Grant,
1991), expectations (Rentsch and Schneider, 1991), and level of integration chosen
(Pablo, 1994) as outcome variables. Findings from these studies are reported in
Table 2.1, 2.2, 2.3 and in section 2.2.4.

The strength of this feature is that it is a well established and widely applied concept.
Its explanatory power has however been limited, and, as mentioned above, it has
failed to find a consistent relationship between performance gains and the degree to
which the merging firms share similar technologies. This has lead researchers to look
for other factors and features to explain the variance in performance.

Degree of friendliness

Another feature which is included in a number of theoretical frameworks, but has
seldom been empirically tested, is the degree of friendliness. Hambrick and Cannella
(1993) classify social climate in three categories; mutually negotiated unions,
uncontested tender offers and contested tender offers. In mutually negotiated unions,
the executives and boards of both firms participate. The negotiation process allows an
open and extended discourse, reducing potential social conflict.

Uncontested offers are unions in which an acquirer bypasses a target firm's
management by extending an offer directly to the shareholders. Bypassing target
management produces more potential conflict than that which occurs with friendly
union. Moreover, tender offers often include share prices higher than those in mergers
(Chatterjee, 1986), thus increasing the pressure on the acquiring firm to extract high
performance from the acquisitions (Hambrick and Cannella, 1993).
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Contested tender offers represent an extreme in social conflict. In these instances, the
target and acquiring firms battle with one another in a very public forum, each
claiming the other party's inadequacy. The atmosphere surrounding such an
acquisition is likely to be characterised by bitterness and acrimony, making smooth
social integration after the deal unlikely (ibid). Other typologies for degree of
friendliness have been suggested by Pritchett (1985), Buono and Bowditch (1989) and
Hunt et al. (1987).

Research suggests that the degree of hostility influences the level of conflict (Mirvis,
1985), employee reactions (Buono and Bowditch, 1989), and combination success
(Hunt, 1990). The empirical quantitative studies that have been conducted have tested
the relationship between the degree of attributed hostility and employee resistance
(Larsson, 1989) and between social climate and executive departure (Hambrick and
Cannella, 1993). These findings are reported in Table 2.2 and 2.3.

Although degree of friendliness is a variable often included in theoretical frameworks,
it has seldom been empirically tested. Furthermore, few studies have examined the
effect of this feature on the integration process in depth. Hence there is a need for
exploratory, empirical research investigating the links between this concept in relation

to other concepts of integration.

Acquisition experience

The number of studies relating acquisition experience to performance, can be
characterised as inconclusive (Fowler and Schmidt, 1989). Only a few studies have
been concerned with implementation or human resources implications (Hunt et al.,
1987, Business International, 1992; Pablo, 1994; Shanley, 1994).

Lubatkin (1983) suggests that the management of each succeeding merger should, up
to a point, become more adept at finding the necessary structure and at avoiding the
administrative problems that have a negative influence on performance. In other
words, acquiring firms that pursue a strategy of higher activity in the external
acquisition market may outperform the acquiring firms that follow less active

strategies.

Shanley (1994) sees acquisition experience as one of four factors predicting the extent
and types of organisational change that occur in an acquisition. According to Shanley,
experience provides insights from trial and error learning that reduce the uncertainties
of integration. Shanley expects experienced acquirers to avoid major changes, and
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thus he hypothesises that experience will be negatively related to administrative
changes. Hunt et al. (1987) predict that experienced buyers will have a better chance
of success than inexperienced. Similarly, Business International (1992) argues that
success in integrating acquisitions is largely a matter of experience. Furthermore,
Pablo (1994) expects that experienced acquirers will focus more on multiculturism.
Pablo's (1994) and Shanley's (1994) findings are reported in Table 2.1 and in section
2.2.5 respectively.

The scant research linking acquisition experience to other features seriously questions
its exploratory power. In contrast to the strategic objective factor, this feature is not a
well established concept. Furthermore, there is the question of how this feature best
can be assessed, at company, top management or CEO level.

Relative power

Although there are a number of studies mentioning power as an important feature, few
studies have tested or explored this feature in depth. The two most commonly used
indicators for measuring relative power seem to be relative size and whether the
combination is a merger or acquisition (Levinson, 1970; Humpal, 1971; Mirvis, 1985,
Cartwright and Cooper, 1990; Haspeslagh and Jemison, 1991b; Rentsch and
Schneider, 1991; Ollie, 1994). :

Research has suggested that relative power differences in terms of being the acquirer
and the acquiree, is a determinant of the implementation process (Ollie, 1994), and
may result in different behavioural response to merger (Humpal, 1971). Cartwright
and Cooper (1990) say that the overt power relationship between the parties to an
acquisition is different from that between merger partners - at least at the time of the
initial announcement. In an acquisition, there are clear winners and losers. In mergers
the parties are likely to be more evenly matched in terms of size, and thus the
distribution of power is more likely to evolve over time.

A few studies have suggested additional indicators for power. Halvorsen (1984)
focuses on the power differential in terms of high and low status groups, and suggests
offensive versus defensive strategies and the quality of the loan portfolio as indicators.
Similarly, Hambrick and Cannella (1993) use the pre-acquisition performance of the
acquired firm relative to that of the acquiring firm as one of their indicators of relative
standing. Finally, Pablo (1994) uses compatibility of visions as an indicator to reflect

the political characteristics of the acquisition.
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A few recent studies have empirically tested relative power in relation to expectations
of acquired and acquiring companies, departure of acquired executives, and level of
integration chosen.

Expectations. Rentsch and Schneider (1991) argue that because larger organisations
tend to dominate smaller organisations, the employees in the larger organisation are
likely to have more positive and realistic expectations if they expect to be dominant
over the smaller organisation following a combination. In contrast, members of the
smaller organisation are likely to develop less positive expectations for post-
combination life. They will expect to be dominated.

Departure of acquired executives. Hambrick and Cannella’s (1993) study focuses on
relative standing, or local social status. They argue that if the acquirers feel dominant
or superior, and they reveal those feelings in their interactions with, and policies
toward, the acquired executives, the departure rate of the acquired executives will be
affected. Similarly, if the acquired executives feel inferior, stripped of status, or
locked in a struggle with the acquirers, they will tend to depart.

Level of integration chosen. Pablo (1994) claims that the political characteristics of an
acquisition will influence the level of integration chosen. She says that the impact of
size differences is not simply the overwhelming and domination of the smaller entity
through sheer magnitude, but also the intensification of beliefs about superiority and
inferiority between the acquiring and the acquired firms.

Most studies within the organisational field of mergers and acquisitions use rather
simplistic indicators of relative power such as size and acquirer versus target. Recent -
research have challenged these simplistic indicators and suggested additional
indicators. The concept of relative power should be further explored building upon
this recent research. Moreover, its inter-relatedness with other contextual features and
its effect on the integration process is still poorly understood. Findings from
quantitative studies relating relative power to employee reactions are reported in
Tables 2.2 and 2.3.

In addition to the studies mentioned above, there are some empirical studies that have
focused on the relative size and pre-acquisition performance as features of the
combination in itself. Empirical studies focusing on size have tested relative size in
relation to acquisition success (Kitching, 1967; Hunt et al., 1987), top management
turnover (Walsh, 1989), and post-acquisition changes (Shanley, 1994). Studies
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looking at pre-combination performance or quality of target have related this feature
to success (Hunt et al., 1987), top management turnover (Walsh and Ellwood, 1991)
and post acquisition changes (Shanley, 1994). Findings in the quantitative empirical
studies are reported in Table 2.3 and in section 2.2.4 and 2.2.5.

Organisational fit
One of the major areas of the organisational stream of merger and acquisition
literature has been research on organisational and cultural fit. David and Singh (1993)

say that whereas strategic fit can result in potential synergies, organisational fit is a
necessary condition for effective realisation of the potential synergies. Most of the
scientific contributions in this area, many of which are fairly recent, have been
concerned with theory development. The few empirical contributions which have
tested the relationship of organisational fit to other factors have used involvement and
success expectations (Shanley and Correa, 1992), performance (Chakrabarti, 1990;
Datta, 1991; Chatterjee et al., 1992) and level of integration (Pablo, 1994). Findings
from these studies are reported in Tables 2.1 and 2.2, and in section 2.2.4.

The difference between organisational and cultural fit in the literature is not particular
clear .These concepts are often used interchangeably, and in some contributions
cultural fit is incorporated into organisational fit. In this review I have chosen to treat

both under one heading.

There are various suggestions in the literature of how to assess organisational and
cultural fit. I have chosen to divide the discussion into three parts. First I will give a
brief review of the contributions that look at the whole area of organisational fit. Then
I will discuss articles with a narrower focus that (1) focus on compatibility of
organisational systems and management styles, and (2) focus on compatibility of
organisational culture in particular. Of these three parts, I have chosen to discuss the

latter most extensively.

The whole area of organisational fit. A number of authors have been concerned with
the whole area of organisational and cultural fit (Korman, Rosenblom and Walsh,
1978; Krupar and Krupar, 1988; McCann and Gilkey, 1988; Chakrabarti, 1990;
Somers and Bird, 1990; Siel and Smith, 1990; Blumenthal, 1992; Marks and Mirvi's,
1992b; Schweiger, Csiszar and Napier, 1994). These authors have typically been more
concerned with identifying various indicators than testing and relating these indicators
to other features. Few papers build upon former contributions in the field, but rather
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come up with their own concepts and interpretations. As illustrated in Table A2.1
most categorisations are very broad, making testing difficult.

One recent contribution which is more promising in this respect is Schweiger,
Csciszar and Napier (1994). They use the different activities in the value chain as a
basis for analysing the fit between two organisations. Schweiger et al. build upon a
well established concept in the strategic management literature and suggest that the
combination of independent value chains will imply different types and degrees of
technical configuration changes, depending on what is needed to achieve synergies.
The only quantitative empirical contribution seems to be Chakrabarti (1990) who
relates organisational fit to performance (Findings reported in section 2.2.4).

Table A2.1 in the appendix gives a review of the various concepts and indicators
proposed in the contributions that look at the whole area of organisational fit.

Compatibility of organisational systems and management styles. A second stream of
research has been concerned with compatibility of reward and compensation systems
and/or management styles (Davis 1968; Hayes, 1979; Schweiger, Ivancevich and
Power, 1987; Schweiger and Weber, 1989; Datta, 1991; Business International, 1992).
Hayes (1979) says that compatibility of management styles and compensation systems
are key factors to assess in the pre-acquisition period. However, the significance of the
former issue will depend on how closely the management teams have to work
together. Schweiger et al. (1987) say that failure to address reward, termination and
issues of culture may lead to attachment problems and resulted in lost opportunities to
retain qualified personnel, motivate employees, and maintain integrity and
effectiveness of work units. Datta (1991) hypothesises that there will be a negative
relationship between differences in management styles and the reward and evaluations
systems of the acquiring and the acquired firms, and post-acquisition performance.
This relationship will however vary according to level of integration.

One interesting study (Shanley and Correa, 1992) looks at the agreement of top
management teams in relation to involvement in the integration process and success
expectations. The various concepts and indicators proposed in this are listed in Table

A2.2 in the appendix.

Compared to the contributions on the whole area of organisational fit, this stream of
research has developed more indicators which are easier to test, and this has resulted
in few quantitative studies. However, as the discussion of their findings will show, the



20

research has failed to find that the compatibility of the reward and compensation
systems influences the post-acquisition performance. Furthermore, the research on
management styles has traditionally been top-management-centred.

Compatibility of organisational culture. I will now turn to the contributions that have
been concerned with the compatibility of corporate and organisational cultures. Some
of these contributions will be further discussed in section 2.2.5. Contributions within
this field have suggested that cultural compatibility relates to factors such as features
of integration, top management turnover, combination success, cultural outcome and

acculturation.

Features of integration. There are a number of authors who have suggested that
different cultures impede the integration process. According to Buono and Bowditch
(1989) the full potency of organisational culture can be seen during a merger or
acquisition when two disparate cultures are forced to become one. "...organisations
that appear to be highly compatible on the surface and that seemingly should be able
to achieve valuable merger synergies can have underlying cultural differences that
seriously threaten their integration” (p. 142-143). Mirvis and Marks (1992a) say that
different models of integration should be tested for cultural fit.

Pablo (1994) seems to be the only author that has tried to test aspects of organisational
culture in relation to integration. She relates the concept of multiculturism to
integration design decisions. Multiculturism refers to the degree to which an
organisation values cultural diversity and is willing to tolerate and encourage it. She
hypothesises that there will be a negative relationship between the multiculturism of

the acquirer and the level of integration chosen.

Turnover. Some authors have suggested that cultural differences will have an impact
on turnover. Walsh (1988) argues that the target company top management turnover
rate following a merger or acquisition will be higher than the normal rate for an
equivalent non-merged company. "Culture shock" is seen as one of three forces that
contribute to such turnover. Siel and Smith (1990) suggest that an analysis of
organisational fit is one of the foremost issues determining whether the acquiring firm
will be successful in retaining top managers in the acquired firm.

Integration success. Walter (1985) suggests that cultural disturbances in mergers and
acquisitions can cost as much as 25-30 percent in lost performance. Dahlgren and
Witt’s (1988) findings suggest that achievement of economics of scale were inhibited
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by heterogeneous management cultures. Ollie (1994) claims that cultural differences
in one of three studied mergers were the principal factor for failure.

Chatterjee et al. (1992) test the relationship between cultural fit and shareholder value
in related mergers. They hypothesise that the change in shareholder value of buying
firms will be inversely related to the degree of perceived cultural differences between
the combining top management teams. Furthermore, they hypothesise that the change
in shareholder value of buying firms will be directly related to the degree to which the
buyer's top management tolerates multiculturism.

Cultural outcome. One of the most thorough contributions on assessing organisational
culture prior to the merger is Buono, Bowditch and Lewes (1985). They distinguish
between subjective culture; a cultural group's characteristic way of perceiving the
man-made part of the environment, the rules and the group's norms, roles and values,
and the objective culture; the artefacts and the material products of a society. These
authors relate organisational culture in the pre-merger phase to attitudes and
perceptions of members of the organisation before and after the merger, and study the
emerging culture of the newly formed organisation.

Another author who has been studying cultural outcome is Pedersen (1991). He
investigates to what extent the cultural patterns of two pre-merger firms can explain
post-merger cultural outcome. Cartwright and Cooper (1992 and 1993a) create a
typology of the likely outcome of merging different types of cultures.

Acculturation. Larsson (1991) argues that while differences in organisational cultures
can give rise to cultural clashes, "not all cultural differences are equally hazardous to
the combination's health” (p. 1). One possible reason for this, is according to the
author, that differences can be complementary and unrelated as well as conflictual. He
hypothesises that the degree of acculturation will vary according to whether the two
cultures are complementary, similar or conflictual. Furthermore, he argues that
international mergers and acquisitions have lower acculturation than domestic

mergers and acquisitions.

Nahavandi and Malekzadeh (1994) argue that the acquired firm's choice of
acculturation mode (see subsection 2.2.5) is dependent on its perception of the
attractiveness of the acquirer and the strength of its culture. The acquirer's choice of
acculturation mode on the other hand, is determined by its strategy, multiculturism,
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leadership and structure. The two latter concepts, are according to the authors, closely
related to the organisation's culture.

Elsass and Veiga (1994) focus on cultural differentiation, that is the desire of groups
to maintain their separate cultural identity. They suggest two factors that influence the
forces of cultural differentiation; perception of differences and structure of inter-group
relationships. Elsass and Veiga argue that organisational acculturation can be
described as a dynamic interaction between the opposing forces of cultural
differentiation and organisational integration. The two latter contributions will be
discussed further in section 2.3.6. The various contributions are listed in Table A2.3 in

the appendix.

Contributions assessing corporate culture in the merging organisations typically focus
on the dominant culture in the organisation (Buono, Bowditch and Buono, 1985;
Buono and Bowditch, 1989; Nahavandi and Malekzadeh, 1988 and 1994). However,
as many of the authors point out but fail to use in their studies, culture is multifaceted
and complex. Siel et al. (1988) draw a distinction between the companies’ dominant
culture and the various sub-cultures. They characterise the sub-cultures into enhancing
(adherent to the core values of the dominant culture), orthogonal (separate,
unconflicting set of values) and counterculture (challenge to the core values of

dominant culture).

The field of assessing cultural fit is in its early stage of theory development. Most
contributions are inductive studies that focus primarily on identifying variables to
investigate. The field is characterised by a lack of established concepts and
consistency. The strength of the research on cultural fit lies in the use of theory from
other fields, in particular literature on organisational culture, cultural anthropology
and cultural psychology. Although there have been some recent quantitative studies,
there is no strong tradition in the field for conducting quantitative research. This may
be partly due to the lack of established concepts, but there is also the question whether
it is possible to test such a complex and multifaceted concept across a large number of

mergers and acquisitions without losing its richness.

Discretionary slack

One context variable that has recently been introduced into the merger and acquisition
literature on implementation is discretionary slack or slack resources (Schweiger and
Walsh, 1990; Schweiger, Csiszar and Napier, 1994).
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Schweiger and Walsh (1990) claim that most mergers and acquisitions result in
reduction of slack resources. This reduction may limit integration design options and
force an undesirable integration approach. Furthermore they suggest that lack of slack
resources may cause mergers and acquisitions to fail.

Schweiger, Csiszar and Napier (1994) say that discretionary organisational slack may
play a critical role in the change process. They define discretionary slack as the
availability of discretionary resources during a change process. They say that when
slack is available it provides the combining firm with time and resources to make
change in units. Further they claim (p.):

When discretionary slack is not available, firms face short-term pressures
to achieve "normal" business results. This leads to a shortened time to
implement needed organisational changes, and may require unplanned
actions (e.g., short-term cost-cutting) that undermine the achievement of

synergy.

Schweiger, Csiszar and Napier suggest that availability can be influenced by business
conditions, choice of financing, the purchase price, the payment of take-over
premiums, or the division of value between acquired and acquiring firm.

There seems to be no empirical work on the importance of discretionary slack as a
contextual factor. Hence there is a need to identify the indicators of this concept, and

explore how it influences the integration process.

Type of industry

According to Napier (1989) one area for future research is to test the theoretical
propositions across different industries. Few contributions within the implementation
field have focused on type of industry. Most of these contributions have differentiated
between service and manufacturing industries.

Imberman (1985, p. 30) says that when the acquired company is a service company,
whose notable assets are its people, the ability to solve "thorny public and employee
relation problems" is even more crucial in order to accomplish a smooth transition.
Blumenthal (1989) argues that an industry that is labour intensive rather than capital
intensive may require a different approach, or be an inherently more difficult setting
in which to implement a merger. Business International (1992) says that service
companies are special because they depend on human assets. They say that "because
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humans are not only mortal but also able to disappear without let or hindrance, the
price paid for an acquisition is immediately at risk" (p.40).

The only empirical contribution testing type of industry seems to be Pablo (1994). She
argues that although the relationship between industry characteristics and strategic
decision-making may be unclear, the relationship between industry and strategic
decision-making process is more straightforward. About the difference between
service and manufacturing industries Pablo says:

Service organisations compete largely on the basis of intangible outputs
that reflect a set of relationships among organisational actors (employees
and customers). The technology-driven objective structure that reduces
employee discretion and options for decision-making in manufacturing
organisations is thus replaced in service organisations by subjective,
value-driven structures that control employee behaviours and interaction
with customers.

Pablo argues that managers from service industry organisations will weight
multiculturism, organisational tasks and compatibility of acquisition visions more
heavily when making integration design decisions than managers from manufacturing
industry organisations. Pablo's findings are reported in Table 2.1.

Since there are so few contributions that have empirically tested this concept, it is
difficult to assess it relative importance. Furthermore, there is the question of which
classification is the most fruitful. To answer these questions more empirical research
across different types of industries is needed.

Individual characteristics and situations

Some of the early contributions in the field (Costello, Kubis and Shaffer, 1963;
Shirley, 1973) suggested that it is important to take individual characteristics and
situations into account. Costello, Kubis and Shaffer’s (1963) study relates age,

success in organisation, morale and three personality variables; authoritarianism,
manifest anxiety and need for interdependence to attitudes towards a forthcoming

merger.

Shirley (1973) suggested that older and longer-service employees and physicians
would be more likely to resist a merger of their respective hospitals. Furthermore, he
hypothesised that degree of satisfaction with pre-change conditions would be
significantly related to initial attitudes toward change.
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Shanley and Correa (1992) identify three sources of social identification; profession,
organisation and task, and claim that these sources will influence the reactions of
employees to acquisition by introducing perceptual biases. Hambrick and Cannella
(1993) hypothesise that age will be positively related to top management turnover.
Findings for quantitative studies relating individual characteristics and situations to
employee reactions are reported in Tables 2.2 and 2.3.

The research on individual characteristics and situations have mainly been concerned
with individual reactions, and there seem to be no studies linking this concept to

performance.

In the early research on mergers and acquisitions, individual characteristics and
situations were quite frequently included. However, research on mergers and
acquisitions in the 1980s and 1990s have focused more on how contextual variables at
an organisational level influence post-acquisition success.

Environmental impact

One area in which there has been surprisingly little research, is the environmental
impact. The only contributions in the field of merger and acquisition implementation
that seem to cover this issue in some depth are Schweiger, Ridley and Marini (1992)
and Ollie (1994). Schweiger, Ridley and Marini’s findings based on a case study
suggest that environmental pressures may alter the integration process (p. 194):

The many short-term pressures to meet business plans shifted some of
management's focus from integration plans to short-term profitability
plans. As a consequence a number of the rebuilding initiatives were
temporarily side tracked. Moreover, "we versus them" began to emerge.

Ollie (1994) argues that the misfortunes in two of three studies of cross-border
mergers cannot be viewed in isolation from the economic crisis they went through and
the policies of both national governments with respect to their national industries. He
says the crisis altered the premises upon which the merger had been built, and fostered
competition and mistrust instead of promoting inter group assimilation.

According to Schweiger, Ridley and Marini (1992) the environmental impact is an
important issue rarely considered in discussions of merger integration processes. "Too
often the merger integration process is discussed as if it occurs in a vacuum" (p. 168).
This is particularly surprising since there is a strong tradition within the strategic
management and organisational change literature to link the organisation to its
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environment. This is clearly a field in which there is a need for more empirically
research. Such research should identify the various features of the environment and

investigate its impact on the integration process and various outcomes.

Merger or acquisition regime

Acquisition regime and acculturation mode are both concepts which are difficult to
place in this framework. Both reflect policy, process and outcome at the same time.
Given that the acquiring and/or acquired firm can make choices about the preferred
mode of acculturation or acquisition regime before the decision to merge or acquire
takes place, I will argue that the acquiring and/or the acquired firm's policies, attitudes
or intentions can be regarded as a part of the contextual features.

Perry (1986) distinguishes between merging and being merged, and says this
difference can be explained in terms of; cultural match or mismatch (discussed in
previous sub-section), pre-merger perceptions and attitudes, (3) the way the merger is
managed (to be discussed in the next section).

Deiser (1994) follows up this argument and claims that one of the most important
causes of difficulties in realising the potential value of an acquisition, lies in the
acquirer's attitude towards the newly acquired firm. He says that very often the
incorporation is not carried out in the spirit of partnership, but is more comparable to
a colonial conquest. Deiser says that this tendency to ignore or suppress the
organisational culture of the acquired firm increases with the degree of relationship to
the acquirer's industry. The more the buyer is convinced thatt he understands the rules
of the industry, the less open to different perspectives the buyer will be.

Pedersen (1991) studied the Danish part of the Sperry and Burrough merger and claim
that instead of the traditional subordination of the acquired company, Burrough
wanted to make a new company based on the ideas of equality and partnership. Thus
the guiding principles behind the formation of this new company, as well as the
merger process, were claimed to be partnership, unity, meritocracy, and dispatch.

David and Singh (1993) define acquisition regime as "an acquiring firm's set of pre-
and post-acquisition organisational processes and policies for approaching and
subsequently integrating target firms" (p. 237). According to the authors these regimes
have a common overt purpose; to implement strategic choices of how to acquire a
firm, how much the acquired firm's operations are to be integrated, and how strongly
the target units are linked with their counterparts.
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David and Singh (1993) suggest that these acquisition regimes have three distinct
features: (1) Cultural policy of acquiring firm; unspecified, multicultural tolerance and
cultural dominance of acquiring firm, (2) cultural process of acquiring firm;
unspecified, inter organisational learning and cultural imposition, and (3) acquiring
firm's policies regarding distribution of opportunities and benefits; symmetrical,
selective and asymmetrical treatment. The first and last feature reflect the acquiring
firm's policies, while the second can be regarded as part of the process. David and
Singh’s categorisation is useful from the point of view that it reflects both the political
and the cultural features of a combination. David and Singh link these different
features to the outcomes in the combined organisation.

Focusing on the roots and ramifications of conflict in post-combination negotiations,
Mirvis (1985) suggests that both parties” strategies for combination should be
included as a feature. In the case Mirvis studied, there was no super-ordinate goal for
the combination, and the two firms' strategies and aims were in conflict.

Similarly Nahavandi and Malekzadeh (1988, 1994) focus on the preferred mode for
acculturation for both the acquirer and the acquiree. They propose that when the two
organisations agree on the preferred mode of acculturation, less acculturative stress
and organisational resistance will result, making acculturation a smoother process.
Nahavandi and Malekzadeh’s and David and Singh’s contributions will be further
discussed in section 2.3.6.

Although all the contributions discussed above in some way or another address the
merger or acquisition regime, it is difficult to get a grasp of the content of this
particular feature. The strength of David and Singh (1993) and Nahavandi and
Malekzadeh’s (1988, 1994) concepts is that they build upon established concepts in
other fields of research. However, the distinction between whether it is a feature of the
context, process or outcome is not particularly clear in many of the contributions. The
contextual part of this feature seem to be the least developed. Thus there is a need for
research investigating the unique features of the contextual part of the concept.
Furthermore, there is a need for empirical investigation of the proposed linkages with
other features.
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Summary

In this section I have discussed the contextual factors that appear in the organisational
stream of merger and acquisition literature. 10 contextual features were introduced;
strategic objective, degree of friendliness. acquisition experience, relative power,
organisational fit, discretionary slack, type of industry, individual characteristics and
situations, environmental impact and merger or acquisition regime. The discussion
above has revealed that much of the research in this field is in its infancy, and that
there is a need for more empirical research, both qualitative and quantitative.

2.2.2 Features of Integration

Although necessary, several studies (Lubatkin, 1987; Seth, 1990) suggest that
potential synergetic benefits are not sufficient for superior performance. Organisation
researchers point to the implementation as a key factor for success or failure. Potential
synergies will result in superior performance only if these can eventually be realised
through effective post-merger or post-acquisition implementation (Ollie, 1994).
Similarly, Haspeslaph and Jemison (1991) stress that the integration is the key to
making acquisitions work. "Not until the firms come together and begin to work
toward the acquisition's purpose can value be created" (p. 105).

The integration features will reflect the decision variables which the management can
control in the post-combination integration process. Reviewing and grouping the most
frequently mentioned integration features in the literature I ended up with six factors. I
also added a seventh feature, post-merger management, to include the contributions
focusing on the overall process of integration. Hence, this section will be divided into
7 parts:

- Integration design

- Organisation of integration process

- Information and communication

- Interventions toward work unit and individual coping
- Allocation of positions and functions

- Realisation of efficiency gains

- Post-merger management

Integration design

The question of how the integration between the companies should be designed has
been raised by many authors. Many have proposed their own conceptualisation of this
feature and a number of integration design options have been developed in the
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literature (Elsass and Veiga, 1994; Haspeslagh and Jemison, 1991b; Hayes and Hoag,
1984; Mirvis and Marks, 1992a,b; Napier, 1989; Schweiger et al., 1994; Siel and
Smith, 1990). Degree of autonomy seems to be the most commonly used. A review of
the various proposed integration designs is given in Table A2.4 in the appendix.

Datta and Grant (1990) say that autonomy, in the context of acquisitions, can be
described as the amount of day-to-day freedom that the acquired firm’s management
is given to manage its business. This does not imply that the acquired company is
ignored by the acquiring company, on the contrary, a close co-operation between the
respective managements is expected in the setting of post-acquisition goals and

objectives.

Contributions in this area have linked integration design options to strategic objective
(Datta and Grant, 1990; Schweiger et al., 1994), cultural fit (Hall and Norburn, 1987,
Ollie, 1994) , development of shared values (Shirley, 1977), departure of key
executives (Hambrick and Cannella, 1993; Hayes, 1979; Hayes and Hoag, 1984),
effect on employees (Gall, 1991) and post-merger performance (Haspeslagh and
Farquar, 1994; Kitching, 1967). The quantitative research relating autonomy to top
management turnover and financial performance are reported in Table 2.3 and section

2.2.4 respectively.

Integration design is one of the most frequent features of integration mentioned in the
organisational stream of merger and acquisition literature. Unfortunately, there is little
consistency among the various types of integration designs suggested. As for the
research on organisational fit, few papers build upon former contributions in the field,
but rather come up with their own concepts and interpretations. This lack of
consistency has probably been a hindrance for the development of theory in this area.

Organisation of integration process
Two issues seem to be reflected in the literature concerning the organisation of the

integration process: transition structures and participation.

Transition structures, One common characteristic of merger and acquisition
processes is the establishment of transition structures. These transition structures may
take one of many forms. The structures most frequently mentioned in the literature
seem to be merger managers, transition teams, and parallel organisational structures
(McCann and Gilkey, 1987; Buono and Bowditch, 1989; Schweiger and Weber, 1989;
Business International, 1992; Mirvis and Marks, 1992b).
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In general, transition structures can serve three purposes. The first is aimed at
organising the operational side of the combination process effectively (McCann and
Gilkey, 1988; Ghosal and Haspeslagh, 1990; Burke and Jackson, 1992). The second
purpose is to test the capabilities of the team members (Burke and Jackson 1992;
Mirvis and Marks, 1992b). The third purpose is to facilitate the integration of human

resources.

The literature mentions a number of advantages in using transition structures.
Transition structures involve major players (Ivancevich, Schweiger and Power, 1987,
Business International, 1992), facilitate communication (Mirvis and Marks, 1986;
Business International, 1992) facilitate learning and joint problem solving (Schweiger
et al., 1992) reduce conflicts (Schweiger et al., 1994), build teams (Burke and
Jackson, 1992) and create an equal partner atmosphere (Business International, 1992).
According to Elsass and Veiga (1994) there is wide agreement that inter-group
structures such as committees and task forces, which require members from both
groups to interact and co-operate with each other, serve, in the long run, to reduce
feelings of inter group antagonism and animosity.

The creation of transition structures is also seen as important for preventing
unnecessary sources of stress (Ivancevich, Schweiger and Power, 1987) and in
keeping the best people (Smith and Siel, 1990). However, under hostile conditions,
(Ivancevich, Schweiger and Power, 1987) and when cultural strains and clashes are
present (Buono and Bowditch, 1989), executives are likely to be less co-operative.

Many of the contributions on transition structures have been practitioner-oriented, and
few have drawn on other fields of literature. There is a lack of research evaluating the
effectiveness of the various approaches, and no studies seem to have empirically
tested the postulated linkages to other features.

Participation. Although the importance of participation in bringing about
organisational change is often mentioned in the literature, few authors have explored
this issue in depth. There are two dimensions to participation. One is the horizontal
dimension that emphasises the involvement of both merger parties, or rather the
executives of both parties, in the combination process. The vertical dimension on the
other hand concerns involvement of the employees in the process. Of the two, the
former has received most attention in the literature, and involvement of executives
from both parties in, for example, transition teams is frequently mentioned (Geber,
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1987; Hunsaker and Coombs, 1988; Ivancevich, Schweiger and Power, 1987; Marks,
1982; Mirvis and Marks, 1986; Mirvis and Marks, 1992b).

As for the vertical dimension, Buono and Bowditch (1989) claim that the process is
usually tightly controlled by top management. "Merger related structuring is typically
done to rather than done by employees" (p. 258). Buono and Bowditch (1990) find
that mergers and acquisitions differ regarding the extent to which people are forced
into certain situations or provided with a true opportunity to take part in discussions

and decisions.

Authors concerned with the human side of mergers and acquisitions typically stress
the importance of including human related issues in pre-merger discussion. There are
three groups of people that are seen as exponents of these issues, i.e. human resource
managers, consultants and line management (Boland, 1970; Diven, 1984 ; Ulrich,
1989; Buono and Nurick, 1992; Mirvis and Marks, 1992a,b).

Though the typical advice in the literature is to involve as many people as possible, all
members of an organisation cannot be members of transition teams. One way to
organise employee involvement is through union representatives (Halvorsen, 1984).
Another function that is often mentioned and seen as an exponent of employee needs,
is the human resource managers. Interestingly, in Robino and DeMeuse’s (1985)
study acquired personnel managers explained their role as having to announce
unpopular decisions that they did not participate in making.

A number of advantages of inviting participation are mentioned in the literature.
Contributors say that participation provides input (Buono and Bowditch, 1989; Mirvis
and Marks, 1992b), gives opportunity to learn about the acquired firm's business
(Shrallow, 1985), facilitates communication, (Buono and Bowditch, 1989; Shanley
and Correa, 1992), reduces resistance (Marks, 1982), gains commitment and
ownership to the new organisation (Hunsaker and Coombs, 1988; Burke and Jackson,
1992), and promotes agreement between management teams (Shanley and Correa,
1992) and with the decision to merge (Shirley, 1973). However, Haspeslagh and
Jemison (1994) suggest that the managers’ and employees’ willingness and capacity
to participate can act as impediments to the achievement of these gains.

As for the effect on various outcome variables, participation can prevent unwanted
turnover (Hopkinson, 1991; Mirvis and Marks, 1992b), produce more favourable
organisational climate and enhance productivity (Buono and Bowditch, 1989),
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positively influence attitudes towards merger and job changes (Shirley et al., 1973,
1977), and have a direct effect on the employee morale, productivity and profitability
(Marrow et al., 1967). Findings from the quantitative empirical studies relating

involvement to employee reactions are reported in Table 2.2.

Participation is an issue that has received scant empirical attention in the
organisational merger and acquisition literature. As for transition structures, many of
the contributions use a low level of descriptive language, and the authors seem
largely to have neglected the research on participation carried out in other related
fields. Most of the contributions have focused on why participation should be
promoted, few have explored how and when the participants should be involved, what
they should influence and whether participation is purely advantageous.

Information and communication

The primary intervention recommended for helping combat uncertainty is
communication (Bastien, 1987; Schweiger and Walsh, 1990). A large part of the
literature on communications is normative oriented, giving typical advice such as to
establish a two-way communication system (Marks and Mirvis, 1985), give early,
clear and timely information (Henderson, 1989; Gutknecht and Keys, 1993), and
establish formal, internal communication systems as soon as possible (Bastien, 1987,
Schweiger, Csiszar and Napier, 1994). Besides the research on integration options,
this is the area that seems to have received the most attention in the literature among

the seven integration variables.

One useful distinction is between the quantity and the quality of information
(Chakrabarti, 1985, Elsass and Veiga, 1994). Quantity covers the questions of how
frequent the communications should be, for how long and through which media. It has
been suggested in the literature that communications in mergers and acquisitions
should be more frequent than usual and repeated many times through various media
(Pritchett, 1985; Lamb, 1986; Geber, 1987; Davy et al., 1988; Napier, Simmons and
Stratton, 1989; Schweiger and Weber, 1989; Galosy, 1990). Several authors have
pointed to the lack of information or the communications vacuum during mergers and
acquisitions and sought to find explanations for this (Mirvis and Marks, 1986; Buono
and Bowditch, 1989; Mirvis and Marks, 1992b).

The various aspects of quality of information and communication frequently
mentioned in the literature are realistic merger previews (Schweiger and Ivancevich,
1985; Schweiger and DeNisi, 1987; Buono and Bowditch, 1989; Mirvis and Marks,
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1992b; Schweiger et al., 1994), honest communication (Shirley, 1977; Hunt et al.,
1987; Schweiger et al., 1987; Davy et al., 1988; Haspeslagh and Jemison, 1994),
keeping promises (Pritchett, 1985; Kanter, Ingols and Myers, 1987; Galosy, 1990;
Larsson, 1990), congruence between communication and action (Bastien, 1987; Elsass
and Veiga, 1994), and clear and accurate information (Pritchett, 1985; Buono and -
Bowditch, 1989).

Although common sense suggests to many managers that bad news or any other
negative implications of the merger should be withheld for as long as possible from
affected employees, merger experience suggests otherwise (Marks and Mirvis, 1985).
There seems to be a tendency to oversell the positive elements of change (Shirley,
1977) and to engage in wishful thinking or wanting to motivate people by being
overly optimistic (Schweiger et al., 1994b). In fact, Buono and Bowditch (1990) claim
that managers in some instances deliberately deceive the employees.

Although openness and frequent communication are desirable, this is not always
possible. The secrecy often surrounding a merger or acquisition (Kelly, 1991; Galosy,
1990), the uncertainty (Schweiger and DeNisi, 1987), the rules and regulations
(Buono and Bowditch, 1990; Schweiger et al., 1994b) and hostility between the
parties (Larsson, 1990) act as impediments to communication. Full disclosure may
however violate the need for secrecy and curb the managers” flexibility in making
future changes (Schweiger et al., 1994).

Most research on communications in mergers and acquisitions seems to have been
concerned with its effect on employees and as a means of reducing uncertainty and
anxiety. As such some researchers have tested the effect of communicative efforts on
employee reactions and attitudes (Davy et al., 1988; Schweiger and DeNisi, 1987).
These findings are reported in Table 2.2. Fewer have tried to assess the effect on
productivity and turnover and financial performance (Chakrabarti, 1990). Findings
from this study are reported in section 2.2.4.

The research on information and communication is one of the most established and
well-researched areas in the organisational stream of merger and acquisition literature.
Although a large part of the literature is normative and practitioner-oriented, there is a
growing body of descriptive research with a more scientific approach. Some
contributions draw on related fields of research, but the potential is far from
exhausted. Moreover, there is a need for research assessing the effectiveness of

communicative efforts in terms of productivity and performance.
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Interventions toward work unit and individual coping
The creation of transition structures, participation and communication can all be seen
as important interventions in the combination process. I will now turn to some of the

other interventions that can be chosen to facilitate the integration process.

Research has suggested that these type of interventions in merger and acquisitions
processes are not widely applied. According to Buono and Bowditch (1989) merging
or acquiring firms are reluctant to undertake any activities that go beyond basic
adjustment in financial controls, strategic orientations, or human resources policies
such as benefit packages and compensation systems. Buono and Nurick (1992) argue
that the attempts of upper-level management to ameliorate merger and acquisition
pressures and tensions and to facilitate post-combination of different work forces,
cultures and so forth, remain the exception rather than the rule. In fact, Ivancevich,
Schweiger and Power (1987) found that none of the programs aimed at work unit and
individual coping were on average rated as important.

Schweiger, Ridley and Marini (1992) argue that single shot interventions are not
sufficient to integrate diverse organisations. Multiple vehicles for achieving these may
be warranted. Employee surveys, team building and workshops seem to be the

interventions that have received the most attention in the literature.

Employee surveys. Several authors have suggested employee surveys (Marrow et al,
1962; Pritchett, 1985; Marks and Mirvis, 1986; Buono and Bowditch, 1989; Galousy;
1990; Gall, 1991; Marks and Mirvis, 1992) as a means of involving employees and
acquiring information about the opinions and attitudes of the employees in the
organisation. Galosy (1990) stresses that these surveys should be given to all the
employees, not just those from the acquired company. Surveys can be carried out
early to assess expectations, during the combination to evaluate how changes are
being handled and afterwards to determine levels of satisfaction or discontent (Mirvis
and Marks, 1992b).

However, management must be aware that the survey will raise employee
expectations that the company will act on the survey results (Galousy, 1990). Thus
Buono and Bowditch (1989) recommend that the employees should be involved in the

planning, development and implementation of the survey.
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Pritchett (1985) says that by participating in the generation of the data base from
which changes will emanate, employees share a greater feeling of ownership of these
changes and are therefore more accepting of the changes and more committed to
carrying them out. Employee surveys can also limit the effects of the merger
syndrome by providing a safety net for identifying and correcting conditions that may
adversely affect post-merger performance (Mirvis and Marks, 1986; Ivancevich,
Schweiger and Power, 1987).

Team building. Pritchett (1985) says that whenever there is a true merger, an actual
blending of organisations, conflicts and competitive struggles will develop. Facing
new managers, peers, ways of doing things and change of power bases will increase
the likelihood of tension in newly formed teams (Marks and Mirvis 1992; Mirvis and
Marks, 1992b). A team building process can help an organisation overcome these
dysfunctional group and individual behaviours (Pritchett, 1985; Mirvis and Marks,
1986). The intent is to help people learn how to work together, improve
communications, work through interpersonal conflicts and build trust and rplftual

support.

Mirvis and Marks (1992b) and Marks and Mirvis (1992) name three team building
tasks; psychological enlistment that involves forming the team, role development to
determine relative influence and control and development of trust and confidence. As
for who should be involved, the typical advice is to start at the top of the organisation
(Mirvis and Marks, 1992b), and then move the process down the ranks (Galosy,
1990).

Contributors in the field recommend that team building should be considered
following any strongly resisted acquisition, where there is a high degree of integration
between the two companies’ work forces (Pritchett, 1985), and where the management
styles differ (Marks and Mirvis, 1992). However, it might be difficult to build a
unified team before the leadership position has been stabilised (Burke and Jackson,
1992).

Workshops. Deiser (1994) says that workshops are useful for the treatment of cultural
issues and for fine-tuning the organisation. Involving all concerned employees,
workshops can be a powerful tool for implementing the strategic intent of the merger,
and an effective way of dealing with emotional issues. Moreover, combination related
workshops can reduce inter-group conflict, help members of the organisation to
understand what is happening and to regain some sense of control over their work and
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careers (Blake and Mounton, 1984; Buono and Bowditch, 1989; Marks, 1991).The
results from workshops can also provide the management with important feedback,
and as such function as an early warning system.

Workshops can produce tangible results such as operational suggestions and action
plans as well as more intangible results that relate to the organisational culture or
climate (Blake and Mounton, 1984; Deiser, 1994).

Other interventions mentioned in the literature are individual counselling (Schweiger
and Ivancevich, 1985; Mirvis and Marks, 1986; Buono and Bowditch, 1989; Marks,
1991), inter group mirroring (Blumberg and Wiener, 1971; Mangham, 1973; Blake
and Mounton, 1984; Buono and Bowditch, 1989, Buono and Nurick, 1992), employee
protection plans (Ivancevich, Schweiger and Power, 1987), and merger stress
management training (Schweiger and Ivancevich, 1985; Ivancevich, Schweiger and
Power, 1987; McCann and Gilkey, 1988).

Some authors have distinguished between the different stages and levels in the
organisation at which interventions are directed (Ivancevich, Schweiger and Power,
1987; Marks and Cutcliffe, 1988; McCann and Gilkey, 1988). Marks and Cutcliffe
(1988) focus on three types of interventions; preliminary, primary and secondary. The
preliminary intervention focuses on the employees’ immediate feelings and what the
merger will mean to them and the organisation. The primary intervention is aimed at
the exchange of valid information at operational levels. Thirdly, secondary
interventions focus on assessing and correcting maladaptive behaviours in both
individuals and groups. All of these types of intervention can be applied at individual,

group and organisational level respectively.

The research on interventions aimed at work unit and individual coping is an area that
has been, and still is, dominated by practitioners or other contributors working as
consultants. Most of the research is at a low descriptive level, and very little work has
been done to link and test these interventions in relation to other factors or features.
Taking the seemingly limited use of these types of interventions, there is also the
question of how important this feature is in relation to the other features of

integration.

Allocation of positions and functions
One important question in mergers and acquisitions concerns the allocation of

positions and functions. The number of contributions exploring this issue in any detail
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are, however, rather few. The literature seems to have been dominated by staffing
decision issues, though some contributions (Graves, 1981; Buono, Bowditch and
Lewis, 1985; Pedersen, 1991, Ollie, 1994) focus on other merger related issues as well

as logo, company name and location.

The selection process is often characterised as a highly political process where
competitors jostle for positions to take over particular roles (Buono and Bowditch,
1989). Marks and Mirvis (1992b) view job assignments as the first "battleground",
and say that managers have a difficult job weighing loyalty to their own people
against criteria such as merit and equality.

Some authors have recommended the use of a systematic appraisal plan and
completion of the process as quickly as possible (Leigton and Tod, 1969; Pritchett,
1985; Ivancevich and Stewart, 1989; Mirvis and Marks, 1992b). Ivancevich and
Stewart (1989) propose a four-tiered recommendation for making staff selection
decisions. They argue that with no effective appraisal plan in place and significant
shortcomings in the approaches used, staffing decisions are often ineffective, delayed
and perceived by acquired employees to be highly biased.

There are some authors that have discussed selection processes in some detail (Ulrich
et al., 1989; Mirvis and Marks, 1992b, Schweiger, Ridley and Marini, 1992; Ollie,
1994). Of particular interest are the contributions that discuss the balance between
selection process based upon capabilities and equality. These contributions have
suggested that use of a balanced approach with organisational affiliation as the main
selection criteria may make the organisation unstable and prolong the integration
process (Schweiger; Ridley and Marini, 1992) and result in top heavy teams (David
and Singh, 1993; Ollie, 1994). However, when there is an equal distribution of
decision power, both companies are likely to be better represented in crucial
decisions, it provides learning and understanding, and it is symbolic in the sense that
it conveys to the employees that members of both organisations will be treated fairly
and with respect (Schweiger, Csiszar and Napier, 1994).

The literature mentions three factors that influence the allocation of positions and
functions, i.e. integration design (Napier, 1989), relative status (Halvorsen, 1985) and
differences in organisational culture (Buono et al., 1985). Moreover, research
suggests that the timing, criteria used and the outcome of allocation decisions may
have an impact on top management turnover (Hambrick and Cannella, 1993;
Ivancevich and Steward, 1989; Napier, 1989), dysfunctional individual outcomes
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(Ivancevich, Schweiger and Power, 1987) and emerging culture in the combined
organisation (Buono, Bowditch and Lewis, 1985; Ollie, 1994).

Compared to the attention the allocation of positions and functions receive in "real
life" mergers and acquisitions, there has been surprisingly little research in this area.
One reason for this scant research may be that it is difficult to obtain access to study
these kinds of often highly political decisions. Another reason may be failure to
recognise the importance of this issue. The potential of borrowing from other fields to
shed light on allocation decisions has been largely neglected (one exception is
Hambrick and Cannella (1993) who use relative deprivation theory). Research
studying allocation and reallocations over time seems to be non-existent.

Realisation of efficiency gains

Haspeslagh and Jemison (1991b, 1994) divide synergies into four categories; i.e.
sharing activities, transferring operational and general management skills and
combination benefits. The organisational literature on mergers and acquisitions has
been mainly concerned with realising gains through sharing activities. Few authors
have been concerned with realisation of other types efficiency gains.

When activities are eliminated or absorbed in mergers and acquisitions, the result is
often laying off individuals in redundant positions (Schweiger et al., 1994). Other
reasons for laying off employees include non-performing employees, employees who
are unwilling or unable to adapt, and streamlining of organisation (Prichett, 1985;
Buono and Bowditch, 1989; Cabrera, 1990). The worst job losses are expected to be
carried out in hostile mergers with liquidation in mind (Ivancevich, Schweiger and
Power, 1987).

Research suggests that the way employees are laid off can significantly affect morale
and attitudes (Buono and Bowditch, 1989; Mirvis and Marks, 1992b) both of those
who and those who stay (Ivancevich, Schweiger and Power, 1987, Leana and
Feldman, 1989; Panos, 1989). For those who leave, interventions such as out-
placement services can ease trauma and help reallocate them in new jobs. For those
who stay, the way lay-offs are managed signals how employees may be treated in the
future.

The literature on downsizing has been particular concerned with who is dismissed,
how lay-offs are carried out and how the trauma of job loss for those whose
employment has been laid off has been dealt with (Cabrera, 1982; Ivanchevich,
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Schweiger and Power, 1987; Ivancevich and Stewart, 1989; Leana and Feldman,
1989; Schweiger, Csiszar and Napier, 1993; Schweiger et al., 1994; Schweiger and
Weber, 1989).

Researchers recommend that termination issues should be based on sound criteria, be
visible and made jointly by representatives from both firms to ensure fairness and due
process (Ivancevich, Schweiger and Power, 1987; Ivancevich and Stewart, 1989).
However, empirical evidence (Leana and Feldman, 1989) suggests that laid-off
employees felt that their terminations were arbitrary and capricious. Moreover, top
management was perceived to spare barely competent management personnel, while

terminating a substantial number of lower level workers.

Several ways of downsizing have been suggested in the literature including voluntary
turnover, early retirement, change of jobs and lay-offs (Cabrera, 1982; Ivancevich et
al., 1987). Of these approaches laying-off is regarded as having the most negative
impact on effected employees (Leana and Feldman, 1989).

Suggested approaches for minimising the trauma of job loss include advance
notification, severance pay and extended benefits, retraining programmes, out-
placement assistance, counselling, internal transfers and fair reccommendations to
potential employees (Buono and Bowditch, 1989, 1990; Cabrera, 1982,1990; Leana
and Feldman, 1989; Mirvis and Marks, 1986; Mirvis and Marks, 1992b; Panos, 1989;
Schweiger and Weber, 1989; Ulrich, 1989).

Research suggests that the job loss associated with mergers and acquisitions is not of
the magnitude one might think, and that job losses are more likely to be associated
with general restructuring (Hunt et al., 1987; Schweiger and Walsh, 1990). Hunt et al.
for example, found that approximately two thirds of the forty companies investigated
increased or maintained the manpower level in the acquired companies.

Realisation of efficiency gains is an important area for research in mergers and
acquisitions. The past research has concentrated mainly on downsizing and its effects
on the employees. There is a lack of research relating downsizing to other features and
assessing its effectiveness in terms of productivity and performance. Furthermore
there is a lack of research studying other efficiency gains apart from downsizing.
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Post-merger management

There are a number of authors who have focused on the management of the
implementation process as a whole or used other dimensions than applied in this
section. A large part of the contributions in this area is non-scientific articles
(Kleinman, 1988; Balloun and Gridley, 1990; Polley, 1990; Purche, 1990) that have
not contributed to the development of new theory. The more scientific contributions
have stressed the importance of (1) creating an atmosphere for capability transfer
(Haspeslagh and Jemison, 1991a and b and 1994), (2) institutional leadership capable
of instilling a new sense of purpose to activate managers and employees in both firms
after the merger (Kitching, 1967; Searby, 1969; Haspeslaph and Jemison, 1991,
Marks and Mirvis, 1992b; Haspeslagh and Farquar, 1994, Ollie, 1994), and (3)
managing the interfaces between the organisations (Hunt et al., 1987; Haspeslagh and
Jemison, 1991a and b and 1994) .

As for focusing on the implementation process as a whole, one particularly interesting
contribution is Krogh (1994). He investigates Bourgeouis and Brodwin's (1.984) five
models of implementation, but concludes that none of the models adequately account
for the lack of a common history in mergers and acquisitions.

Summary

In this section I reviewed research on seven integration features; integration design,
organisation of integration process, information and communication, interventions
aimed at work unit and individual coping, allocation of positions and functions,
realisation of efficiency gains and post-merger management. The research on
integration features has been dominated by practitioner-oriented contributions. Most
contributions are either normative or at a low descriptive level, and few authors draw
on theories from other fields. However, the practitioner orientation does not
necessarily mean that these articles lack scientific value. Several articles have
provided important insights into the complex phenomena for merger and acquisition
impact. Moreover, they can serve as foundations of many of the academic articles.

The few contributions that have used integration features as outcome variables are
listed in Table 2.1. below.
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Table 2.1. Quantitative Studies Using Integration Outcome Variables

Authors Sample Features studied Findings
Datta and 129 acquisitions | Type of combination in | Autonomy in unrelated acquisitions will be
Grant (1990) relation to autonomy significantly greater than in related acquisitions
Shanley and Hospital Perceived and actual Involvement found to relate significantly to
Correa (1992) | acquisition agreement and accuracy and internal agreement
84 respondents | accuracy and internal

agreement in relation to

extent of involvement

in integration
Pablo (1994) 56 executives in | Strategic and Found that strategic task needs were positively

acquiring
organisations

organisational task
needs, multiculturism
of acquirer,
compatibility of
acquisition visions,
power differential,
acquisition experience
and type of industry in
relation to level of
integration

related to level of integration chosen.
Organisational task needs, multiculturism of
acquirer and compatibility of acquisition visions
negatively related to level of integration chosen.
Power differential was negatively related, and
thus the opposite of what was expected, to the
level of integration chosen. Found that
respondents from service industries tend to
weight multiculturism more heavily than
respondents from manufacturing industries.
Acquisition experience did not provide
significant predictions for weighting the
features in the study

2.2.3 Individual, Organisational and Cultural Qutcomes
In this section I will discuss the various individual and organisational outcomes that

have been raised in the organisational stream of merger and acquisition literature. In

contrast to the studies using financial outcomes, use of individual, organisational and

cultural outcomes takes the employees as stakeholders into account. The mainstream

of research has been concerned with dysfunctional outcomes (Schweiger and Walsh,
1990) on behalf of the acquired employees (Napier, 1989), and scant attention has
been given to the possible positive reactions and outcomes (Larsson and Driver, 1993;
Napier, 1989). Few studies within this area have tried to link the studies of employee

reactions to financial outcomes.

I will start this section by giving an outline of the studies focusing on employee

reactions, and review the empirical quantitative contributions in Table 2.2. Then I will

discuss the contributions that have used combination success as their outcome

variable. Finally, I will discuss possible cultural outcomes of merger and acquisition

processes.
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Employee reactions

Employee dysfunctional reactions seem to be a result of the uncertainty, ambiguity,
and insecurity that commonly follow merger and acquisitions. Pritchett (1985) claims
that the reactions observed during these combinations are highly predictable. The
most frequently mentioned reactions in the literature seem to be (1) stress, (2) sense of
loss over aspects such as job, hierarchical status, trusted subordinates, friends or peers,
network, career paths and identity, (3) less team work and increased power struggles,
(4) aggression, anger, anxiety, depression, resignation, self-preservation,
preoccupation, (5) physical illness, and (6) increased staff/employee turnover,
absenteeism, intention to quit and decreased job related performance, productivity, job
satisfaction and commitment. The contributions that have focused on turnover in
particular will be discussed separately below.

Marks and Mirvis (1985) and Mirvis and Marks (1986) have especially focused on
how the acquired managers react in acquisitions. They claim that the "merger
syndrome" that encompasses executives’ stressful reactions and development of crisis
management orientation is one of the primary causes of disappointing outcomes.

The sense of loss employees experience in combination has been compared to the
mourning and grief period experienced when a family member dies (Sinetar, 1981,
Schweiger et al., 1987; Buono and Bowditch, 1989). Many authors have suggested
that the employees” reactions will pass through a number of stages (Schweiger and
Ivancevich; 1985; Hunsaker and Coombs, 1988; Mirvis and Marks, 1992b; Cartwright
and Cooper, 1990, 1993b). In addition, research on employee reactions has indicated
that members of the organisation vary significantly in their ability to handle the
uncertainties and stress involved in combinations (Schweiger and Ivancevich, 1985;
Ivancevich, Schweiger and Power, 1987; Buono and Bowditch, 1989; Marks and
Mirvis, 1992; Mirvis and Marks, 1992b).

Research suggests that the impact of mergers and acquisitions on individuals will vary
according to degree of hostility (Buono and Bowditch, 1989, Cartwright and Cooper,
1990; Gutknecht and Keys, 1993), age, tenure, degree of attachment and commitment
to former organisation (Mirvis and Marks, 1992b; Cartwright and Cooper, 1993), how
the combination is managed and degree of involvement (Mirvis and Marks, 1986,
1992b; Gutknecht and Keys, 1993) and suddenness in announcement (Cartwright and
Cooper, 1990). How individuals react, in turn, is expected to influence the financial
and operational results and post-merger negotiations and integration (Mirvis and
Marks, 1986).The empirical quantitative studies are reported in Table 2.2 below.
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Employee reactions following a merger or acquisition seem to be the most commonly
used outcome variables in the organisational field of mergers and acquisitions. Apart
from the research on executive departure, few studies on employee reactions have
examined the same set of factors or applied the same methodology. Furthermore,
several studies have focused on only one merger or acquisition, often from the
perspective of only one of the companies. Although the strength of this area is the
quantitative research, many studies lack the appropriate controls upon which to draw
inferences with confidence (Schweiger and Walsh, 1990).

Some of these studies have focused on measuring the effect of merger or acquisition
event on employee reactions or changes in attitudes or morale (Buono and Bowditch,
1989; Cartwright and Cooper, 1993, Gutknecht and Keys, 1993). Other studies have
related employee reactions to contextual factors (Costello et al., 1963; Shirley, 1973,
1977, Halvorsen, 1985; Larsson, 1991; Rentsch and Schneider, 1991; Shanley and
Correa, 1992) and features of integration (Shirley, 1972, 1977; Davy et al., 1988,
1989; Schweiger and Denisi, 1991; Shanley and Correa, 1992). Studies in the latter
group have either studied the effect of involvement or communicative efforts.

As for the whole area of empirical research on employee reactions there seems to be
little consistency of the various outcomes used in the studies of employee reaction,
and how the various outcomes relate to each other. Furthermore, the research has been

biased in terms of its neglect of positive reactions.
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Table 2.2. Studies of Individual and Organisational OQutcomes

Authors Sample Features studied Findings
Costello, Kubis | 87 middle (1) age, (2) previous success in | Attitudes toward merger tend to be unfavourable.
and Shaffer managers of one | organisation, (3) morale, and (4) | Favourable attitudes related to older age, lack of
(1963) organisation authoritarianism in relation to previous success in organisation, high morale and
attitude toward merger high authoritarianism
Shirley (1973) | 90 physicians (1) confidence in management, | Find that confidence in management, satisfaction
and 694 (2) degree of involvement, (3) with pay and working conditions prior to the merger,
employees in 8 | job satisfaction, (4) anticipated | personal benefits anticipated from the merger and
hospitals benefits, (5) age, and (5) length | age are significantly related to favourable attitudes
of service in relation to attitudes | for employees. Degree of involvement positively
toward merger related to favourable attitudes for physicians. No
significant relation between degree of involvement
and length of service for employees
Shirley (1977) 1700 employees | (1) personal benefits, (2) trust Anticipated personal benefits, trust in management
in 8 hospitals and (3) involvement in relation | and degree of involvement positively and
to initial attitude toward a significantly related to favourable initial attitude.
merger and attitude toward job | Amount of felt involvement positively and
changes significantly related to favourable attitudes toward
job changes.
(Other findings difficult to report due to insufficient
reporting of results)
Halvorsen One merger Turnover, latent turnover, and Found that turnover, latent turnover and absence is
(1985) absence in high and low status higher in low status organisation
organisations (no statistical tests were performed)
Davy et al. 135 respondents | Changes in communications Found that employee attitudes and intentions were
(1988) in one programme in relation to negatively affected when management discontinued
acquisition changes in employee attitudes the communication programme
2 surveys and intentions measured in terms
of (1) job insecurity, (2) lack of
personal control, (3)
organisational commitment, (4)
job satisfaction, (5) distraction,
(6) competitive, (7) guilt, (8)
intent to leave, (9) intent to be
absent, (10) individual
performance
Buono and 90 respondents | Pre-and post-merger attitudes Large significant differences between pre-and post-
Bowditch in a bank merger | for leavers in terms of merger attitudes
(1989) organisational commitment, job-
related issues, management of
integration, compensation and
job security and advancement
Davy et al. 60 respondents | Carrying out layoffs in relation | Lowest level of job security found prior to any actual
(1989) in one to changes in attitudes and layoffs and after announcement in changes in health
organisation behaviour in terms of (1) job benefits. Steady decline in organisational
4 surveys security, (2) organisational commitment, job satisfaction, and significant
commitment, (3) job increase in intent to leave the company. Increased
satisfaction, (4) intention to level of competition corresponding with the period
leave, (4) level of when the greatest number of layoffs were taking
competitiveness place
(no statistical tests were performed)
Larsson (1991) | 55 case studies | Attributed hostility in relation to | Found that the more attributed hostility the more

employee resistance

employee resistance
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Table 2.2 cont.
Rentsch and 252 MBA Relative size and motive for Individuals in smaller organisation conditions had
Schneider students as combining in relation to significantly lower expectations in terms of power,
(1991) respondents exceptions in terms of (1) autonomy and job security than those in larger or
morale/ identity, (2) job equal sized conditions. Expectations in terms of job
security, (3) power, (4) security, power and career were higher when the
autonomy, (5) career motive was growth than when the motive was
survival. No significant findings with respect to
morale and identity
Schweiger and | 75 and 72 Announcement of merger and Found that the announcement of the merger had
DeNisi (1991) | respondents in institution of realistic merger deleterious effect in both plants. Effect on outcomes
two plants previews in relation to (1) global | was different in the two plants. At the experimental
stress, (2) perceived uncertainty, | plant the employees were significantly lower on
(3) job satisfaction, (4) perceived uncertainty and significantly higher onjob
organisational commitment, (5) | satisfaction, commitment and perceptions of the
trustworthiness, honesty and company's trustworthiness, honesty and caring. The
caring, (6) intentions to remain, | realistic merger preview appeared to stabilise the
(7) individual performance, and | level of dysfunctional outcomes, and this effect
(8) absenteeism continued over time
Shanley and Hospital Perceived agreement, actual Significant effects found for tasks and involvement.
Correa (1992) acquisition 73 agreement, accuracy, internal Different aspects of agreement significantly
respondents agreement, involvement, associated with success expectations, although not
organisation, profession and consistently across different aspects of agreement.
tasks in relation to success
expectations
Cartwright and | | merger Job satisfaction, stress and No evidence was found to support that the merger
Cooper (1993b) | 157 respondents | mental well being had adversely effected overall levels of job
satisfaction
Merger experienced more stressful for managers in
the smaller company
Work overload found to be the major source of stress
Mental well-being of managers in smaller company
more adversely affected by the merger
Gutknecht and | 3 cases of Perceived changes in morale in | Found that the perceived change in productivity
Keys (1993) acquired the face of perceived changes in | correlated with perceived improvement in job
companies workload, job satisfaction, responsibilities.
400 respondents | opportunities for advancement, | Attributes improved job satisfaction and company

company productivity, and
retention of job security

performance to fortuitous job redesign changes.
Insufficient reporting of findings.

A number of authors have suggested that the management turnover rate in companies

that have undergone a merger or acquisition is higher than in companies that have not

been involved in such combinations. The literature on management turnover and

retention is of particular interest. This is probably the outcome variable that has been
most thoroughly tested in the organisational stream of merger and acquisition
literature. Contributions have focused on both the reasons for, and the implications of,

management turnover.

Research has suggested a number of factors that influence management turnover,
including type of merger or acquisition (Hayes, 1979; Walsh, 1988,1989; Hambrick
and Cannella, 1993), degree of friendliness (Walsh, 1989; Hambrick and Cannella,
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1993), target company’s performance in the pre-acquisition phase and relative to the

acquirerer, relative size, whether the combination is a merger or tender offer and
status bestowal (Hayes and Hoag, 1984; Walsh, 1989; Walsh and Ellwood, 1991;
Hambrick and Cannella, 1993), organisational fit (Hayes, 1979; Siel and Smith,
1990), integration strategy (Siel and Smith, 1990; Siel and Smith and Omura, 1990),
autonomy (Hayes, 1979; Hayes and Hoag, 1984; Siel and Smith, 1990) and
management of the merger process (Chakrabarti, 1990). The studies that have

empirically tested features relating to executive departures are summarised in Table

2.3 below.

Table 2.3. Studies of Executive Departures

Authors Sample Features studied Findings
Hayes and Hoag | 200 acquisitions { (1) degree of autonomy, (2) Turnover negatively related to degree of
(1984) acquired management autonomy and to performance of acquired
performance, (3) compensation, company. No reported relationship between
(4) financial independence and (5) | turnover and either financial independence or
contracts in relation to retention of | employee contracts
acquired top management (no statistical tests were performed)
Walsh (1988) 55 acquired (1) acquired and control Found that turnover was significantly higher in
companies and companies and (2) type of the sample of acquired companies than in the
30 control combination in relation to target sample of control companies. No significant
companies company top management differences in turnover rates in relation to type
turnover in first five years of combination
Walsh (1989) 113 acquired (1) type of combination, (2) Confirms earlier study of high turnover rates
companies relative size, (3) tender offer or following mergers and acquisitions.
merger, (4) degree of friendliness | Turnover found to be positively related to
in relation to target company top | relative size. Turnover higher in tender offers
management turnover in first five | than in mergers, in hostile combinations and in
years unrelated than related.
Walsh and 102 target (1) target, parent and control Found that tunover among top managers in a
Ellwood (1991) | companies, 77 companies, (2) pre-acquisition target firm in the 2 years after a merger or

parent
companies, 75
control

stock performance in target in
relation to target company top
management turnover in first five

acquisition is much higher than normal. The
target company's past performance history did
not relate to post-acquisition management

companies years turnover.
Hambrick and 97 acquired (1) target pre acquisition Found that two year executive departure was
Cannella’(1993) | firms performance, (2) target pre negatively associated with acquired firms’ pre-

acquisition performance relative
to parent, (3) relative size, (4)
degree of friendliness, (5) degree
of autonomy, (6) status bestowal,
(7) age and (8) relatedness in
relation to acquired executive
propensity to depart

acquisition performance, and even more so with
their performance relative to their acquirer's.
Degree of friendliness negatively associated
with executive departure. Executives that were
personally granted status were less likely to
depart, but those who were indirectly granted
status were more likely to depart. Neither the
relative size, nor the degree of relatedness
showed a simple correlation with executive
departure. Age was positively related to
executive departure.
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The strength of the studies on top management turnover lies in its quantitative
tradition. The focus on these studies has been mainly to relate various contextual
factors to top management turnover. The only integration feature that has been
included is degree of autonomy. Another weakness is the concentration on top
management. Although many authors suggest that management departure rates relate
to post-acquisition performance, very few have examined this relationship empirically
(Cannella and Hambrick, 1993; Hayes and Hoag, 1984). Findings from these studies
are reported in section 2.2.4 below.

Combination success

The organisational stream of literature written by practitioners and consultants often
referred to poor merger and acquisition performance records to justify the
organisational approach to the research problem. An example of a typical statement is:

A decade of study of ten mergers by Arthur Lewis estimated that 80 % failed
to live up to projections made for them in feasibility studies. This level of
outright failure suggests that the dynamics of bringing two into one need to be
far better understood than they are at the present time (Blake and Mounton,
1985, p. 41)

Several studies within this stream use concepts such as merger or acquisition success
or failure as their outcome variable without specifying what is meant by success or
failure, and further how this can be assessed. Two contributions that have tried to
elaborate the success variable in some detail are Graves (1981) and Hunt et al. (1987).

By asking the respondents in what respect the merger had been successful or
unsuccessful, Graves (1981) sought to elaborate the on the term success. He grouped
the characteristics of organisational success into larger, more efficient, satisfying,
similar and smooth (little or no friction and no loss of staff). The most important
attribute of personal success was increased job satisfaction. The reasons for success or
failure were grouped in four categories; planning, reducing anxiety, merging and

evaluating the merger.

Hunt et al. (1987) argued that success must be assessed relative to the particular
circumstances prevailing in each acquisition at the time of study and according to the
criteria used in the interviews. The rate of success of combinations was assessed using
five indicators: (1) Was the acquisition a success from a business perspective ? (2)
Was the implementation handled successfully ? (3) Is the acquired business in better
shape than before purchase ? (4) Does the acquired business have better prospects
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than before purchase ? and (5) With the benefit of hindsight, would you go through

with it again ?

Of their sample of 80 acquisitions Hunt et al. (1987) found that 55 percent of the
acquisitions were successful or very successful, and 45 percent were not-so-successful
or unsuccessful. Of seven contextual factors only condition of seller and the
thoroughness of auditing process seemed to contribute to success. Hunt et al. (1987)
also found that success was highly correlated with how the implementation was
handled.

Haspeslagh and Jemison’s (1991b, 1994) work is interesting in the sense that they use
competitive advantage as their outcome variable and thus draw upon a well-
established concept in the literature on strategic management. However, the focus in
their studies has been on the transfer of capabilities leading to improved competitive
advantage rather than elaboration on how improved competitive advantage can be
assessed in mergers and acquisitions. Haspeslagh and Farquar’s (1994) contribution
takes this work a step further by distinguishing between high and low performance
acquisitions. However, the article does not mention how performance was assessed.

Most studies using combination success as their outcome variable fail to specify what
they mean by success and how this feature has been assessed. This is particularly the
case for many of the practitioner-oriented papers. Hence there is a need for research
that can elaborate this term for theory development and testing.

Cultural outcomes

There seems to be two ways to assess cultural outcome. The first is to look at the
cultural outcome and trace the former cultures. Buono, Bowditch and Lewis (1985)
concluded that the emerging culture of the new organisation in terms of its subjective
interpretations and objective artefacts and symbols more closely resembled former
Bank B than Bank A. A post-merger climate survey and responses to merger-related
survey questions revealed that former Bank B employees felt significantly less
alienated and less negative after the merger than did former Bank A members.
Furthermore, the most visible aspects of the new institution were either taken from
Bank B or a hybrid of the two organisations.

Pedersen (1991) explored to what extent the cultural patterns of the two pre-merger
firms could explain post-merger cultural outcome. This was done by looking for post-
merger cultural dominance, i.e. whether the emergent cultural pattern could be
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understood as a continuation of the past, an< whether one of the two former cultures

dominated the other.

The other way to assess cultural outcome is to look at the degree of achieved cultural
integration. Burke and Jackson (1991) say that although their data is anecdotal and
impressionistic, the observations that hardly anyone mentioned the former
organisations and seemed to keep a score of whether an appointment or a promotion
was from one or the other of the former organisations, were taken as an indication of a

true merger.

In a study of a building society acquisition, Cartwright and Cooper (1993b) found no
significant differences between the mean scores of the managerial groups in their
assessments of the "new" culture of the merged organisation and the direction of
which it had changed. That members in both partnering organisations presented
consistent views of post-merger culture, was taken as an indication that a "new"
coherent culture had developed, which was experienced as being different from the
existing cultures of both organisations.

The literature focusing on cultural outcomes of mergers and acquisitions is not very
well developed in the sense of a coherent concept being developed and tested. As for
the success variable, contributions often refer phrases such as making one from two
(Blumberg and Wiener, 1971; Blake and Mounton, 1983), spirit of unity (Jones,
1982), creating a viable new organisation, establishing a cohesive entity and
development of sense of unity (Ollie, 1994) without elaborating on what is actually
meant by these concepts and how they can be assessed. The concept that seems to
have been developed furthest in the literature is acculturation. Since this literature is
mainly focused on acculturation as a process, it will be discussed in section 2.2.5.

Summary

Comparing the research using employee reactions, combination success and cultural
outcome as their dependent variables, the former is the area that has come the furthest
in terms of theoretical development and testing. Research has been biased towards
relating contextual features to employee reactions, and few studies have studied the
influence of integration features. As for combination success and cultural outcome,
these are both concepts that need to be further examined in future explorative

research.
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2.2.4 Financial Performance

Few studies within the field of merger and acquisition implementation have used
financial performance as their outcome variable. There are some exceptions though,
and these will be discussed subsequently. The studies have related financial
performance to strategic objective, relative size, cultural fit, autonomy and top

management turnover.

One of the earliest studies within the field of mergers and acquisition implementation
which related contextual and managerial factors to success was Kitching (1967).
Kitching asked the respondents to give a qualitative assessment of the success or
failure of the acquisition program assessed against the original strategy. To cross-
check managers’ subjective judgement on acquisition success, Kitching focused on
the financial results actually obtained compared with the forecasts before the merger.
Kitching found that success was related to type of combination, relative size and
disturbances in organisational format (reporting relationships established or extent of

autonomy allowed).

Chakrabarti (1990) used perceptual rating of performance defined according to a
number of dimensions such as growth in sales, profit, return on investment, market
share, expansion of customer base and technological and commercial innovation.
Strategic objectives and relatedness between the firms were not found to correlate
with post-acquisition performance. Organisational fit defined as the quality of the
state of collaboration between the organisational units, were strongly related to the
performance of the acquired division. Both quality and quantity of information
transferred between the division and other parts of the corporation were positively

related to performance.

Datta and Grant (1990) measured acquisition success by asking the respondents for
their assessment of the impact of the acquisition on five performance criteria; return
on investment, earnings per share, stock price, cash flow and sales growth. Datta and
Grant found support for their hypothesis that the extent of autonomy given to the
acquired firm in unrelated acquisitions will be positively related to post-acquisition
success. Though in the predicted direction they failed to find any significant
correlation between autonomy and performance in related acquisitions.

Datta (1991) measured acquisition performance by asking the respondents for their
assessments of the extent to which the acquisition was able to achieve prior
expectations in terms of its impact on the performance of the acquiring firm. Datta
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found support for a negative relationship between differences in top management
styles and performance. A negative relationship was found both in high and low level
post-acquisition integration. Differences in reward and evaluation systems were not

found to relate to performance.

Chatterjee et al. (1992) found that the capital market's perception of the earnings'
impact of a related merger was associated with the acquired managers’ perception of
cultural differences between their top management team and that of the acquiring
firm. The authors also found that the change in shareholder value in related mergers
was directly related to the degree to which the buyer's top management team tolerated

multiculturism.

Hayes and Hoag (1984) used a perception measure of performance and asked
respondents to report if the performance was better than, equal to or worse than before
the acquisition. They found that the executives’ assessment of performance was
strongly influenced by whether they had left or remained with the company.

Datta and Ellwood (1991) used equity prices to assess financial performance and
predicted that if the gains to follow an acquisition were linked to the anticipation of
"pruning of managerial deadwood", then the market reaction to the acquisition would
vary positively with the subsequent top management turnover. However, the data gave

no support to this hypothesis.

Canella and Hambrick (1993) used expert informants (executives and security
analysts) to measure financial performance. They found that executive departure was
significantly and negatively related to performance and that departure among more
senior executives was more strongly correlated with post-acquisition performance
than with pre-acquisition performance. They also found that pre-acquisition
performance was completely uncorrelated with either pre-acquisition performance or
pre acquisition return on investment. This implies, according to the authors, that
acquisitions are very disruptive to the ongoing strategies of acquired firms, leading to

large performance discontinuity.

The difficulties of measuring financial performance seem to have resulted in more
extensive use of subjective, perceptual measures. Few studies seem to combine the
two approaches. Since Kitching’s (1967) path-breaking study nearly twenty years ago,
the research testing features of integration in relation to financial performance has not
come much further. The research is still dominated by a focus on contextual factors,
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though new, more human-related contextual factors such as organisational fit have
been added. Although this research has been top management centred, it seems to
confirm the importance of assessing the organisational fit before the merger or
acquisition takes place. Datta and Ellwood (1991) and Hambrick and Cannella's
(1993) studies of executive departure are particularly interesting, challenging
established theories in the field of financial economics.

2.2.5 Process

Merger and acquisition processes is clearly an area where more research is needed, in
particular to study the effects of changes over time. Three areas seem to be apparent
when reviewing the work on process; stages of, and tasks in, merger and acquisition
processes, pace of change, and cultural change.

Stages of, and tasks in, merger and acquisition processes

Research has indicated that mergers and acquisitions tend to follow a fairly
predictable sequence of events (Buono and Bowditch, 1989). Ivancevich, Schweiger
and Power (1987) say that the unfolding of stages is like peeling an onion. Each layer
is a lot like the previous, but there are some distinct differences.

The broadest categorisation is to divide the combination process into three parts; pre-
combination, closing and post-combination (Marks, 1982; Marks and Cutcliffe, 1988;
Schweiger and Walsh, 1990; Somers and Bird, 1990). Other authors have used four
stage models (Cox, 1981; Ivancevich, Schweiger and Power, 1987, Cartwright and
Cooper, 1992), five stage models (Birch, 1983) and seven stage models (McCann and
Gilkey, 1988; Buono and Bowditch, 1989). One contribution which explore these
stages in depth is Buono and Bowditch (1989).

Buono and Bowditch (1989) divide the combination process into seven stages. In the
first phase, the pre-combination, the respective organisations are relatively stable.
Stage two, the combination planning, is characterised by increasing environmental
uncertainty, but the firm is still relatively stable and discussions are confined to top
management level. When the combination is announced, stage three, the
environmental uncertainties continue to increase and influence the members of the
organisation' expectations. In the initial combination process, stage four, the
organisational instability increases, characterised by structural ambiguity and some
cultural and role ambiguity. As the process evolves into the formal physical and legal
combination, stage five, the organisational instability increases as structural, cultural
and role ambiguities evolve, and conflict between members of the organisation
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increases. In the sixth stage, the combination aftermath, the structural ambiguity
decreases, but cultural and role ambiguity remain highly characterised by lack of co-
operation and "them/us " mentality. Finally, in the seventh stage, the psychological
combination, the ambiguities are clarified, expectations revised and organisational

stability recurs.

One interesting contribution which looks at the evolving process through the different
tasks involved, is Shrivastava (1986). He identifies three types of post-merger
integration: (1) procedural integration, (2) physical integration, and (3) managerial

and socio-cultural integration.

Procedural integration involves combining the systems and procedures of the merged
companies at the operational, management control, and strategic planning levels.
Physical integration of resources and assets usually accompanies procedural
integration and involves the consolidation of product lines, production technologies,
R&D projects, plant and equipment, and real estate assets. '

Managerial and socio-cultural integration involves a complex combination of issues
related to the selection or transfer of managers, the changes in organisational
structure, the development of a consistent corporate culture, and a frame of reference
to guide strategic decision-making, the gaining of commitment and motivation from
personnel, and establishment of new leadership.

The division of mergers and acquisitions into a number of stages is useful when
describing the evolving process. However, there is little consistency among the
contributors concerning the number of stages, and few build upon the work of other
contributors. Buono and Bowditch’s (1989) and Shrivastava’s (1986) contributions
are particularly interesting because they focus on the socio-cultural or psychological
combination. Unfortunately, the tendency in the literature has been to assess the
effects after a relatively short period of time. Few go beyond two years, many focus
on the first months or year of transition. Hence there is a need for research which
examines the integration of the companies over a longer period of time.

Timing change

There are two basic schools of thought when it comes to the timing of changes in
merger and acquisition processes (Searby, 1967; Jones, 1982; Robino and DeMeuse,
1985; Buono and Bowditch, 1989; Business International, 1992; Schweiger, Csiszar
and Napier, 1993 and 1994). The first suggests that the changes should be made as
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quickly as possible to minimise the employee trauma associated with prolonged
uncertainty and insecurity. Authors in favour of this school have argued that
immediately after the merger there is a period when people in the new organisation

expect and perhaps even want change.

The second school of though suggests that a longer time scale should be employed,
and the firms should study and learn as much about each other as possible before
changes are designed and undertaken. Slow change will enable the two cultures to
adjust to each other, rather than clash right from the start. Moreover, it may be wise to
hold off some controversial changes such as re-organisations and re-allocations. By
attempting to change too much too fast, companies often "shoot themselves in the
foot" (Yunker, 1983).

However, management has not total control over the timing of changes, as other
factors impinge upon it (Schweiger et al., 1993). First of all, the size of an acquisition
and performance commitments made by a buying firm's management to stockholders
and bankers may influence the process. Secondly, the change process is often
incremental and experimental as the combinating partners learn about each other
(Schweiger et al., 1992).

One interesting study which seems to confirm the notion that the combination process
is only weakly linked to the planning process is Shanley (1994). Shanley links pre-
acquisition factors; planning intensity, acquirer's experience, acquirer's size and
acquired firm’s performance to post acquisition changes. He finds that planning
intensity and target performance problems are significantly and negatively related to

major changes.

The timing of changes is also likely to be influenced by the integration design
(Haspeslagh and Jemison, 1991b, 1994). In symbiosis combinations, for example,
where there is a high degree of strategic interdependence and need for organisational
autonomy, the degree of integration is expected to evolve over time.

As the above discussion of the two schools of thought has revealed, the research has
been inconclusive in this area. The notion of the combination process as an evolving,
not fully controllable process, seems to be receiving increasing support in the
literature. However, it seems reasonable to assume that some mergers and acquisitions
will be easier to plan and predict than others. Hence there is a need for research that
explores under which conditions the two schools of thought are most likely to prevail.
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Cultural change

Cultural change in mergers and acquisitions is compounded by the additional
uncertainties, ambiguities and stress inherent in the combination process (Buono and
Bowditch, 1989). Sales and Mirvis (1984) examine the collision of cultures through
three generic processes; threat to culture, cross cultural contact and acculturation.

It has been argued that organisational integration can lead to sharp inter-organisational
conflict as the different top management styles, organisational and work unit cultures,
systems and other aspects of organisational life come into contact (Blake and
Mounton, 1983; Sales and Mirvis, 1984; Schweiger and Walsh, 1990; Kleppesto,
1993; Cartwright and Cooper, 1993b). Sales and Mirvis (1984) describe this
development of inter-organisational conflict in the form of three cognitive processes;

polarisation, evaluation and ethnocentrism.

Acculturation is the stage that seems to have received most attention in the literature.
Acculturation has been defined as "changes induced in (two cultural) systems as a
result of diffusion of elements in both directions. This process involves mutual
influence of two autonomous systems and occurs at the group and individual levels in
the three stages of contact, conflict and adaptation" (Nahavandi and Malekzadeh,
1988, p. 81 and 1994, p. 294). As mentioned above, acculturation seems to embody
policy, process and outcome at the same time.

Nahavandi and Malekzadeh (1988, 1994) propose four modes of acculturation based
upon Berry's (1984) framework. These modes define ways in which the two groups
adapt to each other and resolve emergent conflict. Integration involves a relatively
balanced give-and-take of cultural and managerial practices between the merging
parties and no strong imposition of cultural change in either company. When
integration occurs, the culture of both firms is preserved. In assimilations one
organisation dominates the other. This domination is not forced, but rather welcomed
by the acquired organisation. In separations two companies remain separate with
limited managerial and cultural exchanges. Deculturation is the most destructive and,
according to the authors, the most common method. It involves cultural disintegration
of one group due to unwanted and extreme pressure from another to impose its culture

and practices.

Contributors who have focused on acculturation processes have suggested that
acculturation will be influenced by different aspects of culture and (1) relatedness of
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the merging parties, (2) congruence of preferred mode, (3) power differences, (4)
organisational integration and (5) socialisation efforts. Different aspects of culture
include the acquiring company's preservation of own culture, the degree to which the
acquiring firm is multicultural, cultural distance and impact, and cultural
differentiation.

Relatedness of the merging parties and congruence of preferred mode. Nahavandi and
Malekzadeh (1988 and 1994) and Malekzadeh and Nahavandi (1990) say that the
course of acculturation depends on the way in which the acquirer and the acquired
company approach the implementation of the merger. From the acquired company's
point of view the degree to which members value preservation of their own culture
and the strength of the culture will determine their preferred mode of acculturation. In
the case of the acquirer, the degree to which the firm is multicultural, the type of
leadership and structure and the degree of relatedness will determine the degree of

acculturation.

The success of a merger will to a great extent depend on the two organisations
agreeing on which mode should be implemented. When the two organisations agree
on the mode, less stress and conflict ensue, and organisational resistance is decreased.
Over time the two merging parties may each move from one acculturation mode to
another, changing the degree of congruence between the parties” preferred modes.
Thus, acculturation is not a static event, but a dynamic process.

Power differences. Sales and Mirvis (1984) say that acculturation following an
acquisition is often marked by conflict for three reasons. One is the power differential
which raises the question as to whether the acquired company is allowed to choose
how to accommodate and relate to the acquirer. The other aspect is that it involves a
unidirectional flow of cultural elements from the dominant group, and this raises the
question of whether the acquired group has a positive relationship with its owner.
Thirdly, it involves resistance on the part of the subdominant group, or rather the
question of whether the acquired group is allowed to retain its identity.

According to David and Singh (1993), power differential or asymmetry is present in
all acquisition transactions, even in mergers of "equals". A related concept to power
asymmetry is relative deprivation. David and Singh say that whereas power
asymmetry only represents a potential for non-compliance, relative deprivation refers
to the threat to effective integration of post acquisition activities due to a social

mobilisation of non-compliant behaviour.
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In line with power asymmetry cultural distance can pose potential problems for all co-
ordinated activity. Cultural impact refers to the threat to effective integration of post-
acquisition activities due to imperfectly shared meanings. Together with relative
deprivation, cultural impact constitutes the process of acculturation risk.

David and Singh suggest three different processes of bridging the cultural distances.
One process is through inter-organisational learning where the cultural diversity is
enlisted, another process is cultural imposition where the cultural diversity is
eliminated. The third process is a result of an unspecified cultural policy of the

acquiring firm.

Organisational integration. Elsass and Veiga (1994) view acculturation as a dynamic
tension between the processes of cultural differentiation and organisational

integration. The forces of cultural differentiation are the perception of differences and
structure of inter group relationships, whereas the forces of organisational integration

are acquisition motive and implementation processes.

Socialisation efforts. Larsson (1990, 1991) suggests a more positive and limited
definition of acculturation as the development of jointly shared meanings fostering co-
operation among between the joining firms. Larsson (1989, 1991) finds that
acculturation is strongly positively related to socialisation efforts, and negatively
related to cultural conflict. Moreover he finds that international mergers and
acquisitions have lower acculturation than domestic combinations.

Although the underlying assumption in many of these contributions is that
organisational performance following an acquisition is directly and positively related
to a lack of conflict, few studies have examined this relationship. Elsass and Veiga
(1994) suggest that organisational performance can be considered both an outcome of
the acculturative process and an input into the forces of cultural differentiation and
organisational integration. As an outcome, performance is inversely related to the
level of acculturative conflict within the organisation. As an input the authors suggest
that the forces of cultural differentiation will be strongly enhanced under conditions of
poor organisational performance, and that performance improvements may be
attributed to one's own group and performance declines to the out-group.

The research on acculturation is one of the most interesting areas in the organisational
field of mergers and acquisitions in terms of its development of theory and borrowing
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from other fields. However, it is still an area in its infancy, dominated by inductive
studies that produce their own interpretations of the process.

Summary

The research on merger and acquisition processes is a fairly new area in the
organisational field of mergers and acquisitions, and hence there is a substantial need
for empirical, longitudinal research. Of the three areas discussed above; stages and
tasks, timing change and cultural change, the latter seems to have been the most
fruitful. Most recent contributions are theoretical drawing from other fields of
research. Although the potential of borrowing from other fields is far from exhausted,
there is also a need for empirical research that can test, build upon and further explore

the theoretical propositions.

2.3 CONCLUSIONS AND POSITIONING OF STUDY

This review has sought to identify the features and factors studied in the area of
merger and acquisition implementation, and to investigate the links between .
contextual factors, features of integration, individual, organisational and cultural
outcomes, financial performance and process.

As previously mentioned, the organisational stream of research on mergers and
acquisitions is still in its infancy and has, as the review has demonstrated, been
dominated by explorative and inductive studies. The focus of these studies has been
primarily to identify factors and features for investigation rather than proposing links
to other features, studying the evolving processes and testing hypothesis. The purpose
of this review has been to organise these various concepts into a comprehensive

framework, and to show where there is a need for future research.

There seems to be reasonable agreement among researchers in the field that future
research should be directed in two ways. First, the research should be extended
beyond the descriptive to the quantitative (Cartwright and Cooper, 1990). The
theoretical propositions put forward in recent contributions need to be tested, and this
would involve using larger samples within and across industries (Napier, 1989). Thus
survey research or other large-sample research can relate the incidence of particular
attributes of the two firms (such as compatibility of incentive systems and
organisational structure) to post-acquisition outcome (David and Singh, 1993).

Secondly, researchers have suggested that there is a need for longitudinal field studies
examining the cultural dynamics and employee responses to cultural change over time
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(Cartwright and Cooper, 1993) and the management of implementation (Datta, 1991).
David and Singh (1993) say that extensive case studies can highlight the sequence and
choice of post-acquisition management techniques used in particularly successful or

unsuccessful acquisitions.

This thesis will be concentrated on the second part. The main reason for this approach
lies in my choice to study the process of organisational integration. As this review has
revealed, this is an area that is not very well understood in the organisational stream of
merger and acquisition literature. Before I can test how other features would relate to
this outcome, I have to elaborate on this concept and suggest how this outcome can be
assessed. Moreover, many of the features that were expected to influence the outcome
variable need to be further investigated. Third, the most appropriate approach of
studying the process of organisational integration seems to be a longitudinal depth
study. This is further discussed in chapter six

In the forthcoming chapter I will use the proposed framework as a point of departure.
I will start by outlining my choice of outcome variable. Then I will discuss the
selection of cases. Based upon the review of the organisational stream of merger and
acquisition literature, the choice of outcome variable and the selection of cases, 1

outline the model for empirical research.
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Chapter 3:
Development of model

This chapter will be divided into six parts. The first section deals with the choice of
outcome variable, which is organisational integration. Then, I explore the state,
process and_dimensions of organisational integration. These dimensions include

integration of tasks, unification of power and integration of identification and cultures.
The next two sections justify the selection of cases and outline the model for the

empirical studies. Finally, the content of the chapter is summarised.

3.1. CHOICE OF OUTCOME VARIABLE

In chapter two I mentioned four categories of outcome variables; employee reactions,
combination success, cultural outcome and financial performance. Use of financial
performance as outcome variable would have several problems in my study. First,
accounting and market measures are often strongly influenced by exogenous

variables, and isolating the merger or acquisition from other events therefore becomes
very difficult (Datta and Grant, 1990). Due to the banking crisis and the recession in
the Norwegian economy in the late 1980s and the early 1990s, this is a particular valid
problem in the study of the bank merger. The improvement in the merged bank's
performance was inevitable as the banking crisis subsided and the economy
recovered. Disentangling the effects of the merger from the impact of the crisis in the
financial sector is therefore an almost impossible task in this particular case.

Secondly, abnormal gain or wealth effects to stockholders as a result of an acquisition
or merger announcement or consummation, merely reflects performance expectations, -
not actual outcomes (ibid). Thus strategy theorists have been less persuaded that the
immediate stock market reactions provide a good measure of ultimate ex post
performance (Cannella and Hambrick, 1993).

Recent research (Chatterjee et al., 1992) has found that investors do appear to consider
human related contextual factors such as cultural fit when valuing a merger. However,
since the event studies focus on the immediate shareholder wealth effects, factors and
features that are associated with the post-combination process are neglected in this
stream of research. Furthermore, the event studies assume that the future is
predictable. Thus they do not take into account that the change process is often
incremental and experimental as the combination partners learn about each other
(Schweiger, Csiszar and Napier, 1993), or that it is virtually impossible for managers



61

to specify every integration decision prior to or even just after the closing (Schweiger,
Ridley and Marini, 1992).

Use of stock market performance would also restrict the sample of mergers and
acquisitions to companies listed on the stock exchange. This would be a particular
problem for the combination in the insurance industry, where the acquiring firm was a

mutual company.

Perceptual measures where respondents are asked to rate performance, have the
advantage over strictly mathematical formulae in that they overcome the difficulties
of combining historically different accounting procedures and practices (Cartwright
and Cooper, 1992). However, perceptual measures do have the disadvantage of being
subjective and are more unreliable than accounting measures. Hayes and Hoag (1984)
for example, found that executives’ assessments of performance were strongly
influenced by whether they had left or remained with the company. Moreover, it is
reasonable to believe that the informants will experience the same problems of
disentangling the merger or acquisition from other events as in the case of other

performance measures.

Because of the many difficulties and problems associated with the use of financial
performance in my study of mergers and acquisitions, other outcome variables should
be considered. Employee reactions, success and cultural outcome are all intermediate
outcome variables, and as such it is necessary to relate these outcomes to financial
performance. One advantage of using intermediate outcomes is that it brings the
employees as stakeholders into consideration. This adds to the financial economics
perspective that views the shareholder as the pre-eminent stakeholder. Furthermore, it
adds to the the industrial economics perspective that focuses on the implications for

the society as a whole.

Though not empirically tested, the research on employee reactions predicts that
dysfunctional outcomes are harmful to financial performance. However, for outcomes
such as turnover the relationship to performance is less clear cut. In horizontal
combinations voluntary turnover may be one of the ways of realising efficiency gains,
and as such it may be positively related to performance. On the other hand, research
also suggests that the departure of acquired executives and other key employees is
disruptive and negatively related to post acquisition performance (Cannella and
Hambrick, 1993).
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As for the accounting and market measures it seems reasonable to assume that
employee reactions such as turnover, absenteeism and intention to quit, will be
influenced by exogenous variables such as economic climate. One would for example
expect less voluntary turnover and more lay-offs in recessions than in periods of
economic growth. Thus in studies where the impact of economic climate cannot be
controlled, isolating the effects of the merger and the environmental impact will be an

almost impossible task.

Apart from the research on executive departure, few studies on employee reactions
have, as mentioned above, examined the same set of factors or applied the same
methodology. Many studies suffer from insufficient reporting and lack of statistical
tests. Taking the existing research on employee reactions into consideration, I would
suggest that there is a need for quantitative studies testing consistent sets of features
and factors in relation to these outcomes within and across different mergers and
acquisitions. Moreover, surveys of employee reactions can be useful when used in
combination with other data collection methods.

Regarding the third outcome variable, combination success, most studies using

combination success as their outcome variable fail to specify what they mean by
success and how this feature has been assessed. In my view, this concept is too vague

and inspecified to be used in my study.

Unfortunately, as is the case with combination success, the literature focusing on
cultural outcomes of mergers and acquisitions is not very well developed in the sense
of a coherent concept being developed and tested. Contributions often employ phrases
such as making one from two (Blumberg and Wiener, 1971; Blake and Mounton,
1983), spirit of unity (Jones, 1982), creating a viable new organisation, establishing a
cohesive entity and development of sense of unity (Ollie, 1994) without elaborating
on what is actually meant by these concepts and how they can be assessed.

However, since a primary objective of this dissertation is to study how merger and

acquisition processes evolve over time, attention is directed to the process features
discussed in chapter two. In particular it is desirable to choose an outcome variable
that can reflect the on-going process as well as the state of the combination.

The discussion on process in chapter two was divided into three parts. These included

stages of and tasks in merger and acquisition processes, timing change and cultural
change. Since the requirement is that the variable should reflect both the state and the
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process, stages in the process and timing change are excluded. The variable discussed
in the section on process that best seems to fit my requirements is organisational

integration.

Besides being an important feature in the merger and acquisition literature,
organisational integration is a factor often mentioned in the interviews which this
study relies upon. Moreover, the process of integration will be especially important in
horizontal combinations where the two companies are closely related in products and
markets and where the realisation of efficiency gains is often dependent on the

elimination or absorption of activities.

The two contributions in the section on process that treat the concept of integration in
some depth are Shrivastava (1986) (tasks in merger and acquisition processes) and
Elsass and Veiga (1994) (cultural change).

In line with the literature on cultural outcome, Shrivastava (1986) argues that the
primary problem in effectively managing merged firms is integrating them into a
single unit. In contrast to the literature on cultural outcomes and cultural change,
Shrivastava focuses on post-merger integration at several levels, including integration

of procedures, physical assets and cultures.

While Shrivastava looks at the integration process in mergers and acquisitions in
particular, Elsass and Veiga (1994) focus on the concept of organisational integration
defined as the organisational need for cultural groups to work together. However, in
line with other literature on cultural change, Elsass and Veiga limit their attention to
cultural integration. I intend to combine Shrivastava’s (1986) and Elsass and Veiga's

approaches.

Following Elsass and Veiga I intend to focus on the concept of organisational

integration, using mergers and acquisitions as the context for studying the
phenomenon. Moreover, in line with Shrivastava (1986) I wish to focus on more than

one dimension of organisational integration.

According to Lawrence and Lorsch (1967) organisational integration can be defined
as "the state of collaboration that exists among departments that are required to
achieve unity of effort by the demands of the environment" (p. 11). Elsass and Veiga
use Lawrence and Lorsch’s (1967) description of organisational integration as their
point of departure, but argue that in addition to the interdepartmental integration,
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organisational integration in mergers and acquisitions also include organisation-wide
cultural integration, smaller intradepartmental sub-groups and individual integration.

While Lawrence and Lorsch use the term integration primarily to refer to the state of
interdepartmental relationships, they also use it to describe the process by which this
state is achieved and the organisational devices used to achieve it. The latter aspect of
organisational integration, is further elaborated in Galbraith (1973) and Mintzberg
(1979) (see Larsson (1990) for an extensive discussion of the literature on co-

ordination).

I will argue that the use of organisational devices influences the state of organisational
integration, and therefore should be separated from the concept of organisational
integration. Organisational devices correspond to the features of integration in my

model.

Thus, I will limit the definition of organisational integration to include the state of
intraorganisational relationships as defined by Elsass and Veiga (1994) and the
process by which this state is achieved.

I will now turn to the discussion of how state and process can be assessed in my
dissertation and which dimensions to include in the concept of organisational

integration.

3.2 STATE, PROCESS, AND DIMENSIONS IN ORGANISATIONAL
INTEGRATION

State. To assess the state of organisational integration, I intend to examine the degree
of organisational integration at different stages in the merger and acquisition process.
In particular I will assess whether the state of organisational integration can be

characterised as low, middle or high.

It is often argued that the socio-cultural integration takes the longest time to achieve
(Shrivastava, 1986, Buono and Bowditch, 1989). In fact, some argue that in some
combinations cultural integration may never occur (Shrivastava, 1986; Cartwright
and Cooper, 1992). Integrating tasks on the other hand, is often viewed as a less
complicated and time-consuming process. This implies that the time it will take to
achieve integration will differ according to the various dimensions (see discussion of

dimension below).
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The various dimensions are also likely to differ according to the ease with which one
can assess the achievement of integration. The integration of tasks is relatively easy to
assess compared to cultural integration. As one moves from task to cultural
integration, the assessment will be more and more subject to the perceptions of the
members of the organisation.

Process. When it comes to how organisational integration can be achieved, the
literature on integration options and acculturation mentions a number of typologies
that can be applied. Since the focus of this thesis is to study combinations where
integration in all three dimensions is an objective, the various categories reflecting
preservation of the two organisations will not be included. Furthermore, the categories
that imply only structural integration, and hence retainment of the organisational
identities and cultures, will be excluded.

Using Schweiger et al.'s (1993, 1994) typology for integration options, organisational
integration can be achieved through assimilation or novation. Assimilation is a form
mentioned by many authors (Haspelaph and Jemison, 1991b; Mirvis and Marks, 1992;
Nahavandi and Malekzadeh, 1988, 1994; Elsass and Veiga, 1994), and it implies that
one unit is absorbed into another. Schweiger et al. (1993, 1994) distinguish between
forced and voluntary assimilation and suggest, in line with other contributors, that the
former is the easiest. Novation occurs when the two units are combined and a new
identity is created. Mirvis and Marks (1992b) discuss two forms of cultural novation:
cultural integration and transformation. The difference between these two forms is
that the change in both companies is much higher in cultural transformation.

Dimensions. Few studies have explored the underlying dimensions of organisational
integration. The only exception to this seems to be Shrivastava (1986) who focuses on
both the integration of tasks and culture. I indent to extend Shrivastava's framework
by adding a third dimension which is power. Hence, I argue that organisational
integration should include the task, political and cultural features of the combination.
This would be in line with recent contributions in the field that take all these three
dimensions into consideration (Schweiger et al., 1993, 1994; Pablo, 1994), but do not
discuss organisational integration explicitly. Moreover, it will reflect the features in

the above presented framework.

By aiming to cover all these dimensions, my study will differ from the contributions
that focus on the integration of tasks (Yunker, 1983) or cultures only (Buono,
Bowditch and Lewis, 1985; Burke and Jackson, 1991; Pedersen, 1991; Cartwright and
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Cooper, 1992, 1993b; Mirvis and Marks, 1992b). Exploring the political dimension of
the concept reflecting the unification of power is of particular importance since this

has not been included in previous research.

Shrivastava (1986) operates with three categories of integration; (1) procedural
integration, (2) physical integration and (3) managerial and socio-cultural integration.
Procedural integration involves legal and accounting integration and functional
integration. Physical integration includes integration of product lines and production
technologies. Managerial and socio-cultural integration include transfer of personnel,
integration of organisational structure and socio-cultural integration.

Both procedural and physical integration will be included as parts of task integration.
In addition integration of personnel, not only at management level, but also at middle
management and employee levels. As to organisational structure and socio-cultural

integration, these will be reflected in the two other dimensions.

As mentioned above, the political dimension has not been included in previous studies
and needs to be further explored. Based on observations in the DnB-study which will
be discussed in the next chapter, I will argue that possible indicators reflecting the
unification of power include control over power bases, prevailing style of leadership,
presence of power struggles and congruence in communication in the top management
team.

As for socio-cultural integration, I will include both the organisational identities and
cultures (Kleppests, 1993). As mentioned in chapter two, some suggestions for
measuring cultural integration have been proposed in the literature including
mentioning former organisations, keeping a score of appointment or promotion
(Burke and Jackson, 1991) and presenting consistent views of post-merger culture
(Cartwright and Cooper, 1993b).

Hence, the dimensions and indicators in organisational integration will be as follows:
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Figure 3.1. Organisational Integration

Integration of tasks
- Procedural integration
- Physical integration
- Integration of personnel

Unification of power

- Control over power bases

- Prevailing style of leadership

- Precense of power struggles

- Congruence in communication

Integration of cultures

and identities

- Mentioning former organisations
- Keeping score of appointments
and promotions

- Presenting consitent views of
post-merger culture

Since_organisational integration is an intermediate variable, it is necessary to establish
the relationship to financial performance. I will argue that in horizontal combinations,
organisational integration in all three dimensions will be positively related to financial
performance. The rationale for this is that the existence of double positions and
functions, power struggles and two organisational cultures will be expected to be
disruptive to the realisation of efficiency gains. In other types of mergers and
acquisitions, the relationship between organisational integration and financial
performance may be more subtle as suggested by Haspelaph and Jemison (1991b).
Datta and Grant's (1990) findings, for example, suggest that the extent of autonomy
given in unrelated acquisitions is positively related to performance.

3.3 SELECTION OF CASES

In some mergers and acquisitions it will not be an objective to integrate the
organisations along the task, power, and identification and culture dimensions. If the
strategic goal is financial diversification for example, the organisational integration is
likely to be minimal (Buouno and Bowditch, 1989). As mentioned above, I will focus
on combinations where achieving organisational integration along all three

dimensions has been an objective.

According to Buono and Bowditch (1989) the strategic type of merger or acquisition
is a significant determinant of the desired degree of integration. The highest level of
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integration is expected to occur in horizontal combinations where the firms involved

have similar products and operate in the same or closely related markets.

To match this requirement in the outcome variable, I have chosen to study cases
where the parties are closely related in products and in markets, and where full
integration of the companies' task, political and cultural features has been an
objective. This implies that there is no variation in the strategic objective in terms of
type of merger and in the integration design at the company level.

Taking the explorative nature of the study, the complexity of the outcome variable and
the need for processual data into consideration, I chose to limit the study to two cases.
By limiting the number of cases I can study the combinations in depth by collecting

data at top management, middle management and employee levels. Moreover, I can
achieve the objective of studying the combinations over time, collecting data twice in

each case, with one and a half and two years intervals respectively. As mentioned
above, studies of mergers and acquisitions have normally applied a short-term
perspective, and researchers have called for a sustained examination of mergers and

acquisitions over time.
An list of the data collection periods is given in Table 3.1 below.

Table 3.1. Data Collection Periods for Studying the Two Combinations

Bergen Bank - DnC  Gjensidige - Forenede

Announcement of intention to | October 1989 December 1991
merge/acquire

Concession granted by the February 1990 June 1992

Norwegian government

First data collection Autumn 1991/ Winter 1993/
Winter 1992 Spring 1994

Second data collection Spring 1994 Autumn 1995

As shown in the table above, the data collection in the DnB merger began first. Since I
had detailed knowledge of this merger, I wanted to find another combination that
differed from the DnB-merger in a number of the contextual features. This was based
on an assumption that variation in the contextual factors would imply variation in the
features of integration. These variations in the contextual features are shown in Table
3.2. below.
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Table 3.2. Features of the Combinations

Feature Bergen Bank - DnC Gjensidige - Forenede
Degree of friendliness | Friendly Hostile
Relative power Equal size Unequal size
Merger Acquisition
Large performance Acquirer performing better
differences than target
Discretionary slack Low High
Type of industry Banking sector Insurance sector
Environmental impact | Economic crisis Economic recovery

Degree of friendliness and merger or acquisition. Gjensidige’s acquisition of
Forenede can be characterised as a hostile take-over bitterly resisted by the
management of the Forenede organisation. In line with other acquisitions, the offer of
a take-over was made directly to the shareholders of Forenede. The combination
between Bergen Bank and DnC was a merger (friendly by definition) where a letter of
intent between the management of the two companies was signed first.

Relative size. Comparing Bergen Bank and DnC, the two banks were of equal size
both in terms of total assets and number of man-labour years. In contrast, Gjensidige
employed nearly twice as many employees as Forenede and was more than 30 per

cent larger in terms of total assets.

Operating performance. Both Bergen Bank and DnC had suffered large losses on
their loan portfolios through the late 1980s. However, the losses in DnC had been
substantially larger, and the profit and loss account showed negative results three
years in a row. Bergen Bank had not been hit as hard by the Norwegian banking crisis
and had avoided negative results in the years before the merger. As far as Gjensidige
and Forenede go, neither of them had negative results prior to the combination, but
Gjensidige seems to have performed significantly better than Forenede in the years
preceding the acquisition. The financial highlights for all four companies are shown
in Table 3.3. below.
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Table 3.3. Financial Highlights for the Companies

Man-labour years  Total assets Profit before
(mill. NOK) extraordinary items
(Mill. NOK and in %
of total assets)
DnC 3320 98 087 -261 (- 0.34)
-31.12.89
Bergen Bank 3183 101 339 846 (1.01)
-31.12.89
Gjensidige 2460 25 361 643.5 (2.54)
-31.12.91
Forenede 1317 16 195 68.1 (0.42)
-31.12.91

Type of industry, environmental impact and discretionary resources. Although the
combinations differed in terms of sector, they both took place in the financial service
industry. At the time of the merger, Bergen Bank and DnC were the second and third
largest commercial banks in the Norwegian banking sector. The merger took place
shortly after the banking sector had been deregulated, and both banks had gone
through a period of substantial losses on their loan portfolios. Through the years of
recession the banks' discretionary resources had been drained substantially.

When Bergen Bank and DnC announced the merger in the autumn 1989, they
presumed that the recession in the financial sector was over. Unfortunately, the
recovery in the economy was still to take some time, and this put the merged company
in a strained economic situation where it became highly dependent on financial
support from the State. Due to a continuing period of recession the bank's scant
discretionary resources quickly diminished.

The combination between Gjensidige and Forenede took place in the insurance sector
in which life-insurance is still highly regulated. Throughout the 1980s both companies
had expanded substantially, building up their own finance companies. Though both
companies had suffered losses as a result of the crisis in the financial service sector,
these losses did not have any major impact on their main businesses, i.e. life and non-
life insurance. In contrast to the merger between Bergen Bank and DnC, this
combination took place during a period of recovery in the economy. Furthermore,
Gjensidige was known to be a solid company with substantial discretionary resources.

3.4. PRELIMINARY MODEL
I will now turn to the discussion of a preliminary model based on the review of the
literature, choice of outcome variable and selection of cases. On the basis of the
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preliminary findings in the DnB-study, a selection of literature from other fields and
final analysis of the two cases, this model will be revised and extended. In particular,
this model will be divided into three parts, reflecting the three dimensions in

organisational integration.

In the review of the merger and acquisition literature in chapter two, I mentioned that
the most commonly used typologies for assessing the strategic fit in mergers and
acquisitions seem to be the one of the Federal Trade Commission (FTC) which
classifies mergers and acquisitions into horizontal, vertical, product extension, market
extension and pure conglomerate, and the classification of mergers and acquisitions
into related and unrelated (Salter and Weinhold, 1981). Since both combinations can
be characterised as horizontal or related, there is no variation in the type of merger or
acquisition. However, since the strategic objectives behind such mergers or
acquisitions often are complex compositions of a number of motives (Shrivastava,
1986), it is reasonable to expect that the strategic objectives will differ to some extent
in the two combinations. Thus, I will include this feature in the model.

Regarding acquisition experience, both acquirers (Gjensidige and Bergen Bank) had
relatively little experience. This feature will therefore be excluded. As mentioned in
the review, the scant research linking acquisition experience to other features has also

raised doubts its exploratory power.

In the section discussing type of industry in chapter two, I said that the distinction
between service and manufacturing industry seemed to be the most commonly used.
Although my combinations differ in terms of sectors, they both took place in the
financial service industry, and I will therefore not include this feature in my model.

The feature reflecting individual characteristics and situations would in my view be
more relevant for inclusion if the aim was to assess attitudes and expectations towards
the combination at the individual level. As mentioned in the review chapter, research
in the 1980s and 1990s has focused more on contextual variables at the organisational
level than the individual level trying to explain post-acquisition success. This study
will be in line with this trend. As for the other contextual variables, they are all

included.

According to Cartwright and Cooper (1990) previous research in the organisational
field of mergers and acquisition has focused on the role of pre-acquisition factors
affecting interpersonal relationships at the group level, usually the senior managerial
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level. Besides looking at the how the contextual factors influence the outcome

variable, I will focus on how they influence the features of integration.

Since the aim of both combinations has been full scale integration, there is no
variation in the configuration options between the combinations. Since my aim is to
look at the various parts of the implementation process, the feature regarding overall
post-merger management will not be included. All other implementation features are
included in the model. On the basis of previous research, I will argue that the
decisions the managers make in the post-combination integration process will
influence the outcome of the merger or acquisition.

Studying mergers and acquisitions over time is a much stated objective, but seldom
carried out in empirical research. To represent the process features in the model, I
have chosen to draw a "time-line" across the model. This is to indicate that the post-
merger integration is a process and that time in itself has an impact on the features in
the model.

The model is outlined in figure 3.2. below.
Figure 3.2. Preliminary Model

Contextual features Features of integration

Strategic objective Information and

communication
f friendlin . o . .
Degree of frie ess Organisation of Organisational integration
Relative power combination process )
€ P P Integration of tasks
Organisational fit Interventions toward work Unification of power
. . nit and individual copin, Integration of identities and
Discretionary slack u U ping gra an
. - cultures
. . Allocation of positions
Environmental impact .
and functions
Me_rger or acquisition Realisation of
regime . .
efficiency gains
Time )
3.5 SUMMARY

This chapter has been divided in four major parts. In the first section I discussed four

categories of outcome variables; financial performance, employee reactions,



73

combination success and cultural outcome. None of these outcome variables seemed
to fit the requirements or design of my study, and this turned my attention to the
process features. One of the variables discussed in this stream of research which
provided a good fit was organisational integration. Choosing this phenomenon as my
prime concept, I argued that it should include both the state of intraorganisational
relationships and the process by which this state was achieved.

In the second section I discussed how to assess the state and process of organisational
integration and three dimensions in the outcome variable. I claimed that the state
could be assessed according to a low, middle or high degree of integration. Moreover,
the process of integration could be achieved either through assimilation or novation.

Regarding the dimensions to be included in organisational integration, these included
integration of tasks, unification of power and integration of identification and cultures.
Incorporated in the integration of tasks was procedural, physical and managerial
integration. Possible indicators reflecting the unification of power were suggested to
be control over power bases; prevailing style of leadership, presence of power
struggles and congruence in communication in the top management team. As for the
socio-cultural integration, I included both the organisational identities and cultures.
Suggestions of measuring cultural integration included mentioning former
organisations, keeping a score of appointment or promotion and presenting consistent

views of post-merger culture.

In the third section, I justified the selection of cases by matching them to the
requirements in my outcome variable. Then I discussed how the combinations varied
in terms of degree of friendliness, relative power, discretionary slack and

environmental impact.

Finally, I outlined the preliminary model for the empirical studies including
contextual features, features of integration, organisational integration and time.
Strategic objective, degree of friendliness, relative power, organisational fit,
discretionary slack, environmental impact and merger or acquisition regime were
incorporated in the contextual features. Features of integration included information
and communication, organisation of integration process, interventions toward work
unit and individual coping, allocation of positions and functions and realisation of
efficiency gains. Organisational integration was assessed along the three dimensions
of integration of tasks, unification of power and integration of identities and cultures.
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Chapter 4:
Preliminary Findings

In this chapter I will report the most important findings in phase one of the merger
between Bergen Bank and DnC. A more detailed description including both phase one
and two will follow in chapter 7. This chapter will be divided into five parts. In the
first two sections I will discuss the organisational fit and power relationships between
the merging parties. Then there will be a discussion of the implementation approach
and the impact from the environment. Finally I will make some preliminary
suggestions with regard to the outcome variable.

4.1 ORGANISATIONAL FIT

DnC was founded in 1857. In the beginning of the 1980s the total capital in DnC
amounted to 20,6 billion NOK. By the end of 1987 the total assets in the bank had
reached 90 billion and the number of man-labour years was 4358. Until 1987 DnC
was the largest and most professional commercial bank in the Norwegian financial
market. In the late eighties DnC ran into deep financial trouble, the CEO left the
organisation and the Board of Directors was replaced. The new board recruited a new
CEO from outside the financial sector.

The appointment of a new CEO marked the start of a turnaround operation. 50 percent
of DnC’s old management left the organisation in this period, and costs were cut by
nearly 30 percent. At the time of the merger with Bergen Bank, the number of man-
labour years had fallen to 3320. The new CEO replaced all the top managers but one.
Most of these new managers were like the new CEO recruited from the industrial
sector, and they represented a very different style of leadership and culture compared
to the old management in DnC.

Bergen Bank was formed in 1975 as a result of the merger between Bergen
Privatb'ank, founded in 1855, and Bergen Kreditbank, founded in 1928. In the year of
this merger it had a total capital of 8,5 billion NOK and 2300 employees. At the end
of 1989 the bank’s total capital had grown to slightly more than 89 billion NOK and it
employed 3183 people.

As opposed to DnC which had its head office in Oslo, the capital city of Norway,
Bergen Bank had two head offices, one in Oslo and one in Bergen where the company
originally was founded. The top management in Bergen Bank was split between the
two headquarters. The headquarter in Oslo served the large industrial customers,
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whereas the management in Bergen was in charge of the whole retail sector of the
bank. This division between the two headquarters seemed to result in the development
of two distinct sub-cultures.

Findings in the DnB-study suggest that focusing on the differences between the two
parties’ organisational cultures may be too impresise to detect long-term changes in
the cultures. Thus I chose to focus on the sub-cultures at the top management, middle
management and sub-unit levels respectively. Besides opening for a more detailed and
richer description of the cultures, this approach opens for the possibility of having
sub-cultures where both merger parties are represented.

The merger between Bergen Bank and DnC was a horizontal merger requiring a high
level of integration, and the integration of the top management cultures was indeed a
critical aspect in the merger as predicted in the literature. However, the cultural
differences seemed to be more a result of the professional cultures rather than
organisational affiliation (David and Singh, 1993 and 1994). Most of the top
managers in DnC had recently been recruited from the industrial sector, whereas the
top managers in Bergen Bank were typically bank managers.

At the middle management level, the representatives of the “old” culture in DnC felt
much closer to the organisational culture in Bergen Bank, compared to the industrial
culture at the top management level in DnC. Thus, one would expect alliances to be
formed between the middle managers from Bergen Bank and from DnC. To explain
why this did not happen, one has to look at the type of merger and the realisation of
efficiency gains. As in other horizontal mergers, cutting costs was one of the main
objectives in this merger. This cost reduction resulted in a scarcity of positions, and
rather than forming alliances, the representatives from the two organisations competed

for positions in the new organisation.

Since Bergen Bank and DnC both had head offices in Oslo, it was hardly surprising
that an alliance was formed by the head offices in this city. In fact, managers in
Bergen Bank, Oslo said they felt culturally closer to DnC than to their colleagues in
Bergen. Whereas the balance between the two headquarters in Bergen Bank had been
50/50, the balance in the new bank was clearly in favour of Oslo.

Besides focusing on the sub-cultures, findings in the DnB-study suggest that
important events prior to the merger may have had an important impact on the
combination process. While DnC had been through a period of substantial cost cutting



76

and lay-offs, Bergen Bank was still very profitable and in no need of laying off
employees. Thus the employees’ experiences in the two organisations were very
different at the time of the merger. As might be expected the turnaround operation in
DnC had resulted in eroded trust in the top management. However, through the period
of lay-offs the DnC employees also become more adaptable to change and had
obtained a critical skill in negotiating with top management.

4.2 RELATIVE POWER AND MERGER REGIME

Unfortunately the turnaround operation did not bring DnC out of its strained
economic situation. The profit and loss account showed negative operating results
three years in a row, and DnC was forced to find a solution to its capital problems. To
try to find a solution for survival the CEO contacted a few foreign commercial banks

as well one domestic one.

At the time DnC ran into financial problems, Bergen Bank was the third largest
commercial bank in Norway. Due to DnC’s downscaling of activities and Bergen
Bank's substantial growth through the 1980s, Bergen Bank had become slightly larger
than DnC in terms of total assets at the time of the merger. The attempt to merge with
DnC was in line with its offensive growth strategy, the purpose being to better match
its partners in the Scandinavian Banking Partners alliance and to lower its relative

costs.

When the parties entered into negotiations, Bergen Bank had two distinct advantages
that put it in a stronger negotiating position. First, it was profitable and could maintain
the status quo if the negotiations turned out to be unsuccessful. For DnC, on the other
hand, the merger was a matter of survival, and this became more and more obvious as
its loan portfolio continued to deteriorate throughout the negotiations. If it was to
survive, DnC had no alternative but to merge with Bergen Bank.

Secondly, Bergen Bank's decision to merge with another Norwegian Bank was a
result of long, ongoing discussions in the board of directors and in the top
management. A substantial amount of documentation had been prepared, and this
documentation was used by both parties in the negotiation phase. In DnC the merger
discussions were conducted in a much shorter time period and concentrated in a
smaller group, with the CEO as the key actor.

Although the exchange relationship between the two parties was asymmetric, Bergen
Bank decided not to attempt a take-over, but to negotiate an initial agreement with



71

_ DnC’s management on the basis of a merger between two equal parties. The decision
to enter into negotiations as equal parties seems to have constrained Bergen Bank's
use of power, and resulted in equal distribution of positions and functions at top
management, middle management and sub-unit levels. However, taking the size and
history of DnC into consideration, it is likely that a take-over attempt would have
been met with resistance and as such would have been very difficult to implement.

4.3 IMPLEMENTATION APPROACH

The DnB-case clearly demonstrates how important it is to follow the combination
process over a longer period of time than the first one or two years. Two years after
the intention to merge was made public, there was a change of CEO and subsequent
changes in organisational structure. Thus the merger was implemented through two
distinct steps prior to and after the change of CEO.

Implementation phase one. The merger between Bergen Bank and DnC was a highly
complex operation affecting more than 10.000 employees scattered all over Norway.
The new management feared that introducing too much change could put the whole
merger at stake, and thus it was decided only to implement minor changes. However,
when the intention to merge Bergen Bank and DnC was made public, the new
management also signalled that the selected organisation structure was probably not
going to last for long. The prediction was that the organisational structure would be
revised two or three years after the physical integration had taken place. A possible
change of CEO was also discussed in the initial negotiations. Bergen Bank's CEO,
who was in his late fifties, signalled that he considered leaving the organisation two

years after the merger was implemented.

The chosen organisational structure only differed from the two former organisations
in one respect, and that was the creation of an internal operations division. It was
decided that although cutting costs was desirable, lay-offs should be avoided as far as
possible. Though it took some time to convince the employees from DnC that this was
the intention, the avoidance of lay-offs seems to have contributed to organisational

integration in terms of the cultures and identities.

Another important contribution in this sense was the balanced approach in the

allocation of positions and functions. In the top management team seven members
were recruited from DnC and six from Bergen Bank. Equal distribution also seemed
to be the case at the middle management level where 13 members where recruited
from Bergen Bank and 12 from DnC. Both Bergen and Oslo continued as head
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offices. Although this balanced approach had some distinct advantages, it also
resulted in an unstable political situation as managers with highly divergent and
incompatible management styles were set to work closely together.

There were some areas, though, where Bergen Bank dominated. First, there seemed to
be no doubt that the CEO of the new organisation was going to be the CEO from
Bergen Bank. He had a substantial network and a good reputation in the banking
sector. The CEO of DnC on the other hand had only recently been recruited into the
sector. The selection of the chairman of the board was a bit more tricky. The choice of
Bergen Bank's chairman of the board was mainly based on the assumption that he
probably would have a better working relationship with the CEO from Bergen Bank

than the chairman from DnC.

Interestingly, although the top management claimed that these decisions were based
on rationality, they were not interpreted as such by the employees of the organisation
and the press. They all interpreted these decisions in a political frame viewing Bergen
Bank as the winning party in the merger. This win-lose frame of reference seems to
have stimulated the territorial battles between the parties in the distribution of

positions and functions.

The task orientation in the first phase of the merger clearly reflected the former
Bergen Bank style of leadership. As opposed to the former DnC management which
can be characterised as process-oriented, the emphasis in this process was on the
structural features of the combination, and little was done to facilitate political and
cultural integration.

Although the implementation of the merger was dominated by the former CEO’s
wishes and his style of leadership, his behaviour also reflected that he wished to be
perceived as the CEO of the new organisation. Trying to behave fairly and neutrally,
he recruited most of his closest advisers from former DnC and stressed more than
once that he was the CEO of DnB, not of former Bergen Bank. Interestingly, former
Bergen Bank executives felt that the CEO had let them down, showing more
consideration towards the other party than to his own party. As for DnC managers,
they still perceived the CEO as acting in former Bergen Bank's interests.

One problem in the merger was the lack of involvement of employees or employee
representatives prior to the merger. The two banks had succeeded to keep the on-
going negotiations secret, and the announcement of the merger came as a total
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surprise to the employees and the public as a whole. However, in the transitional
pertod, after the merger was announced and before the legal combination, the
employees became highly involved through union representatives. Union
representatives from both sides became members of all the project groups which were
established.

Two areas seemed to be particularly critical in the communication of this merger. One
aspect concerned the balance between creating enthusiasm for the merger and
revealing the more problematic sides of the combination. Clearly in this merger the
management focused too much on trying to create a positive atmosphere and the
merger newsletter was nicknamed "Pravda". As time went on and the crisis in the
environment began to be reflected in the loan portfolios, the lack of congruence
between what was communicated by the top management and the employees’
experiences on their particular sites became increasingly more apparent. My findings
suggest that this lack of congruence resulted in eroded trust in the top management.

Another problem was the lack of congruence in the communication from the top
management team. The lack of congruence reflected that there were two divergent
management styles and cultures in the top management team. Unfortunately, no
interventions such as a team building programme was introduced to help them
overcome these problems and to facilitate a unified top management team. This
reflected the task orientation of the former Bergen Bank management.

Implementation phase two. As the procedural and physical integration between the
two organisations came to an end, the CEO of the bank made his final decision to
leave the organisation. A new CEO was recruited from outside the combined bank.
When comparing the implementation of the merger which was conducted under the
leadership of the former Bergen Bank CEO and the changes following the
appointment of the new CEQ, it is apparent that the changes in the second phase were
more fundamental and extensive. It was also evident that this change of CEO

prolonged and disrupted the cultural integration.

These major changes caused the positions and functions to be redistributed. The
industrial coalition, the DnC middle management and the headquarter in Oslo were all
strengthened, and these changes seem to have produced a more stable political

situation.
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The middle managers experienced a new period jostling for positions. This time
concerns of fairness and equality between the merger parties seemed to be less
prominent, and the outcome was no longer a balanced number of executives from the
two former banks.

The employees experienced a new period of change and disruption in their work.
Comparing this process with the former, it had some distinct differences. Firstly, this
time lay-offs were conducted and the resistance to the process was much higher.
Secondly, although the employees were involved in the project groups as in the first
phase, they felt that their influence was substantially less in this process than the
former, and the gap between the top management and the employees increased.

4.4 ENVIRONMENTAL IMPACT

At the time Bergen Bank and DnC merged, Bergen Bank was considered to be a kind
of white knight saving DnC from bankrupcy. However, as time went by, there were
signs that Bergen Bank's loan portfolio was not much better than DnC’s. This changed
the perception of Bergen Bank as the strong party.

As the crisis in the financial sector continued, the discretionary slack diminished
rapidly and DnB became increasingly more dependent on financial support from
outside. In order to support DnB financially, the banking authorities required that
DnB should cut its costs substantially. This put pressure on the realisation of
efficiency gains, and several employees were laid off or left the organisation
voluntarily. '

The diminishing discretionary slack and downsizing seem to have disrupted and
prolonged the cultural integration process, at the same time as creating a more stable
political situation. In fact, the recession in the macro-economic climate seemed to
have strengthened the same sub-groups that gained power in the restructuring of the
new bank.

Firstly, experience from downsizing and cutting costs became a critical resource. The
banking sub-group in the top management had never obtained this skill working in a
regulated environment. The executives in the industrial sub-group though, had gained
this critical skill by working in industrial organisations where downsizing and cutting
costé were quite common. Besides that, the industrial sub-group also seemed to have
more experience lobbying which was yet another critical skill for the organisation in

this period.
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As for the sub-units, it became increasingly important to be situated in the vicinity of
the major important financial actors. Most of these actors were situated in Oslo, and
Bergen seemed to lose much power in the organisation in this period.

4.5 ORGANISATIONAL INTEGRATION
Clearly it was too early to look at the organisational integration in all three
dimensions in the first stage of the data collecting process. However, some
preliminary observations may be of some use.

As mentioned above, the management of Bergen Bank was very task-oriented, and its
dominance in the first phase of the merger was reflected in the substantive attention
given to the integration of tasks. Six months after the announcement of the intention
to merge, Bergen Bank and DnC became one legal entity named DnB. Shortly
afterwards, the two banks’ accounting systems were merged.

Particular attention was given to the integration the two banks computer systems.
Unlike many other combinations in the financial industry, the integration of
computer-systems did not take several years, but was in place approximately a year
after the announcement of the merger. This was partly due to the fact that the two
banks had the same data supplier, but the considerable attention given to this task was
also an important factor.

At the same time as the procedural integration, substantial effort was made to
integrate the organisational structures, localisations and personnel. In many cities and
districts the two banks' offices were located side by side, and integrating these
different units was a major task. In Oslo and Bergen some double functions were
allowed to continue. Moreover, the reduction in personnel was restricted to voluntary
turnover.

One year after the announcement of the merger, most of the important tasks seemed to
have been integrated. However, the process towards unification of power and creating
one organisational identity and culture was far from over. When the two banks
merged there was an unstable political situation in the top management team
characterised by power struggles, lack of congruence in communication and different
styles of leadership. This situation changed with the change of CEO and a resultant
strengthening of industrial coalition. When the crisis hit the bank, this coalition
commanded the necessary critical skills, and was thus further fortified. The
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fortification of the industrial coalition in the bank also led to strengthening of the DnC
middle managers and the headquarters in Oslo. In my view this redistribution of
functions and positions in the second phase of the implementation was a significant
step towards the unification of power.

The process of creating one culture was not over when I finished the first data
collection, and this aspect of the outcome variable was therefore further explored in
the second data collection. However, the emerging culture of the new bank in phase
one of the study seems to resemble the former DnC more closely than Bergen Bank.
One reason for this seems to be the dominance of former DnC mangers and their
alliances formed through the implementation process.

4.6 SUMMARY

When it comes to the contextual factors, findings in the DnB-study stress the
importance of studying sub-cultures and taking the history of the two organisations
into account. Furthermore the study suggests that negotiation variables such as
preparations and alternatives in the negotiations should be included in the relative
power feature. Of particular importance are the findings that link the implementation
process to the events in the environment. This is an area that has received scant
attention in the organisational literature on mergers and acquisitions.

As for the integration features, the data in the DnB-case clearly demonstrates how
important it is to follow the combination process over a number of years. In particular
it draws attention to the distribution and redistribution of position and functions and
the need to explore the participation feature further.

Finally, the findings support the inclusion of a political dimension in the
organisational integration concept. Interestingly, the analysis suggests that the
influence of features and factors on unification of power and cultural integration may

in some instances be in opposite directions.

Recently researchers in the organisational field of mergers and acquisitions have
started to utilise theory from other fields, in particular literature on organisational
culture, cultural anthropology, psychology, strategic management and organisational
theory. The potential for shedding light on merger and acquisition phenomena by
borrowing from other fields has been far from fully exhausted, and a number of
perspectives can be expected to contribute to the field. Schweiger and Walsh (1990)

say:
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M&A theorists and researchers must look beyond the current M&A
literature to the wealth of other literatures that may help them better
understand and study this complex phenomenon. While the extant M&A
literature (especially the practitioner literature) has helped in the
identification of important issues to study, it is time that theorists and
researchers both challenge this literature and indeed move beyond it.

My choice of literature from other fields will be based upon the perspectives that are
highly relevant for studying organisational integration processes in mergers and
acquisitions. Of particular relevance is the literature on strategic and organisational
change, power and politics, social justice, and social identity theory. These various
fields will be discussed s in the follwing chapter.
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Chapter 5:
Literature of Relevance for
Studying Integration Processes
in Mergers and Acquisitions

This chapter will be divided into six parts. In the first part I justify why the literature
on strategic and organisational change, power and politics, social justice and social
identity theory are relevant for studying organisational integration processes in
mergers and acquisitions. In the next four sections I discuss contributions within these
literatures and suggest how they raise new themes and questions. Then, I examine
their implication for the three dimensions in organisational integration, i.e. integration
of tasks, unification of power and integration of cultures and identities. Finally, the

chapter is summarised.

5.1 SELECTION OF RELEVANT LITERATURES

The review of the organisational stream of merger and acquisition literature in chapter
two revealed a number of weaknesses both in terms of theoretical development and
empirical research. The purpose of this chapter is to contribute to theoretical
development in the merger and acquisition literature by borrowing from other fields.
The selection of perspectives is based on literatures identified as particularly relevant
for studying organisational integration processes in mergers and acquisitions. The four
literatures I have selected are (1) strategic and organisational change, (2) power and
politics, (3) social justice, and (4) social identity theory.

Strategic and organisational change. There are a number of reasons why the literature
on strategic and organisational change is relevant for studying mergers and
acquisitions. First, research within the merger and acquisition field shows that change
is inevitable when two organisations merge or one organisation is acquired by
another. This is especially the case when the two organisations are closely related in

in terms of markets and products.

Secondly, organisations going through these types of changes are likely to experience
a great deal of turbulence characterised by rapid and unpredictable change (Cameron,
Kim and Whetton, 1987). It is also reasonable to believe that the parties in horizontal
combinations experience organisational decline defined as reduction in resources

within the organisation itself (ibid).



85

The literature on strategic and organisational change is also relevant for studying the
factors that trigger the change processes. First, mergers and acquisitions are often
triggered by changes in environmental conditions and performance crisis. Moreover,
research on mergers and acquisitions shows that they are often followed by changes in
top management and organisational structure.

Power and politics. There are a number of reasons why the literature on power and
politics is particularly relevant for mergers and acquisitions. Researchers in the field
have suggested that politics in organisations are particularly prominent in times of
change, in major decisions and when there is a scarcity of critical resources.

Firstly, as discussed above, mergers and acquisitions are associated with major change
and politics in organisations are particularly prominent in times of change. Pettigrew
(1985, p. 42) says: "While the concern of organisational resources is likely to be a
continuing feature of organisational life, and may be expressed differently in one

organisation than another, politics in organisations breed in times of change " (my

underlining).

Secondly, political behaviour is expected to be a special feature of major decisions
that are likely to threaten the existing pattern of resource-sharing (Pettigrew, 1973).
Madison et al. (1980) identified reorganisations as the most political situation,
followed by personnel changes. Pfeffer (1992, p. 37) says:

...power is more important in major decisions, such as those made at
higher organisational levels and those that involve crucial issues like
reorganisations and budget allocations; ...and in instances in which there is
likely to be uncertainty and disagreement.

In my view mergers and acquisitions can in many ways be compared to
reorganisations, though mergers are more complicated in the sense that there will also
be an integration of cultures. It seems a reasonable assumption that use of power will
be particularly prominent for decisions in the combination process that concern the
distribution of positions and functions.

Thirdly, the resource dependency theory predicts that political behaviour will be
prominent when there is a scarcity of critical resources. To the extent that resources
are insufficient to meet the various demands of organisational participants, choices
have to be made concering the allocation of resources. The greater the scarcity
compared to the demand, the greater the power and the effort that will be expended in
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resolving the decision. Furthermore, the more critical the resource is to the unit's

survival and development, the more power will be exercised to obtain the resource.

Social justice. The preliminary findings in the DnB-study suggest that the distribution
of positions and functions can only be partially explained by the theories on power
and politics. This is in line with the view of Cook and Emerson who (1987) argue that
equity or justice concerns constrain the use of power. They say:

Our findings suggest that normative concerns operate as constraints upon
the use of power in exchange networks.... The findings clearly
demonstrate that equity processes and power processes are interrelated in
interesting ways. Further research should be conducted concerning the
specific character of the link between power and justice processes.

Deutsch (1985) suggests that perceived fairness is especially important during times
of scarce resources, such as organisational downsizing. Taking into consideration that
one of the aims of horizontal mergers and acquisitions is often to realise eﬁ_iciency
gains, the theories of organisational justice become particularly relevant for studying

the integrational processes in these combinations.

Social identity theory. The essence of merger and acquisition processes is the
integration of two formerly independent groups. Social identity theory is especially
relevant for studying what happens when these two groups meet and for exploring the
features that promote and inhibit identification with the common organisation.

In particular, social identity theory can contribute to the understanding of what impact
important contextual features such as friendliness and economic climate have on the
integration process. Moreover, the theory is relevant for studying how various
managerial actions such as positioning and downsizing, communication and

participation, affect the cultural integration process.

5.2 STRATEGIC AND ORGANISATIONAL CHANGE LITERATURE

This section starts by identifying change processes in mergers and acquisitions in a
strategic change framework. Secondly, the characteristics of large-scale, revolutionary
change are discussed. The third part examines the triggers of change including
environmental impact, performance crisis, change of CEO, and change of ownership.
Finally, I explore the organisational consequences of large-scale, revolutionary change

in the form of actions and reactions.
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5.2.1 Classification of Change Processes in Mergers and Acquisitions

Before I start to discuss the characteristics, triggers and organisational responses to
change, it is necessary to place mergers and acquisitions in a strategic change
framework. Thus the purpose of this section is to discuss how mergers and
acquisitions can be characterised as large-scale, revolutionary changes.

There are two streams within the literature on strategic and organisational change that
classify types of change relevant to mergers and acquisitions. The first stream is
concerned with defining large-scale change, whereas the other stream distinguishes
between two generic types of change.

Large-scale change. One contribution that treats the phenomenon of large-scale
organisational change in some depth is Mohrman et al. (1989). They define large-
scale organisational change on three dimensions. The first dimension of large-scale
organisational change is depth of change - the extent to which the change involves

shifts in the beliefs and values of members of the organisation and changes in the way
in which the organisation is understood. The second dimension concerns the
pervasiveness of change - i.e. the proportion of the organisation's elements and
subsystems that are changed. Finally, there is the question of the organisation's size.
The assumption is that the larger the organisation, the larger the change needed to
alter its character and performance.

Nadler and Tushman (1989) suggest that large-scale organisational changes can be
considered along two dimensions, the scope of change and the position of change in
relation to key external events. The scope of change relates to Mohrman et al.'s (1989)

pervasiveness dimension and concerns whether the change focuses on individual
components with the goal of maintaining or regaining congruence or whether the
changes address the whole organisation, including strategy. The second dimension
contrasts changes that are clearly in response to events or a series of events, called
relative changes, and changes that are initiated in anticipation of external events that
might occur, anticipatory changes. The relative intensity of change is expected to
increase as one moves from incremental and anticipatory to strategic and relative

changes.

Evolutionary - revolutionary change. Models of organisational change developed by
Miller and Friesen (1980), Pettigrew (1985), Tushman and Romanelli (1985) and
others articulate a distinction between two generic types of change, emphasising the
difference between revolutionary. metamorphic, or discontinuous change on one hand,
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and evolutionary, incremental, or convergent change on the other. These models of
change postulate a fundamental difference between periods when organisations

experience stability, convergence, or momentum and periods when they experience
reorientation, divergence, or revolution. They claim that the kinds of organisational
change processes that occur in each of these periods are fundamentally distinct.

Tushman and Romanelli (1985) suggest that convergence periods are relatively long
time spans of incremental change and adaptation. They characterise convergence as a
process of incremental and independent change activities and decisions that are
designed to achieve a greater consistency of internal activities with a strategic
orientation, and which have the effect of impeding radical or discontinuous change.
Reorientations, on the other hand, are shorter periods of change characterised by

simultaneous and discontinuous shifts in strategy, the distribution of power, the firm's
core structure and the nature and pervasiveness of control systems. Re-creations are
reorientations which also involve discontinuous shifts in the firm's core values and
beliefs. Tushman, Newman and Romanelli (1986) characterise framebreaking change
as revolutionary changes to the system as opposed to incremental changes in the

system.

Tushman and Romanelli (1985) claim that the longer and/or more successful the prior
convergent period, the greater the inertial forces, the greater the degree of turbulence
and risk of failure associated with reorientation. These degrees of turbulence and risk

of failure are expected to be accentuated in re-creations.

When applying the dimensions discussed above to mergers and acquisitions, it is
important to take into consideration that mergers and acquisitions involve more than

one organisation.

In particular, it is reasonable to argue that the depth, scope and type of change in
mergers and acquisitions will vary according to the type of combination and the
relative power. Firstly, a horizontal combination where the two organisations are
closely related in products and markets (cf. chapter two) will often involve deeper and
more extensive and revolutionary changes than an unrelated combination with a low

level of integration.

Secondly, research suggests that large, acquiring organisations often psychologically
crush and dominate smaller organisations after a combination (Levinson, 1970). Thus,
one would expect the target company in horizontal acquisitions to be more subject to
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deep, extensive and revolutionary changes than the acquirer. In horizontal mergers
between equals, neither party has the power to impose its own frame of reference
unilaterally on the other company (Ollie, 1994), and hence it is reasonable to believe
that both parties will experience deep, extensive and revolutionary change.

As for the anticipatory dimension, it is important to emphasise that while a
combination can be characterised as an anticipatory move for the merger parties and
the acquiring company in acquisitions, it will probably be similar to a reactive move
for the target companies.

5.2.2 Key Characteristics of Large-scale, Revolutionary Change

There are a number of key characteristics of large-scale, revolutionary change
mentioned in the change literature. According to Nadler and Tushman (1989) large-
scale change often entails multiple transitions, incomplete transitions, uncertain future
states and transitions over long pertods of time (p. 195).

Multiple transitions. Rather than being confined to one transition,
complex changes often involves many different transitions. Some may be
explicitly related, other are not.

Incomplete transitions. Many of the transitions that are initiated are never
completed. Events overtake them, or subsequent changes subsume them.

Uncertain future states. 1t is difficult to predict or define exactly what a
future state will be; there are many unknowns that limit the ability to
describe it. Even when a future state can be described, there is a high
probability that events will change the nature of that state before it is
achieved.

Transitions over long periods of time. Many large-scale organisational
changes take long periods of time to implement - in some cases, as much
as three to seven years. The dynamics of managing change over this
period of time are different from those of managing a quick change with a
discrete beginning and end.

These characteristics suggest that large-scale, revolutionary change in mergers and
acquisitions evolve over a long period of time with a high degree of ambiguity

involved.

The view that large-scale changes unfold over a number of years is supported by
Miller and Friesen (1982). They found that the average period for restructuring an
organisation in their population was 4 years. They claim that a period of five years
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was long enough to reflect a sequence of structural changes that aimed at responding
to a key change in strategy, goals or environment. Shorter periods tended to portray
only pieces of the adaptive scenario. This supports the view in the organisational
stream of merger and acquisition literature that these kinds of changes take several

years to accomplish.

There seem to be few papers in the field that deal with the issue of pace in any detail.
The few contributions dealing explicitly with pace seem to have little to add to the
discussion on pace in the review of the organisational stream of merger and

acquisition literature.

One exception to this trend is Tushman, Newman and Romanelli (1986). Supporting
the first school of timing change discussed in chapter two (p. 47) the authors claim
that the more effective examples of framebreaking change were implemented rapidly.
"It appears that a piecemeal approach to framebreaking change get bogged down to
politics, individual resistance to change, and organisational inertia" (p. 38). One of the
main reasons for rapid, simultaneous implementation is that reorientations are
disruptive and fraught with uncertainty, and the more rapidly they are implemented,
the quicker the organisation can reap the benefits of the following convergent period.
Furthermore the authors claim that pockets of resistance have a chance to grow and
develop when framebreaking change is implemented slowly.

In the review of the organisational literature on mergers and acquisitions it was
suggested that three to five years was not an unusual transitional period, and indeed it
could be much longer (Walter, 1985). It seems likely that the during this period other
events will occur and have an impact on the ongoing integration process. However, as
suggested above, the characteristics of the change process are likely to differ
according to strategic type and power relationships. I will argue that horizontal
mergers between equal parties are likely to take longer time, be more unpredictable
and therefore more likely to be interrupted by other events than unrelated acquisitions
with an unequal power distribution. These issues will be further explored in the

analysis chapter.

5.2.3 Triggers of Large-scale, Revolutionary Change

Having established that the parties in horizontal mergers and the acquired party in
horizontal acquisitions are likely to go through large-scale, revolutionary change, it is
important to discuss the forces that lead to revolutionary change in mergers and

acquisitions.
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Miller and Friesen (1982) claim that momentum tends to culminate in a revolution
only under significant pressures. Because of the interdependencies among the
structural elements in the organisation, the cost of destroying or resurrecting
complementarities among the structural elements will often be high (Miller, 1982).
Many elements must-change together and this can be expensive. Hence Miller argues,
structural changes must be delayed until the anticipated costs of the structure being
out of sync with the environment or strategy are larger than the cost destroying the
structural complementarities within the organisation.

Many authors have suggested and found that revolutionary change occurs in response
to or in anticipation of major environmental changes (Miller and Friesen, 1980;
Pettigrew, 1985; Tushman and Romanelli, 1994). Other triggers of change discussed
in the literature include performance crisis and change of top management, in
particular the CEO, and change of ownership (Goodstein and Boeker, 1991; Miller,
1994; Tushman and Romanelli, 1985, 1994). These four forces of change vyifl be
discussed subsequently. However, it is important to emphasise that several triggers
often act in relation to each other (Pettigrew, 1985) and that it may be difficult to
distinguish between what is the original stimulus and what is merely a catalyst for
change (Grinyer et al. (1988). "External intervention, internal recognition, the
acquisition of new blood, and the threat of change of ownership could all result in
action. The one which is the decisive factor could be very much the result of an
accident" (p. 49).

Environmental impact

One of the most cited triggers of large-scale revolutionary change in the strategic and
organisational literature on change is environmental impact. Pettigrew (1985) found
that strategic change could come only after the environmental changes had led to a
performance decline for the company. "Real change only came when the...culture was
threatened by a punishing change in the business and economic environment; only
then did ICI become sufficiently dissatisfied with its performance to act" (p. 426).
Similarly Tushman, Newman and Romanelli (1986) claim that most framebreaking
change is postponed until a financial crisis forces drastic action.

Change in the environment is however a rather broad and imprecise concept, and
hence there is a need for exploring the features of change in the environment
suggested in the literature. Researchers have suggested a number of features of
environmental change including technological innovations, change in regulatory and
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institutional conditions, changes in environmental uncertainty, complexity, and
turbulence, major economic change, change in demand for an organisation's product
and changefulness or dynamism of competitors, customers, etc. (Miller and Friesen,
1980; Miller, 1982; Tushman, Newman and Romanelli, 1986; Tushman and
Romanelli , 1994)

These characteristics of the environment can be grouped into four dimensions, the
economic, the business, the political and the social environment (Pettigrew, Whipp
and Rosenberg, 1989). The most relevant features for analysing my cases are the
economic climate (economic environment), the organisation's competitors, suppliers
and customers (business environment), the regulators and institutional conditions
(political environment) and the social trends (social environment).

Mergers and acquisitions are likely to experience environmental pressures of various
kinds. Firstly, horizontal combinations will often be conditional on governmental
approval given that they might result in reduced competition in the market. Secondly,
the findings in phase one of the DnB-study suggests that the economic climate may
seriously effect the integration process. Thirdly, research on mergers and acquisitions
suggests that organisations going through these types of events are often vulnerable to

attacks from competitors.

Performance crisis

Studies that have explored the influence of organisational performance on
fundamental transformation have showed that organisations tend to persist in
established activity patterns when performance is good or improving (Tushman and
Romanelli, 1994). These activities are altered when performance is poor or declining.

However only long-sustained declines in performance are likely to trigger
fundamental organisational transformations (ibid). The reason for this is that
incumbent management teams may tend to minimise the importance of performance
declines or seek to explain them opportunistically in terms of a greater commitment of
resources. Prolonged incremental change in support for inappropriate strategic
orientation leads to further crisis and to internal pressures fundamentally to change the

firm's orientation.

Goodstein and Boeker (1991) relate declines in ﬁerformance to changes in the external
environment and suggest that declines in performance motivate changes in strategy,
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particularly if changes in the external environment accompany changes in

performance.

Performance crises will often make companies more vulnerable to take over attempts,
and as such may be a trigger of change of ownership. In the case of Bergen Bank's
merger with DnC for example, DnC's performance situation forced the company to

find a solution to its problems.

Change of CEO

The literature on strategic and organisational change has showed that the process of
executive succession provides an important mechanism through which organisational
inertia can be overcome, particular when the successor is an outsider (Helmich and
Brown, 1972; Tushman and Romanelli, 1985). Both Miller (1994) and Tushman and
Romanelli (1994) found that succession of CEO positively influenced revolutionary
transformations or broke the organisational momentum.

There are a number of reasons why change in leadership is a necessary precondition
for change (Miller, 1994; Tushman and Romanelli, 1994). Firstly, established CEOs
identify with and often commit themselves publicly to administrative arrangements
that they have helped to design. Such commitment will make them reluctant to change
as they wish to appear resolute and consistent and because they attribute their success
to existing policies. New executive officers, on the other hand, stand uncommitted to
the strategies and policies established by their predecessor.

Secondly, established CEOs often become victims of selective perception and
attention. Over time they learn to depend on the sources that have proven most useful
in the past, and this narrowing of their advisors, routines, and information systems
blinds them to the need for change. New executive officers on the other hand may
have experience and information that lead them to a different understanding of
effective or appropriate organisational actions than their predecessors had.

Finally, experienced CEOs are often content to leave things as they are. They have
had ample time to shape their organisations according to their wishes. This in contrast
to new CEOs who often begin work in an atmosphere of expectancy of change.

Research has also suggested that there is a significant difference in the likelihood to
initiate revolutionary change between inside and outside successors. A successor's
origin is a highly visible attribute and seems to convey the clearest signal among the
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messages implicit in successions (Friedman and Singh, 1989). "Successors from the
outside tend to be seen as harbingers of, if not torchbearers of, changes in mission,
strategy and personnel. On the other hand, inside successors represent stability"
(726).Tushman, Newman and Romanelli (1986) refer to the Columbia research
program that found that externally recruited executives were more than three times as
likely to initiate framebreaking change than existing executive teams.

However, the choice between internal and external executives is not just
straightforward, and Tushman and Romanelli (1985) present an interesting paradox to
the implementation of revolutionary changes. They claim that outside successors are
more likely than inside successors to initiate major changes, but they will often face
substantial resistance in their implementation. Inside successors on the other hand,
will probably not face substantial resistance in the implementation, but seldom be the

initiator of major changes.

Research on mergers and acquisitions shows that these combinations are often
followed by high turnover among senior managers. When focusing on mergers and
acquisitions however, it is important to take into consideration that an executive
recruited from one of the organisations will be external to the other organisation.

Change of ownership

A significant part of the change in mergers and acquisitions is the change of
ownership. Goodstein and Boeker (1991) claim that earlier research has been biased
towards the power of the company's CEQ, not taking into account the power its
owners or boards of directors might independently hold. They suggest that ownership
changes can lead more or less to a concentration of control in the hands of
management and fundamental transfers of control.

Change of ownership is the essence of mergers and acquisitions. However, it is
important to emphasise that both parties involved do not necessarily experience
change of ownership. In acquisitions for example, only the acquired company will

have new owners.

5.2.4 Organisational Responses to Large-scale, Revolutionary Change

There are two streams of literature within the literature on organisational change that
are particularly relevant for analysing the responses in mergers and acquisitions. The
first stream of literature concerns organisational effects of decline and turbulence,

whereas the second stream regards downsizing.
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Organisational effects of decline and turbulence. This literature is particularly

relevant for exploring the reactions of top management and employees in situations of

decline and turbulence. As mentioned in the introduction above, it is reasonable to

believe that parties in horizontal combinations with a high level of integration will be
subjected to shrinking resources and turbulence. Cameron, Kim and Whetton (1987)
and Cameron (1994) mention a number of attributes associated with organisational
decline and/or turbulence (p. 227 and 195 respectively). These features are

summarised in Table 5.1 below.

Table 5.1 Attributes Associated with Organisational Decline and/or Turbulence

Centralisation. Decision-making is pulled towards
the top of the organisation. Less power is shared.

Short-term, crisis mentality. Long-term planning
is neglected. The focus is on immediacy.

Loss of innovativeness. Trial and error learning is
curtailed. Less tolerance for risk and failure
associated with creative activity.

Resistance to change. Conservatism and the
threat-rigidity response lead to "hunkering down"
and a protectionism stance.

Decreasing morale. Infighting and a "mean
mood" permeate the organisation.

Politicised special interest groups. Special
interest groups organise and become more vocal.
The climate becomes more politicised.

Non-prioritised cutbacks. Across-the-board
cutbacks are used to ameliorate conflict. Priorities
are not obvious.

Loss of trust. Leaders lose the confidence of
subordinates, and distrust among members of the
organisation increases.

No slack. Uncommitted resources are used to
cover operating expenses.

Increasing conflict. Fewer resources result in
internal competition and fighting for a smaller pie.

Restricted communication. Only good news is
passed upwards. Information is not widely shared
because of fear and distrust.

Lack of teamweork. Individualism and
disconnectedness make teamwork difficult.
Individuals are not inclined to form teams.

Lack of leadership. Leadership anaemia occurs as
most competent leaders leave, leaders are made
scapegoats of, priorities are unclear, and a siege
mentality prevails.

Cameron et al. (1987) also distinguish between the reactions of top management and

members of the organisation. Top management reactions are associated with

centralisation, no long-term planning, non-selective cuts and turnover, whereas

organisation member responses are characterised by making scapegoats of leaders,

resistance to change, low morale, fragmented pluralism, lost leader credibility,

conflict and no innovation. However, it is important to emphasis that all members of

the organisation do not experience the effects of crisis with equal severity (Milburn,

Schuler and Watman, 1983).
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Smart and Vertinsky (1977) argue in line with Freeman and Cameron that
centralisation is a key feature in crises. They claim that key decisions in crises often
are made by a small, tightly knit group of individuals who face the need for quick and
short realignments of problem-solving procedures and mobilisation of resources.
Specifically the individuals included in the decision unit tend to be from the highest
levels of the organisation and have the personal confidence of the head of the
organisation. The group is usually insulated from the rest of the organisation by the
sense of shared responsibility, trust, and mutual support.

Milburn, Schuler and Watman (1983) suggest that one of the short-term
organisational responses is a breakdown of cohesiveness among the groups in the
organisation. However such a breakdown is more likely to result when the crisis has
been precipitated by organisational susceptibility rather than the external environment.
As such the authors refer to the numerous examples in which crisis precipitated by the
external environment have resulted in increased organisational cohesiveness. "The
external condition becomes in essence a superordinate goal uniting the organisation"
(p. 1170). Interestingly Starbuck, Greve and Hedberg (1978) claim that organisations
facing crisis perceive the crisis as having originated in their environment. Rather than
attributing the difficulties to internal deficiencies, managers blame conditions in the

environment.

According to Marks and Mirvis (1985) management often behave in a crisis
management manner in mergers and acquisitions. This implies that this literature is
highly relevant when studying the actions and reactions of top management and
employees in such combinations. Moreover, as discussed in chapter four, the DnB-
merger happened in the midst of a crisis in the banking sector.

Downsizing. Related to the literature on organisational decline are the contributions
on organisational downsizing. Freeman and Cameron (1993) distinguish between
decline and downsizing saying decline happens to an organisation, and is
unintentional on the part of the organisation and its managers. Downsizing on the
other hand, can be both functional and intentional. In horizontal combinations with a
high degree of integration, downsizing is often one important way of realising gains

from the integration.

The discussion of downsizing in the merger and acquisition literature has been
particularly focused whom is dismissed, how termination is carried out and how
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trauma of job loss for those whose employment has been terminated has been dealt
with (Cabrera, 1982; Ivanchevich, Schweiger and Power, 1987; Ivancevich and
Stewart, 1989; Leana and Feldman, 1989; Schweiger, Csiszar and Napier, 1993;
Schweiger et al., 1994; Schweiger and Weber, 1989). However, there is lack of
research assessing the effects of downsizing on outcome variables.

Freeman and Cameron (1993) define organisational downsizing according to four key
attributes. The first which was discussed above, is that downsizing is an intentional
endeavour. Secondly, downsizing usually involves reductions in personnel, although
it is not limited solely to personnel reductions. The third characteristic of downsizing
is that it is focused on improving the efficiency or effectiveness of the organisation.
That is, downsizing may be implemented as a defensive reaction to decline or as a
offensive strategy to improve performance. Finally, downsizing affects work
processes, wittingly or unwittingly. When the work force contracts for example, fewer
employees are left to do the same amount of work, and this has an impact on the work
that gets done and how it gets done. This definition of downsizing is much more
precise than what is found in the organisational stream of the merger and acquisition

literature.

Cameron (1994) investigated the organisational effects of downsizing and found that a
gradual, incremental approach to downsizing is a strategy associated with
organisational improvement and effectiveness. "The firms that improved their
performance were those that prepared for downsizing in advance. They invested time
and resources in systematically analysing tasks, personnel skills, resource needs, time
use, process redundancies, and inefficiencies” (p. 201). This strategy outperformed the
strategy chosen by the majority of managers which was to apply a "rapid, quick-hit
approach to downsizing" (p. 201). In fact, the author found that downsizing through
layoffs negatively influenced effectiveness.

Increased communication and participation of employees in the downsizing process
were also associated with improvement in organisational performance. "When the
middle- and lower-level employees were involved in the downsizing decisions, when
suggestions were sought from them when and how downsizing should occur, and
when discretion was provided to them to help implementing downsizing, performance
improved" (202).

The most powerful factor for deteriorating performance was downsizing via attrition,
that is imposing freezes and/or not replacing individuals who leave the organisation.
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According to the authors this is a common approach, but it often leaves the
organisation without crucial skills and human resources. In addition the authors show
that downsizing that leads to more work on remaining employees also short-circuits
performance. This is partly because the remaining employees become overloaded and
are required to do tasks for which they may not be trained. Organisations that changed
the reward and appraisal systems by eliminating cost-of-living increases, salary
freezes, and implementing a forced ranking of all employees in performance

appraisals were also associated with deteriorating performance.

Seen in relation to the research on mergers and acquisition, these studies on
downsizing are particularly interesting because they define the feature and evaluate
the effectiveness of different downsizing strategies.

5.2.5 Contribution

The purpose of this section is to discuss how the literature on strategic and
organisational change raises new questions and themes in relation to the merger and
acquisition literature. Some of these themes will be further explored in chapter ten
which analyses the two cases in the light of the literature.

The first section on classification of types of change, can help explore why change
processes in various mergers and acquisitions are likely to be different. In particular I
suggest that the degree of change would probably vary according to the power balance
between the parties and the degree of integration.

As for the discussion of characteristics of large-scale, revolutionary change, this
contributes to an understanding of how merger and acquisition processes evolve over
time. This is particularly interesting because so few studies within the merger and
acquisition field have explored what happens in these processes beyond the first one

or two years.

Mergers and acquisitions will by definition involve change of ownership for one or
both parties. However, as discussed above, it is likely that other triggers of change
will be present as well. According to Schweiger, Ridley and Marini (1992) merger
integration processes are too often discussed as if they occur in a vacuum. In the
section on environmental impact in chapter two, I concluded that there has been scant
research investigating the impact of the environment the integration processes. The
discussion of environmental impact in this chapter may be helpful in identifying what

kind of environmental pressures mergers and acquisition processes are likely to be
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subject to and which implications these pressures have for the following integration
process.

As for performance crisis, this feature may help explore why change processes are

likely to vary in accordance with the target's performance.

When it comes to change of CEO, research within the merger and acquisition field
shows that these combinations often result in a change of management. The literature
on strategic and organisational change is interesting because it addresses the pros and

cons of insiders versus outsiders.

The literature on decline and turbulence is particularly helpful in the analysis of how

different groups of members of the organisation act and react when faced with
shrinking resources and turbulence in merger and acquisition processes. The literature

has also interesting implications for assessing how these organisational responses

affect cohesiveness which is closely linked to cultural integration in mergers and

acquisitions.

The literature on downsizing on the other hand may help explore how different

approaches to downsizing in mergers and acquisitions affect performance.

5.3 POWER AND POLITICS

This section is divided into four parts. The first part examines five different sources of
power. Secondly, a discussion of exercise of power follows. Then I explore the
dynamics of power. Finally, I discuss which new themes and questions the literature
on power and politics raises in relation to the merger and acquisition literature.

Before I go on to the discussion of the various power sources, it is important to make
a distinction between the structural and the relational aspects of power (Pettigrew and
McNulty, 1994). The structural analysis of power refers to the possession and control
of power sources, and hence reflect the potential power. Potential power is just like a
tool. One can utilise it or not. The relational aspect of power on the other hand,
defined as influence, refer to the "will and skill in creating and using the power
sources potentially available" (ibid, 1994, p. 11). This relational aspect of power
acknowledge that power is a property of social relationships, not an attribute of the
actor. Hence, power is generated, maintained and lost in the context of relationship

with others.
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5.3.1 Sources of Power

In this section I will discuss sources of power that can be applied to mergers and
acquisitions. The selection of power sources is based upon observations made in the
first phase of the DnB-merger. Five bases of power will be examined including
legitimate power, expert power, relationship power, availability of alternatives and

prestige power.

Formal or ]Jegitimate power is perhaps the most cited type of power and is a power
base grounded in formal organisational structure and hierarchical authority
(Finkelstein, 1992). French and Raven (1959) define this power source as the power
that stems from the internalised values in one actor which dictate that another actor
has the legitimate right to influence him or her and that he/she has an obligation to
accept this influence. Because of the socially shared, institutionalised nature of
hierarchical position, it is regarded as one of the strongest sources of potential power

and one of the most immutable structural constraints on power (Brass and Buckhardt,
1993).

The importance of this source of power is reflected in the nature of the allocation
processes in mergers and acquisitions. The rationale behind horizontal mergers and
acquisitions is often to reap economies of scale by eliminating overlapping functions
and positions thus creating scarcity of critical resources. Indeed, Marks (1991) claims
that the management in merger or acquisition processes is preoccupied with how the
merger will affect them and their careers. In their study of a merger between two
banks, Buono et al. (1985) describe a phase in the merger process they call “the arm

wrestling phase”.

Emerson (1962) claims that the dependency of one party provides the basis of the
power of the other. This means that a’s potential power over b is determined by and
equal to b’s dependence on a, and vice versa. The dependence on actor a in this
relationship is directly proportional to actor a’s interest in or need for the resources
provided by b, and inversly propotional to the availability of that resource outside the
a-b relationship (Emerson, 1962). Emerson's view postulates that actors that possess
and control scarce resources are the powerful ones. Two sources of power relevant to
mergers and acquisitions can be derived from this view. These two sources of power;

expert power and relationship power, will be discussed subsequently.

Many researchers have identified the ability to deal with environmental contingencies
and contribute to organisational success as an important source of power (Hickson et
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al., 1971; Pfeffer and Salancik, 1974). Managers with relevant expertise may have
significant influence on a particular strategic choice and are often sought out for their
advice (Finkelstein, 1992). Pettigrew (1973) found that the resource of technical
knowledge played a significant part in his study of organisational decision-making in
Michaels. This expert power tends to accrue best when a manager's expertise is in an

area critical to an organisation.

It seems reasonable to believe that managing the integration process in mergers and
acquisitions requires special skills. Thus one would expect that experience from major
change processes would be a critical skill in the post-combination process. Moreover,
expertise in interacting with regulatory authorities would probably be another source

of expert power.

Another important resource is access to powerful and influential actors within the
organisation or relationship power. According to Pettigrew (1973) generating support
for a demand is conditional on the structure of the individual's direct and indirect
personal networks. He says: "For a variety of reasons certain people may want to help
a particular individual seeking support more than others. It may be a matter of
marriage of convenience based on communality of interests. As well as being alert to
common interests, the support-seeker must be sensitive to the relative power of the
people he endeavours to attract" (p.240). Similarly, McNulty and Pettigrew (1994)
suggest that relationship to other board members is an important power base in their
study of boards and directors.

Relationship power base is particularly interesting in horizontal mergers and
acquisitions because of the high job insecurity in such combinations. Mergers and
acquisitions also represent occasions where many relationships will be formed,
changed and lost. Hence, one's relationship with people in powerful positions may be
of vital importance. Relationship power will also be an important power source for
members of the top management team. In the DnB merger for example, one of the
reasons for choosing Gade Greve from Bergen Bank as opposed to Kristian Rambjer
from DnC, was Gade Greve's strong and long-standing relationships in the banking

community.

The second aspect of Emerson's (1962) definition of dependence, availability of the
resource outside the a-b relationship, is particularly useful for studying the parties”
alternatives both at horizontal and vertical level. This is a feature that has received
much attention in the negotiation literature where the development of alternatives to
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negotiated agreement is regarded as an important way to strengthening one's
negotiating position (Fisher and Ury, 1981).

Focusing on alternatives outside the relationship is particularly relevant for analysing

the power bases in the pre-combination negotiations and in staffing decisions. In the
pre-combination process the development of alternatives will strengthen one's power
base. Similarly, the employees will be in a stronger position for negotiation if they can

find alternative employment elsewhere.

Personal prestige or status is another base of power relevant in mergers and

acquisitions, in particular when relating the integration process to events in the
environment. According to Finkelstein (1992) managers’ reputations in the
institutional environment and among stakeholders influence other people’s perception
of their influence. Institutional environments are comprised of those members of
society such as governments and other important actors external to the firm, that
individual organisations must to look for support and legitimacy.

In addition to expert power, prestige power is a source that is helpful in assessing the
relative power in mergers and acquisitions between the top management groups in the

two organisations.

5.3.2 Exercise of Power

Whereas the structural analysis of power focuses on the possession and control of
power sources, the relational treatment of power defined as influence "tilts the analyst
to explore will and skill in creating the power sources potentially available"
(Pettigrew and McNulty, 1994, p. 11). In this subsection I will start by distinguishing
between decision-making, non-decision-making and symbolic power. Then I examine
the will and skill in mobilising and using power.

Decision-making, non-decision-making and symbolic power. First, it is important to
distinguish between overt and covert power (Pettigrew, 1986). Situations of overt
power are circumstances where power resources are used to produce preferred
outcomes in the face of conflict between declared and active opponents. Covert power
on the other hand, is used to ensure that conflict does not occur.

Hardy (1994) distinguishes between two forms of overt power, i.e. decision-making
power and non-decision-making power. The objective of the research on decision-
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making power has been to determine who makes the decisions. These studies typically
focus on key decisions that are likely to illustrate the prevailing power relationships.

Non-decision-making power is defined as a process whereby issues can be excluded
from decision-making, confining the agenda to safe questions (Hardy, 1994). This
form of covert power explores the barriers that are available in restricting participation
in the decision-making process. According to Hardy this non-decision-making allows
more powerful actors to determine outcomes behind the scenes and is typically used
by dominant groups to protect the status quo.

As for the use of covert power, Pettigrew (1986, p. 134) says: "Political actors may
define success not so much as winning in the face of confrontation but as the ability to
section off spheres of influence where domination is perceived as legitimate and thus
unchallenged. The use of power in this situation revolves around attempts to create
legitimacy and justification for certain agreements, so that they are never questioned
by others". This dimension reflects the use of symbolic power.

Pfeffer (1981) distinguishes between the substantive and the sentiment outcomes of
power. Whereas the first largely depend upon resource dependency considerations, the
latter reflect the way people feel about the outcomes and are mainly influenced by the
symbolic aspects of power (Pettigrew, 1986; Hardy, 1994). Pfeffer (1992, p. 44) says:
“We are sometimes perplexed as to why so much effort and energy are expended over
seemingly unimportant decisions”.

It is important to take all three dimensions of power into consideration when
analysing the use of power in mergers and acquisitions. First, it is important to focus
on the key decisions made in mergers and acquisitions, and analyse who benefits from
these decisions. Secondly, observations from the first phase of DnB suggest that there
may be some sensitive areas in mergers and acquisitions that reflect the power of non-
decision-making. Finally, the symbolic dimension directs attention to the employees’
interpretation of the outcomes.

The role of will and skill. The political decision model (Pfeffer, 1981) postulates that
those interests, sub-units or individuals who possess the greatest power, will receive
the greatest reward from the interplay of politics. Evidence from the DnB merger
suggests that the power relationships in the pre-merger phase could not solely explain
the allocation of positions and functions in the third phase of the merger.
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Two possible explanations for this findings can be derived from the merger and
acquisition literature (Mintzberg, 1983; Pettigrew and McNulty, 1994). First, the
exercise of power requires action. "The individual must act in order to become an
influencer, he or she must expend energy, use the bases of power" (Mintzberg, 1983,
p-25). In other words exercise of power requires the will to use one's power sources.
Secondly, there is a question of skill. According to Pettigrew and McNulty (1994,
p-28) individuals do differ in their needs for power, in their willingness to act, and

their behavioural tactics and skill in acting."

In their research on boards and directors, Pettigrew and McNulty (1994) suggest that
non-executive directors often will be deficient in structural sources of power relative
to their chief executives or executive board members. Thus, their prospect of

influence will be dependent on will and skill in mobilising the resources available to

them.

There are a number of groups in mergers and acquisitions that face a similar situation
as described by Pettigrew and McNulty. One group that in many ways can be
compared to the non-executive directors in terms of limited power sources, is the
middle managers. This is a particularly important group in mergers and acquisitions,
because without their support the integration between the two organisations will be at
stake.

Two researchers that have investigated the role of middle managers in the
implementation of strategies are Guth and MacMillan. Their research suggests that
middle managers will be willing to intervene or use power when their self-interest is
at stake. Using expectancy theory they propose that individual managers will put little
effort into the implementation of a particular strategy if (Guth and MacMillan, 1986,
p. 20):

1) They believe that they have a low probability of performing successfully in
implementation the strategy; or

2) they believe that even if they do perform successfully individually, that performance
has low probability of achieving the organisationally desired outcome; or

3) the organisationally desired outcome does not satisfy their individual goals.

Guth and MacMillan (1986) suggest that active intervention from middle managers
can range from persuasive individual arguments against the prevalent strategy in
meetings and in memos, to seeking other members of the organisation (coalitions)
who will agree to stand in opposition to the strategy; to deliberately taking ineffective
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action or creating "roadblocks to implementation; to outright sabotage of the strategy
to prove that it was not a good decision in the first place.

On the other hand, passive intervention can occur, taking the form of giving low
priority to implementation actions, resulting in unnecessary delays and in general
"foot-dragging” all of which can seriously compromise the quality of implementation,
if not postpone it beyond the time that it is effective.

The authors also show that the success and risk involved in intervening is dependent
on whether one takes a position during the decision-making process or resists
decisions after the decision has been made.

In another paper, MacMillan and Guth (1985) explore the issue of middle
management coalitions in particular. They suggest that coalitions of middle managers
with low or negative commitment to the strategies formulated by their senior
management can pose formidable obstacles to implementation. They build their
argument on coalition theory which says that coalitions are groups of individuals who
pool their efforts to achieve a jointly desired outcome on some issue to be resolved in

the organisation.

MacMillan and Guth found that middle managers do participate extensively in
organisational coalitions and that these coalitions are concerned with issues that in
many cases reach beyond that of the manager’s immediate department.

Although MacMillan and Guth focus on middle managers, their reasoning also applies
to other groups of stakeholders in decision-making processes. In many of the
relationships in mergers and acquisitions one party does not have legitimate power
over the other party, and hence does not have the opportunity to impose their
decisions on the other party. This is for example often the case in balanced
combinations. Their influence is therefore based on willingness and skilful use of
other power sources. In mergers this would, for example, apply to the relationship
between the two top management teams where neither party has legitimate power over
the other.

5.3.3 Dynamics of Power

In addition to exploring the sources and exercise of power, it is important to recognise
the highly situational character of the quest for power and influence (Pettigrew and
McNulty, 1994). "In the way that change processes are often shaped by features of the
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content and context in and around change, so also are political processes in
organisations" (Ibid, p. 12).

Pettigrew (1973, p. 10) underlines the importance of the dynamic character of power:

The distribution of power at any point in time is a major factor in
determining who will gain disproportionate share of new resources as
these become available. Consideration is given, therefore, both to the
pattern and the dynamics of redistribution in the context of an innovative
decision process.

Change in the relationships of power will often occur as a consequence of large-scale
and evolutionary change. Thus it is important to relate the changes in power
relationships to the triggers of change discussed in the section on strategic and
organisational change above, or as Pettigrew and McNulty say: "The ebb and flow of
power relationships can also occur because of the destabilising effects of externally or
internally induced crisis and change" (p. 12).

As discussed above, power is organised around critical and scarce resources. When
the organisation is dependent on the environment to obtain these scarce and critical
resources, participants who furnish these resources will gain power in the
organisation. Changes in the environment will often change the distribution of power
in the organisation. Pfeffer (1992) argues that changes in the environment are one of
the important ways in which power is lost, because new approaches, new skills, and
new relationships are required. This view suggests that environmental changes will
change the basis of expert power.

By focusing on changes in the relative status of the major occupational groups in the
British computer industry, Pettigrew (1973) relates changes in the environment to
changes in the prestige power bases. Pettigrew argues that the relative power between
these occupational groups in Michaels (the firm Pettigrew studied) should be
considered in an environmental context: "As the technological environment in which
they operated changed, so the distribution of power resources between the two groups
altered" (p. 272).

As for change of CEOQ, this decision is often characterised as one of the most political
decisions in an organisation (Pfeffer, 1981). Change of CEO will often alter the
distribution of power in an organisation. According to Pfeffer (1992), new chief
executives typically set in motion a series of actions which are designed to solidify
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and institutionalise the executives” power, such as changing the top management team
and organisational structure. As mentioned above, externally recruited executives are
more likely to initiate framebreaking changes than internally recruited executives.
Hence, successors from the outside may represent a threat to executives as they will
probably execute a greater number of strategic replacements than an inside successor
(Helmich and Brown, 1972).

In addition to replacements of executives, new executives will often make changes in
organisational structures. Pfeffer (1992) claims that these changes are one of the more
important strategies to exercise power. By changing the structure one can divide or
conquer the opposition. Further one can place oneself or one's allies in positions to

exercise more control over resources.

In my view focusing on the dynamics of power is particularly relevant for studying
the evolving integration process in mergers and acquisitions. In the DnB-merger there
was a mixture of externally and internally generated situations which brought about
changes in power relationships. As for the externally generated situation, a recession
in the Norwegian economy seemed to change the bases for expert and prestige power.
The change of CEO on the other hand, can be looked upon as an internally induced
change, resulting in strategic replacements and major structural changes.

5.3.4 Contribution

There are a number of areas in which the literature on power and politics can
contribute to the understanding of merger and acquisition processes. The most
commonly used indicators for measuring relative power in the pre-combination
process are relative size and whether the combination is a merger or an acquisition.
Evidence from the DnB-merger suggests that in mergers between equals, it is
necessary to go beyond these power sources to understand the power balance between
the merging parties. The literature on power and politics is interesting in this
connection because it brings in how the alternatives to negotiated agreement affects

the parties' negotiation positions.

The discussion of allocation of positions and functions in the merger and acquisition
literature has been dominated by staffing decision issues. Few studies have focused on
the outcome of allocation processes and the distribution of power in the post-
combination process. The literature on power and politics can contribute to the merger
and acquisition field by exploring and identifying which power sources are important

in the post-combination process.
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As for the research on the exercise on power, the literature on decision-making power

may provide some explanationof how some of the sensitive issues in mergers and

acquisitions, such as the allocation of head office functions, are excluded from
decision-making. The literature on the exercise of power also brings one's attention to

the importance of incorporating will and skill in the analysis. In particular I would
suggest that the literature can contribute to the understanding of how will and skill

influence the allocation of positions and functions in mergers and acquisitions. As for
symbolic power, this may be helpful in assessing how members of the organisation

react to the allocation of positions and functions.

The literature on dynamics of power emphasises that power is not static, but rather
subject to change. In the section on strategic and organisational change, it was
suggested that one of the key characteristics of large-scale, revolutionary change in
mergers and acquisitions was the uncertain future states and the transitions over long
periods of time. Hence, it is probable that the power relationships in the initial
combination will change over time. I would argue that the literature on power and
politics can contribute to the understanding of both how and why power relationships

change over time.

5.4 SOCIAL JUSTICE

Traditional discussion of organisational justice has emphasised the role of distributive
justice, that is the manner in which resources are distributed, and on the responses to
these distributions (Greenberg and Folger, 1983). Another form of justice in
organisations that has received much attention in the last decade is procedural justice,
defined as rules and procedures through which resources are allocated (Lind and
Tyler, 1988). '

The purpose of this section is to give a brief review of both perspectives, and apply
them to the integration process in mergers and acquisitions. The section on
distributive justice will focus on the rules of distribution and the purposes behind and
trade-offs between them. The discussion of the procedural justice perspective will
examine the procedures of allocation including formal characteristics, participation
and communication and discuss the purposes of adopting these procedures. Thirdly, I
will examine how these two types of organisational justice interact, and the outcome
variables studied. Finally, I will discuss the new questions and themes the literature

on social justice raise in relation to merger and acquisition processes.
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Models of organisational justice propose that procedural and distributive justice rules
influence the individual’s perceptions of overall fairness of process and outcome,
which in turn influence individual and organisational outcomes. The discussion in this
section will draw on the following framework based on Gilliland (1993):

Figure 5.1 Distributive and Procedural Justice

Procedural justice rules

Formal
characteristics Overall fairness Individual
Participation of allocation reactions
Communication procedures

Distributive

justice rules
Equity : i

. Overall faimess Organisational
Equality .
b of allocation outcomes

Need outcomes

5.4.1 Distributive Justice Rules

The purpose of this first section is to discuss the distribution rules most commonly
discussed in the social justice literature, and examine the purposes behind and the
trade-offs between them. Authors of distributive justice propose that individuals will
evaluate distributions of outcomes with respect to some distributive rule (Gilliland,
1993). Three distributive rules have been identified in the distributive justice
literature; equity, equality and special needs. Although equity is clearly the dominant
rule that guides perceptions of distributive fairness, other procedural rules may

become more salient under some circumstances.

The equity distribution rule which builds upon equity theory (Adams, 1965), suggests
that people should receive rewards that are consistent with the inputs they contribute
to a distribution situation, relative to a referent. This referent comparison can be made
in relation to another person, for example a peer; a generalised other, such as an
occupational group (Greenberg, 1987); or oneself, comparing current input/output
ratio with a past input/output ratio or an ideal input/outcome ratio held for the
situation (Gilliland, 1993).
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Deutsch (1975) extended equity theory by incorporating rules of equality and need as
two other distributional rules influencing perceptions of relative fairness. Equality
suggests that all individuals should have an equal chance of receiving the outcome,
regardless of differentiating characteristics such as knowledge or ability (Meidl, 1989;
Gilliland, 1992). Equality signifies that the different members of a relationship have
equal value as individuals, and emphasises members’ "common fate", thus promoting
solidarity and social cohesiveness (Kabanoff, 1991).

The needs distribution rule suggests that resources should be distributed on the basis
of individual needs (Gilliland, 1993). Special needs in an employment situation for
example, may be referred to as preferential treatment for a sub-group of disadvantaged

employees.

Literature on distributive justice has suggested that the choice of distribution rule will
be dependent on the goal(s) pursued, short-term and long-term considerations, the
value context, whether the needs are made salient and the relative power between the

parties.

Kabanoff (1991) suggests that equity will be the chief principle of distributive justice
when economic productivity is the goal, while equality will be the dominant principle
when the fostering or maintenance of enjoyable social relationships is the common
goal. Lind and Tyler (1988) argue that there is a trade-off between short-term and
long-term goals. They say that equity in reward distribution is generally thought to
foster efficiency and productivity in the short term, while equality in reward
distribution is generally thought to foster group harmony and commitment to the

group in the long term.

Meidl (1989) argues that managers operating in different value contexts and with
different situational goals are likely to arrive at different distributive solutions. He
suggests that parity will be substituted for equity solutions as a result of a belief on the
part of managers that productivity in highly interdependent situations is best
accomplished by individuals who are cohesive and/or that such egalitarian patterns are

the most efficient way to deal with a conflicting value context.

Thus, for example, managers who are in organisations adopting "team
building" as a dominant value context - either single mindedly or
alongside other values or goals - can be expected to display a movement
away from the highly differentiated allocations associated with equity
principles toward the equality associated with a parity-based logic, even
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when the accurate specification of and assessment of individual
contributions (performance) is feasible (p. 271-272).

As for the needs, research has suggested that reward allocation decisions are
influenced by the needs distributive rule to a greater extent when individual needs are
made salient to the allocator (Gilliland, 1993). This finding is strongest when the
needs are externally and unintentionally caused rather than internally or intentionally

caused.

Kabanoff (1991) relates justice and power perspectives and contrasts the distributive
orientations and conflict behaviour in equal and unequal relationships. He argues that
as the power difference in an organisational relationship increases, the psychological
orientation of both parties tends to reflect a greater, though not necessarily equal,
acceptance of equity as the distributive rule. Moreover, he argues that the greater the
power difference, the less likely that the weaker party perceives inequitable
distributions which favour the more powerful party as inequitable. However,
increased power differentiation is also associated with an increased potential for non-

directed conflict based on decreased social integration and loss of cohesiveness.

Equal parties on the other hand, feel free to disagree about many issues, including the
most efficient way to allocate their joint resources, who contributed most to a
particular outcome, whether some inputs are more or less important for achieving
certain outcomes, and so on. In a sense, Kabanoff says, negotiation, rather than
allocation, becomes the process of achieving distributive justice. Thus Kabanoff
argues that as power differentiation in an organisational relationship decreases, the
potential for overt conflict based on issues of equity increases. Paradoxically and in
contrast to unequal power relationships, these relationships are also postulated to be
associated with higher levels of cohesiveness or solidarity.

As mentioned above the preliminary findings in the DnB-study suggest that the
outcomes in the distribution of positions and functions in the first phase of
implementation could only partially be explained by the theories on power and
politics. The literature on distributive justice supplements the power and politics
perspective in adding three rules of distribution. Hence allocations can be based on

use of power, equity, equality or need.

Findings in the DnB merger suggests that the use of power, equality and equity are the
most relevant for studying mergers and acquisitions. I will argue that the application
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of equality or equity will restrain the use of power, and as such moderate the
relationship between pre-acquisition power and outcome of allocation.

5.4.2 Procedural Justice Rules

The research on procedural justice acknowledges that individuals are not just
concerned about the outcome of decisions, but also about the faimess of procedures
used in making decisions. In fact, research suggests that people are affected by such
procedures regardless of the perceived fairness of the decision itself (McFarlin and
Sweeney, 1992).

In this section I will discuss three perspectives on procedural justice that focus on the
procedures for allocation and identify a number of rules that may help promote the

attainment of justice (Greenberg, 1987).

Leventhal (1980) proposed that procedural justice was a function of the extent to
which a number of procedural rules were satisfied or violated. He proposed six
procedural rules that people would use to evaluate the fairness of allocation
procedures (Bies and Moag, 1986, p. 45):

Consistency rule - allocative procedures should be consistent across people and over
time;

Bias suppression rule - personal self-interest and blind allegiance to narrow
preconceptions should be prevented;

Accuracy rule - decisions based on as much good information and informed opinion as
possible;

Correctability rule - opportunities must exist to modify and reserve decisions;

Representativeness rule - the allocation process must represent the concerns of all
important sub-groups and individuals; and

Ethicality rule - the allocation process must be compatible with prevailing moral and
ethical standards.

Applying Leventhal’s (1980) ethicality rule, Brockner et al. (1994) argue that advance
notice, the period between the time at which employees are notified about a decision
and the time at which the consequences of the decision take effect, should be included
as one principle central to procedural due process. Brockner et al.’s findings are

discussed in the paragraph on interactional justice and in section 5.4.3 below.

The other perspective on procedural justice arises from the work of Thibaut and
Walker (1975). Approaching procedural justice from a legal perspective, they were in
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particular concerned with the role of process control or "voice" of the individual in
fairness processes. Thibaut and Walker found that procedures were perceived as more
fair when affected individuals had an opportunity to either influence the decision

process or offer input.

Voice, defined as allowing individuals affected by the decision to present information
relevant to it, is regarded as one of the primary means of maximising fairness
perceptions. In a selection domain, voice can be interpreted as having adequate
opportunity to demonstrate one's knowledge, skills and abilities (Gilliland, 1993).
Voice does not however ensure perceptions of fair process unless the decision maker
acknowledges and shows consideration of others’ input (Korsgaard et al., 1995).

Korsgaard et al. (1995) investigate the impact of two aspects of decision-making
procedures; consideration of member input and influence over a decision. They claim
that by distinguishing between consideration and influence, the procedural justice
perspective provides some insight into the mechanisms of participation. This is
particularly interesting regarding the scant empirical research on participation in the
organisational literature on mergers and acquisitions. Manipulating consideration and
influence, the researchers found that consideration of member input and influence
both had a positive and significant effect on perceptions of procedural fairness.

Korsgaard et al. (1995) also investigate how perception of fairness mediates the
decision procedures and outcomes. They find that perceived fairness partially
mediates the effects of consideration and influence on decision commitment, provides
a weak, partial mediation of the effects of consideration on the attachment to the
group and fully mediates the impact of consideration on trust.

The third perspective, which is more recent, was first outlined by Bias and Moag
(1986). Their view of procedural justice which they name interactional justice, is
concerned about the fairness of interpersonal communication. As such, interactional
justice refers both to what is said to individuals during the decision process and how it
is said (Gilliland, 1993).

Brockner et al. (1994) say that two factors are particularly relevant to the interactional
aspect of procedural justice: (1) whether people believe that the reasons underlying a
resource allocation decision were clearly and adequately explained to them, and (2)
whether those responsible for implementing the decision treated them with dignity
and respect. Recent research has demonstrated that justification for an adverse
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decision can lessen negative consequences associated with that decision (Gilliland,
1993).

Applying these rules to a downsizing context, the authors stress the importance of
clear and adequate explanations of the reasons for lay-offs, and dignified treatment of
those who leave and those who stay. Combining these two rules with advance notice,
their findings suggest that if lay-offs are perceived to be procedurally fair, the
reactions of lay-off victims, survivors and "lame ducks" (people who have been told
they were to be laid off, but have not yet departed from their organisation) in terms of
respondents’ trust in and support for their organisation, will be less affected by

outcome-related factors.

Bringing the three perspectives together, procedural justice rules consists of (1) formal
characteristics including consistency, bias suppression, accuracy, correctability,
ethicality; (2) participation in terms of input and influence, and (3) communication in
the form of providing an explanation for a decision and treating people with ciignity

and respect.

Procedural justice theorists have argued that fair procedures serve two purposes. The
first purpose is to protect the individual's interests and is thus associated with positive
attitudes toward a decision, such as satisfaction, agreement, and commitment. The
second function of fair procedures is symbolic and "helps to strengthen individuals’
relationship with a group, leader, organisation" (Korsgaard et al., 1995, p. 66) and
promotes group harmony, trust in leader, and organisational commitment. Similarly,
Lind and Tyler (1988) argue that procedural justice enhances commitment and loyalty

to groups and institutions.

Lind and Tyler (1988) argue that procedural justice judgements will be based on the
balance of goals that the perceiver seeks in the relationship. In long-term relationships
within groups or organisations, goal trade-offs generally involves balancing the need
to be productive and efficient, leading to high levels of outcome for the entire group,
against the need to build group loyalties and commitment to the group, which lead to
long-term group maintenance. Thus, the authors postulate that procedural justice is
crucial to the long-term maintenance of positive social relationships within groups.
They say (p. 227):

...procedural judgements should have strong effects on group cohesiveness
and loyalty, because fair procedures will reassure members that their
interests will be protected and advanced through group membership.
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The discussion on procedures for allocation above can contribute to the analysis of the
two combinations in several areas. Firstly, it introduces the importance of evaluating
the procedural rules, not just the allocation outcomes. Secondly, it relates participation
and communication to individual and organisational outcomes through the perception
of faimess. In terms of participation, mergers and acquisitions are in many ways a
unique context for studying fairness in employment selection. In contrast to "normal”
selection processes, employees in merger and acquisition processes are often not
evaluated in the same stringent way, and it is likely that they will have less
opportunity to demonstrate their knowledge, skills and abilities. By distinguishing
between input and influence, the perspective also contributes to the understanding of
participation in particular in the integration process. As for communication, the
interactional justice perspective is particularly interesting in relation to downsizing.

5.4.3 Interaction between Distributive and Procedural Justice

According to McFarlin and Sweeney (1992), the few studies done in organisational
settings have tended to support the notion that the predictive role of procedural and
distributive justice depends on the nature of the outcome in question. These results
suggest that procedural justice may be a more important predictor than distributive
justice for outcomes related to evaluating a company as an institution and its
representatives, such as organisational commitment and trust in supervisor.
Distributive justice in the other hand, may be a more important predictor of personal

outcomes, such as satisfaction with pay.

However, research in this field has also suggested that the two forms of justice
interact. According to Brockner et al. (1994) individuals' perceptions of fairness of
procedures will also influence their reactions to the outcomes received. They say that
if the depriving party acts in a procedurally fair manner, recipients have fewer reasons
for reacting negatively to adverse outcomes. When procedural justice is low and
outcomes are negative however, individuals have the strongest reasons for thinking
that different outcomes should have resulted. In their study of interaction effects
Brockner et al. found that when procedural justice was low, there was a marked
relationship between outcome negativity and individuals reactions. However, when
procedural justice was perceived to be high, there was little relationship between

outcome negativity and reactions.

Similarly McFarlin and Sweeney (1992) found that although employees who felt that
procedures were fair tended to have higher levels of organisational commitment than
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those who felt that procedures were unfair, this gap was much larger when distributive

justice was low.

The discussion of interaction effects directs attention to when fair procedures are most
important. This research suggests that when a decision does not meet individuals’
preferences, they are more apt to assess carefully the procedures followed in making a
decision. In relation to mergers and acquisitions, this would indicate who the
managers and employees that are negatively affected by the event, would also be the
ones most concerned about the fairness of the applied procedures.

5.4.4 Contribution
The discussion of distributive justice adds to the merger and acquisition literature by
suggesting which factors influence the choice of distribution rules, the trade-offs

between them and their influence on perception of fairness and individual and
organisational outcome variables in the short and long run.

The literature on procedural justice directs attention to the procedures followed in
decision-making. In relation to the merger and acquisition literature, the research on
procedural justice can help identify which procedural rules are most important in the

positioning and downsizing process. Secondly, the literature offers insights into the

mechanisms of participation and emphasises the importance of including both voice

and influence.

The interactional justice perspective contributes to the understanding of which

features are important in assessing the quality of communication in merger and

acquisition processes. Finally, the literature on procedural justice explores how these

procedural rules influence the perception of faimess and individual and organisational

outcomes.

The research on interaction between distributive and procedural justice may help in
identifying which groups are likely to be mostly concerned about procedural justice.

In particular the literature suggests that the more negative the outcomes, the more the
members of the organisation will be concerned about fairness of procedures.

5.5 SOCIAL IDENTITY THEORY

In this section I give a brief review of social identity theory (SIT) and apply it to my
studies of integration processes in mergers and acquisitions. The first parts gives a
brief review of the most important aspects in the theory. Then I distinguish between
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group and organisational identities. Third, I discuss the factors suggested in the
literature as promoters for social identification. Finally, I discuss how SIT provides
new questions and themes in relation to the mergers and acquisition literature.

5.5.1 Social identity theory

According to SIT; people will tend to classify themselves and others into various
social categories, such as members of the organisationhip, religious affiliation, gender,
and age cohort (Tajfel and Tumer, 1985). Tajfel (1982) defines social identify as the
part of individuals’ self-concept which derives from their knowledge of their
membership of a social group (or groups), together with the value and emotional
significance of that relationship. Hence, social identity is related to group
membership, memberships that can be self-assigned or assigned by others (Kleppesto,
1993). Moreover, social identification enables the individual to conceive, and feel
loyal to an organisation or corporate culture (Ashford and Mael, 1989) .

Social classification serves two functions. First, it cognitively segments and orders the
social environment, providing the individual with a systematic means of defining
others. Second, social classification enables individuals to locate him- or herself in the
social environment (Ashforth and Mael, 1989). The classification of oneself and
others into social categories implies that social identities are of a comparable nature.

As a result of these categorisation processes, within group differences become
minimised and between-group differences become exaggerated (Tajfel, 1982).
Moreover, there is a tendency by members of an in-group to consider members of out-
groups in a relatively uniform manner. The result of this process is the
depersonalisation and dehumanisation of the out-group. However, in making
comparisons, individuals do not only strive to maximise differences, but also to secure
an evaluative advantage for the in-group (Hogg, 1992). Hence, the basic hypothesis in
SIT is that pressures to evaluate one's own group positively through in-group/out-
group comparisons, lead social groups to attempt to differentiate themselves from
each other (Tajfel and Tumer, 1985).

These dynamics of comparisons need to be qualified by the relative status of the
groups (Ashford and Mael, 1989). According to Tajfel (1982), relative status is one of
the reflections of differences in power. The identity of a low status group is implicitly
threatened by a high status group. A high status group however, is less likely to feel
threatened, and thus in less need for affirmation. Accordingly, while a low status
group may go to great length to differentiate itself from a high status comparison
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group, the latter may be relatively unconcerned about such comparisons and form no
strong impression about the low-status group (Ashford and Mael, 1989).

Theories on organisational or corporate culture, cultural anthropology and psychology
have all contributed to the understanding of integrating cultures in mergers and
acquisitions. Indeed, the cultural field is probably the most commonly applied in the
organisational stream of mergers and acquisitions.

However, the research on cultural integration is still in its infancy: the various
concepts lack precision and the number of empirical studies are fairly few. Social
identity theory contributes to the understanding of cultural integration by operating
with more precise concepts than the theories on culture. Secondly, the theory gives
insight into why the integration of cultures cannot simply be explained by focusing on
cultural differences. Kleppeste (1993, p. 236) argues that:

The general notion that difficulties in integration due to a merger or
acquisition can be explained by cultural differences between the two
companies involved is not satisfactory. It cannot be assumed that
companies with similar cultures face fewer obstacles to integration.
Furthermore, efforts to achieve cultural uniformity do not necessarily lead
to better integration or co-operation. The differences emphasised by the
actors are not primarily the result of the different cultures per se but of the
integration.

By its comparative nature, the theory also contributes to the understanding of
integration of cultures in mergers and acquisitions. Moreover, SIT give some insights
into which party is likely to feel most threatened by the integration.

5.5.2 Group or Organisational Identification

Research on categorisation and identification processes has generally focused on
three distinct levels of social identification (Kramer, 1991). These can be
characterised as (1) a personal or individual-level identity that leads individuals to
define their interdependence at the interpersonal level, (2) a group-level identity
that leads individuals to define their interdependence at the group level, and (3) a
superordinate-level identity that causes individuals to define their interdependence

at the organisational or collective level.

The personal identity reflects an individual's conception of him or her-self that is
defined primarily in terms of those unique individual attributes that differentiate
oneself from others. Group-level identity, in contrast, is defined as the level of



119

primary organisational group in which an organisation holds membership. The
attributes of the individual that are associated with this level of identity include all
of those attributes which the individuals share with other members of that category
and which distinguish them from members of other categories in the organisation.
Organisational identity is defined at the level of the organisation as a whole. The
constellation of attributes that is salient at this level of identification includes those
characteristics that are generally common to all of the members of the organisation,
such as organisational culture (ibid).

Ashforth and Mael (1989) argue that organisational identification is one form of social
identification. Furthermore, an individual's social identity may be derived from his or
her work group, department, union and so on. They present two views of identities in
organisations. The first view implies that individuals across sub-units share a common
identity (holographic organisations) in contrast to the view that individuals display
sub-unit identities (ideographic organisations).

SIT suggests that in the absence of a strong organisational identity, which indeed is
the case in mergers and acquisitions, the desire for comparisons generates much
conflict between differentiated and clearly bounded sub-groups. This is especially so
if a group's status is low or insecure.

If one applies a view that individuals across sub-units in the respective
organisations share a common organisational identity, merging two organisations
will imply that the level at which the individuals identify is changed from the
organisational level to group level. Hence, in the first phase of the merger there will
be two distinct group identities. The purpose of organisational integration will be to
create a new organisational identity which includes both former organisations.

However, as suggested in the discussion of the preliminary findings in the DnB-case,
the focus on sub-cultures or sub-groups seemed to be more fruitful in that particular
merger, thus viewing the organisation as ideographic. The purpose of merging
ideographic organisations will be to tear down the boundaries between the various
sub-groups in the two merging organisations, and hence create new identities across

the former organisational boundaries.
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5.5.3 Promoters of Identification

The SIT literature suggests several factors which may increase the tendency to
identify with groups. These factors are group distinctiveness and prestige, out-group
salience, and group formation factors (Ashford and Mael, 1989).

The first factor is distinctiveness of the group's values and practices in relation to
those of comparable groups. Distinctiveness serves to differentiate a group from
others and provide a unique identification. Tajfel (1982) argues that in conditions of
salient categorisation, groups will tend to work harder at establishing their
distinctiveness from the out-groups that are perceived as similar than from those
which are perceived as dissimilar. Tumer (1978) for example, found that in
competitive situations, groups with similar values displayed more discrimination
when they were dealing with out-groups which were more directly comparable with

the in-group.

One of the main characteristics of mergers and acquisitions is that they bring identities |
in close contact to each other, and thus increase the awareness of in- and out-groups.
This is line with Kleppestoa (1993) who argues that mergers and acquisitions represent
a threat to important identities and that the groups therefore engage in attempts to
secure their own identities. Moreover, taking into consideration the need to establish
distinctiveness from similar groups, merging institutions with similar cultures may not
be as unproblematic as suggested in the merger and acquisition literature.

A second and related factor that increases identification is the prestige of the group.
This is based on an argument that through comparison, social identification affects

self-esteem.

Third, identification is likely to be associated with the salience of out-groups.
Awareness of out-groups enforces awareness of in-groups. Awareness of the out-
group underlines the existence of a boundary and causes subjects to assume
homogeneity. The effects of competition on in-group identification is a special case
of this principle. During competition, group lines are drawn more sharply, values and
norms are underscored, and them/us differences are accentuated. This tendency is
exacerbated by competition between sub-units for scarce resources and by reward and
communication that typically focus on sub-unit functioning and performance.

As discussed in chapter two, the first phase of a merger or integration process is likely
to be characterised by competition for scarce resources such as positions and
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functions. Thus one can expect a further increase in the differentiation between the

groups.

Finally the set of factors traditionally associated with group formation (interpersonal
interaction, similarity, liking, proximity, shared goals or threat, common history and
so forth) may affect the extent to which individuals identify with a group.

Two of these factors, shared threat and common history, are of particular interest in
studying organisational integration in mergers and acquisitions. Tajfel (1981) says
that there is a clear convergence in the literature that suggests that external conflict
does increase internal cohesion under certain conditions. The external conflict needs
to invoke some threat, affect the entire group and all its members equally and
indiscriminately, and invoke a solution. Furthermore, the group must be able to
provide its members with emotional comfort and support. The external threat applies
to my sample of mergers and acquisitions in two situations. The first is the external
threat posed by an unfriendly take-over. The second is the crisis in the environment.

As for common history or rather the lack of it, that is as discussed above one of the
main features of mergers and acquisitions. Whereas each party in the combination has
its common history and culture, the new entity formed by the two parties has little or
no common history. Moreover, as suggested in the section above on power and
politics, the various groups are likely to differ in terms of prestige and status.

The factors discussed above can either act as promoters of or inhibitors to
organisational integration. If the other organisation is looked upon as an external
enemy, as is often the case in unfriendly take-overs, the differentiation between the
groups across the organisations is likely to increase. However, if the external
environment is felt to be a common enemy for both former organisations, this is likely

to facilitate integration.

5.5.4 Contribution
The literature on social identity can contribute to the field of mergers and acquisitions

in a number of ways. First, it can provide explanations of what happens when two

organisations are brought in close contact with one another. Secondly, it explores how

them/us differences are accentuated during competition for scarce resources. This is
particularly relevant for studying what happens to the two groups during positioning

and downsizing processes.



122

SIT can also contribute to the understanding of how and under what conditions

external threats increase internal cohesion. This is particularly relevant for studying

how unfriendly take-overs and changes in the environmental climate affect the
cultural integration process.

5.6 IMPLICATIONS FOR ORGANISATIONAL INTEGRATION

The purpose of this section is to examine the implications for the three dimensions in
organisational integration including integration of tasks, unification of power and
integration of cultures and identities.

The literature on strategic and organisational change is most important for
understanding the pace and key characteristics of change in the organisational
integration process. In particular the literature suggests that large-scale, revolutionary
change will be characterised by multiple and incomplete transitions, uncertain future
states, and transitions over long periods of time.

For task integration, this implies that there is probably more than one step involved in
finding optimal and efficient solutions. Moreover, it is difficult to plan the integration
of tasks in detail in advance. The rationale is that under conditions with high
ambiguity, there is little correlation between initial acquisition goals and implemented
changes. This view takes the informational and organisational impediments to
implementation into consideration and argues for the need for iterative readjustment
of the acquirer's goals (Shanley, 1995).

As for unification of power, it is probable that the power relationships under such
conditions will evolve and change over time, particularly if there is a change of CEO
or other major changes during the process.

As mentioned in chapter three, the cultural integration process is generally regarded as
the most time-consuming process. According to Walter (1985) three to five years is
not an unusual transitional period, indeed it can be much longer. This long transitional
process implies that it is likely that the cultural integration process will be disrupted
by new events overtaking the integration process or influencing it in other Ways.

The literature on power and politics is first and foremost important for analysing the
unification of power. The analysis of various power bases in the post-combination
phases will give indication of how stable the political situation is. If there is a
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balanced power relationship in the initial combination phase, it is likely that the
political situation will change over time.

The literature on power dynamics contributes to the understanding of how and why
the political situation changes over time. In particular, the literature suggests in line
with strategic and organisation change, that changes in the environment and in senior
management are two important ways in which power is lost.

The literature on social justice is important for analysing how different distributive
rules foster the three dimensions in organisational integration in various ways. This is
particularly reflected in the discussions of how equality promotes solidarity and social
cohesiveness, whereas equity facilitates productivity (Kabanoff, 1991).

In relation to organisational integration this implies that the use of equality is likely to
foster cultural integration, whereas the application of equity probably facilitates the
integration of tasks. This relationship may however be moderated by the power
difference. According to Kabanoff (1991) the greater the power difference, the more-
likely that the weaker party will accept equity as the distributive rule.

The literature on procedural justice on the other hand, has important implications for
cultural integration. In particular the literature suggests that fair procedures promote
group harmony and help to strengthen individuals’ relationship with group, leader and
organisation (Koorsgaard, 1995).

The social identity theory also has strong implications for cultural integration. In the
section on social identity theory, I argued that the purpose of merging ideographic
organisations was to tear down the boundaries between the various sub-groups, and
create new identities across the former organisational boundaries. The literature give
insights into which factors promote and impede this process. Hence, factors that
strengthen the old cultural boundaries will impede the cultural integration process,
whereas features that tear down the boundaries will facilitate cultural integration.

Identity as opposed to culture might also be a better concept to reflect the change of
identities that happens during the process. The reason for this is that social identity
theory acknowledges that individuals have multiple identities in different situations.
This will be further explored in the case chapters and analysis below.
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5.7 SUMMARY AND CONTRIBUTIONS

In the first part of this chapter I justified the selection of four theoretical perspectives
including strategic and organisational change, power and politics, social justice and
social identity theory.

In the section on strategic and organisational change I placed mergers and acquisitions
in a change framework, and suggested that for the parties in mergers and the acquired
party in acquisitions, the combination process can be characterised as a large-scale
revolutionary change. Then I examined the characteristics of large-scale,
revolutionary change and discussed how mergers and acquisitions processes are likely
to evolve over long periods of time under high ambiguity. In the third part I addressed
four triggers of change: environmental impact, performance crisis, change of CEO and
change of ownership and applied these triggers to mergers and acquisitions.

In the next part on organisational responses to large-scale, revolutionary change, I
suggested that the attributes associated with decline and turbulence could be 'applied
to the integration process in mergers and acquisitions. As for the studies of
downsizing, they were particularly interesting because they helped to define the
concept and to evaluate the effectiveness of different downsizing strategies.

In the next section I drew on the literature on power and politics. First, I examined
four sources of power relevant to mergers and acquisitions including legitimate,

expert and relationship power, power of alternatives outside the relation and personal
prestige. In the section on exercise of power, I distinguished between three
dimensions. These dimensions were decision power, non-decision power and
symbolic power. Then I examined the will and skill in the exercising power, and
focused on middle management in particular. Finally, I focused on the dynamics of
power, suggesting that changes in the environment, top management team and/or
organisational structure would have implications for the distribution of power.

In the next section, I proposed that the literature on social justice could complement
the literature on power and politics, as well as shed light on communication and
information and participation in the integration process. I discussed three rules of
distribution; equity, equality and needs, and examined the purposes behind and trade-
offs between them. The sub-section on procedural justice examined three perspectives
on procedural justice, and suggested that formal characteristics, participation and
communication were of special importance in the allocation process. When examining
the interaction between the two forms of justice, I proposed that they might influence
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different outcomes and that procedural justice was particularly important when the

outcome was negative.

In the section on social identity theory, I proposed that this theory could contribute by
introducing more precise concepts and give insights into how unfriendly take-overs

and events in the environmental may influence integration of cultures and identities.
Furthermore, the theory can contribute to the understanding of the cultural integration
process in itself. I started by characterising the main features of the SIT, suggesting
that the comparative nature of the theory was of particular importance. Then I
introduced two views of the organisation, and proposed that the purpose of merging
two organisations was to tear down the boundaries between them. In the next sub-
section, four promoters of identification were discussed. These were group
distinctiveness and prestige, out-group salience, and group formation factors. I
suggested that these factors were relevant in merger and acquisition processes.

In the final section I focused on the implications for organisational integration. I
suggested that the literature on strategic and organisational change could contribute to
an understanding of pace in the integration process. The literature on power and
politics on the other hand was first and foremost relevant for studying the process of
unifying power. As for the social justice theory, I argued that various distributive rules
were likely to foster organisational integration in different ways. Finally, the social
identity theory could contribute to an understanding of the cultural integration

Process.
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Chapter 6:
Methodology

This chapter reports the methodology underlying the empirical study. The chapter is
organised as follows. First, I discuss the requirements and choices of research design.
The second part of the chapter examines validity and reliability in qualitative studies,
and focuses upon how these concerns have been addressed in my study. Next a
presentation of sampling time and entities and the data collection methods follows.
Finally, attention is given to the analysis of cases, and the process of building up the

case from chronology to application of theory.

6.1 RESEARCH DESIGN

6.1.1 Requirements of Design

The first step in choosing a design is to specify the research problem and research
objectives of the study (George, 1979). This includes (1) the kind of phenomena or
behaviour the investigator has singled out for examination, (2) the existing theory that
bears on those aspects of the phenomenon in question, and (3) the aspects of the
existing theory that can be singled out for assessment and/or refinement and

elaboration.

The phenomenon to be studied in this dissertation is the process of organisational
integration in mergers and acquisitions. In the introductory chapter I outlined the two
research questions for the study which were (1) To identify features and factors that
facilitate or impede organisational integration, and (2) To study how the three
dimensions in organisational integration, i.e. integration of tasks, unification of power
and integration of cultures and identities, interrelate and evolve over time.

According to Crabtree and Miller (1992) the nature of the question, problem or event
of interest allows one to make a judgement about what form of inquiry which is best
suited for investigation. For the design to match the research questions and the
framework for dissertation it needs to be explorative, provide depth and_cover

sensitive issues. Furthermore it should reflect the historical, contextual and processual

character of the study. These requirements are explored subsequently.

Be explorative, provide depth and cover sensitive issues
The study's research questions are explorative in their nature and set the focus on
building and extending existing theories in the organisational field of merger and

acquisition literature rather than testing specific hypothesis.
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The discussion in chapter four revealed that organisational integration was an
important objective in mergers and acquisitions, but poorly defined in previous
studies. Most research has been conducted in relation to the third dimension which
concerns integration of cultures and identities, though the development of indicators
for measuring the-dimension has not come very far. Regarding integration of tasks,
this has been studied to a certain extent, but seldom in relation to the cultural
dimension. One exception is Shrivastava (1989). As for unification of power, this was
a dimension that was included in the preliminary findings in the DnB-study, and
which previously has not been included in the organisational integration concept.
When studying political processes in organisations, it is important to bear in mind that
these are sensitive issues that are not easy to gain access to.

One of the purposes of the dissertation is to give_organisational integration a more
precise meaning, develop the three dimensions and suggest how these dimensions can be
operationalised. Moreover, the study aims to explore the interrelationships between the
integration of tasks, unification of power and integration of cultures and identities.

Historical and contextual character

The contextual variables in the framework in chapter three consist of either pre-
combination factors, such as friendliness and organisational fit, or outer contextual
features such as environmental impact. Hence, the historical factors are embedded in the
pre-combination factors in the framework.

Few studies within the organisational stream of merger and acquisition research examine
how the past history of the organisations involved in the combinations influence the
integration process in any depth. In particular, studies often acknowledge that culture is
multifaceted and complex, consisting of sub-cultures, but nevertheless restrict their
analysis to the dominant culture. One reason for this weakness is probably that few
previous studies have collected data beyond the top management level.

As mentioned in chapter four, findings in the DnB-study suggest that focusing on the
differences between the two parties’ organisational cultures may be too impresise to
detect long-term changes in the cultures, in particular when there are strong sub-
cultures in the organisations. Hence, I intend to follow up the DnB-study by adopting
a pluralist perspective focusing on sub-cultures at various levels and in different parts
of the organisation. Beside opening for a more detailed and richer description of the
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cultures, this approach opens for the possibility of having sub-cultures where both
merger parties are represented.

Besides focusing on the sub-cultures, findings in the DnB-study suggest that important
events prior to the merger may have important impact on the combination process.
Hence there is a need not only to explore the cultures of the organisations, but to focus
on a more holistic picture of the organisations’ past.

Regarding the other pre-acquisition factors such as friendliness, relative power,
discretionary slack and merger and acquisition regime, there is scant empirical research
that explores their effect on the integration process. Here it will be important both to
develop these concepts and give them a more precise meaning, as well as suggesting
how they can be assessed.

There has been surprisingly little research that relates the integration process to the
outer context, i.e. events in the environment. Indeed, Schweiger, Ridley and Marini’s
(1992) findings based upon a case study suggest that environmental pressures may
alter the integration process, and further investigation is needed to elaborate these
effects. My study will respond to these weaknesses by adapting a contextual design
bringing the regulatory environment and economic climate into the analysis.

Processual character

The emphasis in the literature so far has been on assessing effects of the acquisition or
merger after a relatively short period of time. Few go beyond two years, many focus
on the first months or year of transition. This is particularly surprising given that the
integration of cultures in general is a lengthy process. Walter (1985) for example,
claims that three to five years is not an unusual transition time, and it can be much
longer. As mentioned in chapter two, a number of researchers have claimed that there

is a need for sustained examination of mergers and acquisitions over time.

The aim of my study is to investigate the causal effects between the factors in the
framework, i.e. contextual factors and features of integration, and organisational
integration. Moreover, I intend to examine how the organisational integration process
evolves over time by assessing the degree of integration at different stages in the
process. Hence, there is a need to adapt a processual design.
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6.1.2 Choice of Design

Fit to design requirements

I will in line with Pettigrew’s (1990) recommendations argue that longitudinal
research by means of the comparative case study method is a particular suitable
design. This design reflects the processual, historical and contextual features and
the need to explore complex, ill-defined and sensitive issues in depth.

The case study is an approach that is particularly suitable for in-depth exploration
of sensitive or complex issues. Moreover, it can reflect the contextual, historical
and processual nature of the study. Third, the case study is open to building theory
and starting off with a conceptual framework.

In the table below I have compared several approaches to show how they fit to the
requirements of my design:

Table 6.1 Different Design and Fit to Requirements of the Study

Case Grounded Ethno- Classical Survey
study theory graphy experiment

Theory X X X X

building

Theoretical X X X

framework

prior to data

collection

In depth X X X

exploration of

sensitive or

complex issues

Contextual X X X

Historical X X X

Processual X X X (x)

The difference between the case study approach and other qualitative methods such
as ethnography and grounded theory is that the case study is open to the use of
theory or conceptual categories to guide the research and analysis of the data.

Grounded theory (Glaser and Strauss, 1967) "is one that is inductively derived
from the study of phenomenon it represents" (Strauss and Corbin, 1990, p. 23). As
opposed to the case study, proponents of grounded theory give a basic warning in
applying the methods by recommending to avoid premature use of theory or prior
conceptual categories (Yin, 1993).
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In ethnographic inquires (Fetterman, 1989; Jorgensen, 1989, Rosen, 1991) the
researcher’s goal is to gain direct experience with the phenomena under study. As
such, participant observation is the preferred technique for conducting this type of
research. As for the grounded theory approach, the theoretical perspectives are
grounded in and emerge from the first hand data (Gioia and Chittipeddi, 1991).

My approach in this study is more deductive than the grounded theory or
ethnographic approaches are open to. Building upon the framework proposed in
chapter three, I intend to challenge the proposed relationships and build more
refined and detailed models. Indeed, Hartley (1994) argues that without a
theoretical framework, the researcher is in severe danger of providing description
without meaning. As opposed to a survey that usually starts with theory that is
closed and needs to be proven or disproved, my approach is to begin with theory or
understanding that is to be modified and confirmed in the context of study.

The requirements of the research design regarding the need for exploring in depth
sensitive and complex issues and the contextual and historical nature of the study
exclude the quasi-experiment and the survey. Firstly, both approaches are
ahistorical and acontextual in their nature. Secondly, the phenomenon to be studied
is too complex and ill-defined to study in a classical experiment. As for the survey
approach, this is unsuitable for exploring in depth issues given its aim to test

theory.

Case studies are tailor-made for exploring new processes or behaviours or ones that
are little understood (Hartley, 1994). Hence, the approach is particularly useful for
responding to how and why questions about a contemporary set of events (Leonard
Barton, 1990). Moreover, researchers have argued that certain kinds of information
can be difficult or even impossible to tackle in other ways than qualitative
approaches such as the case study (Sykes, 1990). These included sensitive subjects
and topics that are ill-defined, ill-understood or conceptually complex (ibid).

The contextual nature of the case study is illustrated in Yin's (1993, 59) definition

of a case study as an empirical inquiry that:

Investigates a contemporary phenomenon within its real-life context,
addresses a situation in which the boundaries between phenomenon and
context are not clearly evident, and uses multiple sources of evidence.
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Hence, the case study is a useful approach where it is important to understand those
social processes in their organisational and environmental context (Hartley, 1994).

Process is both historical and idiosyncratic, and statistical analysis is unable to
cover either of the two (Stoecker, 1991). Hence, the processual manner of the study
calls for a Jongitudinal case study where time can be covered through a
combination of retrospective and real time analysis.

Selection of cases
Case studies can involve single or multiple cases. The problem of single cases is
limitations in generalisability and several potential biases. Eisenhardt (1989) says:

People are notoriously poor processors of information. They leap to
conclusions based on limited data, they are overly influenced by
vividness, or by more elite respondents, they ignore basic statistical
properties, or they sometimes inadvertely drop or disconfirm evidence.
The danger is that investigators reach premature and even false
conclusions as a result of these information processing biases.

One way to respond to these biases is by applying a multi-case approach (Leonard-
Barton, 1990). Multiple cases augment external validity and help guard against
observer biases. Moreover, multi-case sampling adds confidence to findings. By

looking at a range of similar and contrasting cases, we can understand a single-case
finding, grounding it by specifying how and where and, if possible, why it carries
on as it does (Miles and Huberman, 1994).

Given these limitations in the single case study, it is desirable to include more than
one case study in the study. However, the desire for depth and a pluralist
perspective and tracking the cases over time implies that the number of cases must
be fairly few. Several researchers (Pettigrew, 1990; Van de Ven and Huber, 1990)
have pointed out that the sheer labour intensity required to study an organisational
change process over time limits a researcher's capacity to study more than a few
cases at time. Taking these considerations and my own capacity as a researcher into

account, I have chosen two cases.

The logic of sampling cases is fundamentally different from statistical sampling.
The logic in case studies is_theoretical sampling where the goal is to choose cases
that are likely to replicate or extend the emergent theory, or they may be chosen to
fill theoretical categories and provide examples for polar types. (Eisenhardt, 1989).
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Hence, whereas quantitative sampling concerns itself with representativeness,
qualitative sampling seeks information richness and selects the cases purposefully
rather than randomly (Crabtree and Miller, 1992).

In chapter three I discussed the rationale for choosing the DnB-merger and

Gjensidige’s acquisition of Forenede as my two cases based upon George's (1979)
and Pettigrew’s (1990) recommendations for selecting cases. The aim was to find
cases which matched the three dimensions in the dependent variable and provided
variation in the contextual factors thus representing polar cases (Pettigrew, 1990).

Another way to respond to researchers’ and respondents’ biases is to have more than one
unit of analysis in each case (Yin, 1993). This implies that beside developing contrasts
between the cases, researchers can focus on contrasts within the cases (Hartley, 1994).

I have chosen an embedded design to analyse my cases, i.e. within each case attention is
also given to sub-units and sub-processes. In both DnB and Gjensidige I compare the
combination processes in the various divisions and local networks. Moreover, I compare
the three distinct change processes in DnB; before the merger, during the initial

combination and after two years.

The overall and most important unit of analysis in my two cases is the combination
process. In the pre-combination process this process occurs at an inter-organisational
level. As the parties merge, the level of analysis shifts to the intra-organisational level.

The study also opens for studying contrasts within the cases.

6.2 VALIDITY AND RELIABILITY

The problems of validity in qualitative studies are related to the fact that most
qualitative researchers work alone in the field, they focus on the findings rather than
describing how the results were reached and are limited in processing information
(Miles and Huberman, 1994).

Researchers writing in the field of qualitative methods have questioned whether the
same criteria can be used for qualitative and quantitative studies (Kirk and Miller,
1986; Maxwell, 1992; Sykes, 1990). The problem of the forms of validity criteria
suggested in qualitative research is that there is little consistency across the papers,

each author suggesting a new set of criteria.
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My approach in examining validity and reliability is to apply the criteria used in
quantitative research. Hence, the criteria to be examined are objectivity/inter-
subjectivity, construct validity, internal validity, external validity and reliability.

6.2.1 Objectivity / Inter-subjectivity

The basic issue of objectivity can be framed as one of relative neutrality and
reasonable freedom from unacknowledged research biases (Miles and Huberman,
1994).

In a real-time longitudinal study, the researcher is in danger of losing objectivity, of
becoming too involved with the organisation, the people and the process. Hence,
Leonard Barton (1990) claims that one may be perceived as, and may even become,

an advocate rather than an observer.

According to King (1994) however, qualitative research, in seeking to describe and
make sense of the world, does not require researchers to strive for objectivity and to
distance themselves from research participants. Indeed, to do so would make good
qualitative research impossible, as the interviewer's sensitivity to "subjective" aspects
of his of her relationship with the interviewee is an essential part of the research
process (King, 1994, 31).

This does not imply, however, that the issue of possible research bias can be ignored.
It is just as important as in a structured quantitative interview that the findings are not
simply the product of the researcher's prejudices and prior experience. One way to
guard against this bias is for the researcher to explicitly recognise his presuppositions
and in the analysis of the data make a conscious effort to set these aside. Moreover,
rival conclusions should be considered (Miles and Huberman, 1994).

My experience from the first phase of the DnB-study was that it was difficult to focus
the questions and the analysis of the data when the research questions were too
"loose" and broad. As such, developing a framework before collecting the data for the
dissertation was useful both in guiding the collection and analysis of data.
Nevertheless, it was important to be open-minded and receptive to new and surprising
data. In the DnB-study for example, the positive effect of the reorganisation process
on the integration of cultures came as a total surprise to me and thus needed to be
further explored.
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I also consciously searched for negative evidence and problems by interviewing
outliers (Miles and Huberman, 1994) and asking problem-oriented questions. In
Gjensidige the first interviews with the top management revealed a much more
positive perception of the cultural integration process than I had expected. To explore
whether this was a result of over-reliance on elite informants (ibid) I continued posing
problem-oriented questions to outliers and people at lower levels in the organisation.
Moreover, 1 told them about the DnB-study to be explicit about my presuppositions.

Another important issue when assessing objectivity regards whether other researchers
can trace the interpretations made in the case studies or what is called
intersubjectivity. To deal with this issue Miles and Huberman (1994) suggest that:

- The study’s general methods and procedures should be described in detail
- One should be able to follow the process of analysis

- Conclusions should be explicitly linked with exhibits of displayed data

- The data of the study should be made available for re-analysis by others

Firstly, the data collection procedures and processing are described in detail in the
next two sections. Secondly, I have displayed primary data in the form of quotations
and extracts from documents to support and illustrate my interpretations of the data.
Since the dissertation is in English, I have included the Norwegian text in the
appendix of each case chapter. Finally, all the primary data from the study is
accessible for the dissertation committee.

6.2.2 Construct Validity

Construct validity refers to whether there is substantial evidence that the theoretical
paradigm rightly corresponds to observation (Kirk and Miller, 1986). In this form of
validity the issue is the legitimacy of the application of a given concept or theory to
established facts.

The strength of qualitative research lies in the flexible and responsive interaction
between the interviewer and the respondents (Sykes, 1990). Thus meaning can be
probed, topics covered easily from a number of angles and questions made clear for
respondents. This is an advantage both for exploring the concepts (construct or
theoretical validity) and the relationships between them (internal validity). Similarly
Hakim (1987) says the great strength of qualitative research is the validity of data
obtained: "Individuals are interviewed in sufficient detail for the results to be taken as

true, correct, believable reports of their views and experiences."
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Construct validity can be strengthened by applying a longitudinal multi-case
approach, triangulation and use of feedback loops.

The advantage of applying a longitudinal approach is that one gets the opportunity to
test sensitivity of construct measures to the passage of time. Leonard-Barton (1990)
for example, found that one of her main constructs, communicability, varied across
time and relative to different groups of users. Thus, the longitudinal study aided in
defining the construct more precisely. By using more than one case study (cf. p. 6)
one can validate stability of construct across situations (Leonard-Barton, 1990). Since,
my study only consists of two case studies the opportunity to test stability of
constructs across cases is somewhat limited. However, the use of more than one unit

of analysis helps in overcoming this limitation.

The construct validity is strengthened by the use of multiple sources of evidence to
build construct measures, which define the construct and distinguish it from other
constructs. These multiple sources of evidence can include multiple view points
within and across the data sources. This study responds to these requirements both in
its sampling of interviewees and uses of multiple data sources. This is thoroughly
discussed in the section on data collection.

Use of feedback loops or member cheeks implies returning to interviewees with
interpretations and developing theory, actively seeking contradictions in data
(Crabtree and Miller, 1992; King, 1994).

In DnB a report was written up and had to be approved by the bank's top management
after the first data collection. Apart from one minor correction, the bank had no
objections to the established facts. However, the report was not as positive as the
management had hoped for, and negotiations had to be conducted to publish the
report. The result of these negotiations was that the publishing of the report was
postponed one and a half years.

Regarding their comments to my analysis some of the top managers felt that the
political process had been over emphasised, and that the CEO’s role in initiating a
strategic process was undervalued. Hence, an important objective in the second data

collection was to explore these comments further.
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In Gjensidige I sent a preliminary draft of the case chapter to the corporation's top
management for comments in addition to having second interviews with a small
number of people. Beside testing out the factual description, these sessions gave me
the opportunity to test out the theoretical categories established as a result of the

within-case analysis.

6.2.3 Internal Validity

Internal validity concerns the validity of the postulated relationships among the
concepts. The main problem of the internal validity as a criterion in qualitative
research is that it is often not open to scrutiny. According to Sykes (1990) the
researcher can always provide a plausible account and with careful editing, may
ensure its coherence. Recognition of this problem has led to calls for better
documentation of the processes of data collection, of the data themselves and of the
interpretative contribution of the researcher (ibid). The discussion of how I met these
requirements was outlined in the section on objectivity/subjectivity above.

However, there are some strengths in using qualitative methods too. First, the flexible
and responsive methods of data collection allow cross-checking and amplification of
information from individual units as it is generated. Respondents' opinions and
understandings can be thoroughly explored. The internal validity results from
strategies which eliminate ambiguity and contradiction, filling in detail and
establishing strong connections in data.

Secondly, the longitudinal study enables one to track cause and effect. Moreover, it
can make one aware of intervening variables (Leonard-Barton, 1990). Eisenhardt
(1989, p.542) states: -

Just as hypothesis testing research an apparent relationship may simply be a
spurious correlation or may reflect the impact of some third variable on each
of the other two. Therefore, it is important to discover the underlying reasons
for why the relationship exists.

6.2.4 Generalisability

According to Mitchell (1983) case studies are not based on statistical inference. Quite
the contrary, the inferial process turns exclusively on the theoretically necessary
linkages among the features in the case study. The validity of the extrapolation
depends not on the typicality or representativeness of the case but upon the cogency of

the theoretical reasoning.
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Hartley (1994) claims (p. 225):

The detailed knowledge of the organisation and especially the knowledge
about the processes underlying the behaviour and its context can help to
specify the conditions under which behaviour can be expected to occur. In
other words, the generalisation is about theoretical propositions not about
populations.

Generalisability is normally based on the assumption that this theory may be useful in
making sense of similar persons or situations (Maxwell, 1992). One way to increase
the generalisability is to apply a multi-case approach (Leonard-Barton, 1990). The
advantage of this approach is that one can replicate the findings from one case study
to another. This replication logic is similar to that used on multiple experiments (Yin,
1993).

Given that I only have two cases to analyse, the replication of findings across the
cases is rather limited. However, by having more than one unit of analysis in each

case the generalisability is strengthened.

6.2.5 Reliability
Reliability focuses on whether the process of the study is consistent, reasonably stable
over time and across researchers and methods (Miles and Huberman, 1994).

In the context of qualitative research, the reliability is concerned with two questions
(Sykes, 1990). Could the same study carried out by two researchers produce the same
findings and could a study be repeated using the same researcher and respondents to

yield the same findings ?

The problem of reliability in qualitative research is that differences between replicated
studies using different researchers are to be expected. However, while it may not be
surprising that different researchers generate different findings and reach different
conclusions, controlling for reliability may still be relevant. Kirk and Miller's (1986)
definition takes the particular relationship between the researcher's orientation, the
generation of data and its interpretation. They say (p. 311):

For reliability to be calculated, it is incumbent on the scientific investigator to
document his or her procedure. This must be accomplished at such a level of
abstraction that the loci of decisions internal to the project are made apparent.
The curious public deserves to know how the qualitative researcher prepares
him or herself for the endeavour, and how the data is collected and analysed.
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My study addresses these requirements by discussing my point of departure regarding
experience and framework, the sampling and data collection procedures and the
analysis of data.

6.3 DATA COLLECTION
As concluded in chapter two, researchers who have reviewed the organisational
stream of merger and acquisition literature have concluded that there are substantive
problems with the literature's data collection methods (Marks, 1982; Hunt, 1988;
Napier, 1989, Larsson, 1990; David and Singh, 1994). Many articles are prescriptive
rather than descriptive, often based on a single observer's view of a single merger case
. with no alternative sources of data. The surveys are often plagued with low response
rates, usage of weak measures and a disregard of how employees below management
experience the merger. Furthermore, the case studies benefiting from theoretical

guidance and systematic data collection are few.

My study responds to these weaknesses by applying a triangulated methodology,
interviewing key multiple perspectives, using two observers in parts of the
interviews and by letting the dissertation framework guide my research. The latter
issue was thoroughly discussed in the first section.

This section is divided in two parts. The first section focuses upon sampling time,
business areas, divisions and sites. The second part examines the data collection
methods applied in the study.

6.3.1 Sampling Time, Business Areas, Divisions and Sites

Sampling time

According to Pettigrew (1990) time sets a reference for what changes can be seen
and how those changes are explained. A good illustration of this phenomenon was
explored in chapter four where the preliminary findings in the DnB-study were
discussed. Here I argued that because the merger process was executed in two
steps, studying the initial phase would only have given me half the picture. A
discussion of how time was sampled in my study is presented in the third section

on data collection.

I have chosen to cover the process by collecting real time and retrospective data at
two points in time with one and a half and two years intervals in the two studies.
Collecting data twice had some interesting implications for my interpretations of
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the data. In the first data collection in the DnB-study for example, I collected
retrospective data about the pre-merger and initial combination phase and real time
data about the second step in the combination process.

Although I got a picture of how the employees experienced the second stage of the
combination process it was too early to assess the effects of this process at that
stage. To do that I entered the organisation two years later and found interesting
effects that I had not predicted the first time. Moreover, it was interesting to
observe how people's attitudes towards the merger processes changed over time to

be more positive and less emotional.

It would be desirable to have had the opportunity to collect data in the pre-
combination processes. However, it is very rare that researchers are given access in
this period. In any case, the secrecy that often characterises this phase implies that
one is often not aware of what is happening until the public announcement. In the
DnB merger for example, only a small group of key people in the bank and the
authorities were informed at the pre-merger stage.

The emphasis in this study though, has been to focus on the post-combination
process. As such the pre-combination events have been classified as contextual
factors. This implies that it has been of foremost importance to collect real time
data after the parties have been given concession to merge or acquire.

What would have been desirable would have been to get access earlier in the post-
combination process. One reason why there is a time lag between the authorities’
concession and the first data collection is the time needed for negotiating access. In
the DnB-study this was further delayed by the change of CEO in the middle of the
process. However, we were fortunate enough to follow the merger process through
another project on the Norwegian‘banking crisis where we interviewed some of the
key participants in the bank.

Regarding the second case I was restricted by the time frame of my dissertation.
Hence, I had to choose between entering the combination process as soon as a
concession was given or entering the organisation at a later stage. In the light of the
previous studies in the field that have failed to go beyond the initial two years, and
my need to collect data about the cultural integration process, I chose the latter

strategy.
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In Table 6.2 below I have listed the periods of time in which I collected data in the

two combinations.

Table 6.2. Data Collection Periods for Studying the Two Combinations

Bergen Bank - DnC | Gjensidige - Forenede

Announcement of intention to October 1989 December 1991
merge/acquire

Concession granted by the February 1990 June 1992

Norwegian government

First data collection Autumn 1991/ Winter 1993/
Winter 1992 Spring 1994

Second data collection Spring 1994 Autumn 1995

Sampling business area, divisions and sites

In both DnB and Gjensidige I chose to concentrate on the core businesses. In DnB
this implied restricting the data collection to the traditional banking activities in
Norway, thus excluding subsidiaries and foreign offices. Similarly, I chose to
concentrate on the traditional insurance businesses in Gjensidige. I collected some
data on Gjensidige’s financial intermediaries, but chose to leave this out in the
analysis to streamline and simplify the case description.

Secondly, I chose to focus on the divisions that had been most affected by the
integration process. This implied that the parts of the organisations that were mildly
affected or not at all.

When choosing sites the main emphasis was on the head offices where the most
important decisions were made and most people affected. In addition I chose to
visit a number of the regional offices to get the local middle managers’ perspective
into the analysis. In DnB I visited 8 regional offices selecting a mixture of former
DnC and DnB managers and the offices most affected. In Gjensidige I visited three
regional offices but went somewhat deeper in interviewing more than one person in

each site.

6.3.2. Data Collection Methods
The triangulated methodology provides stronger substantiation of constructs and
hypotheses and is in line with the case study approach which typically combines
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data-collection methods such as archives, interviews, questionnaires and
observations (Yin, 1989).

I used three data collection methods; in-depth interviews with key informants,
documentary and archive data and observational material. In the following
paragraphs I will discuss the data collection methods and their contribution to the

study.

Interviews

Use of the key informant interviews has been the most important data collection
method throughout both studies. These interviews have provided me with depth,
subtlety and personal feeling (Pettigrew, 1990).

In line with the explorative character of my study the goal of my interviews has
been to see the research topic from the perspective of the interviewee, and to
understand why he or she came to have this particular perspective. To meet this
goal King (1994) recommends that one has "a low degree of structure imposed on
the interviewer, a preponderance of open questions, a focus on specific situations
and action sequences in the world of the interviewee rather than abstractions and
general opinions." Hence, the collection of primary data in this study consists of

unstructured interviews.

King (1994) suggests three sources of topics to be included in the interview guide:
the research literature, the interviewer's own personal knowledge and experience in
the area, and the informal preliminary work such as unstructured discussions with
people that have personal experience of the research area.

In the first phase of the DnB-study (see Table 6.2 above) I used the organisational
stream of merger and acquisition literature and important internal documents
concerning the combinations as input to the guide used in the interviews. As the
interviews continued, the guide was revised and new elements added. In the study
of Gjensidige and in the second stage of data collection in both cases I used the

experience of the previous study as input.

Each informant received an introductory letter from the company presenting me as
the researcher and the purpose of the interview. Moreover, an interview guide that
gave a review of the most important issues to be raised in the intérviews was sent to

most informants,
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In the first data collection in DnB I carried out twenty interviews. In the second
data collection I held another twenty interviews, among them seven people who I
had interviewed before and ten middle managers. See Table 6.3 below.

In Gjensidige I held 29 interviews in the first data collection. In the second data
collection I interviewed six people for the second time in addition to three

interviewees who were new informants. See Table 6.3 below.

Using the key informant approach implies that I as a researcher use participants as
observers and interpreters of the integration process (Van de Ven and Huber, 1990).
The investigator as user of participants faces the problem of identifying the best
key informants and ensuring that they correctly understand the investigator's
queries and that they provide understandable answers (Leonard-Barton, 1990).

Following the desire of depth and studying sub-groups, my aim has been in line
with Pettigrew (1990) to apply a pluralist view describing and analysing competing

versions of reality seen by actors in the combination processes.

I have used four criteria for sampling informants. Firstly, I have drawn informants
from populations representing multiple perspectives. Secondly, I have used
multiple informants within each sub-group to test the validity of the reports.
Thirdly, I have concentrated on selecting mainly key informants because of their
lead role in the organisation or role in the combination process. Fourthly, I selected
some informants that did not participate in the integration projects.

As mentioned above, few studies in the merger and acquisition literature go beyond
the top management level, and many studies only have data from one of the parties
involved in the combination. Moreover, the literature has to a large extent failed to
investigate the sub-cultures in the combinations. I responded to these weaknesses
by selecting informants from three levels in the organisation, from both parties and
from several locations. The distribution of interviewees is outlined below.

The first data collection in DnB was primarily focused on the top management
level. Moreover, most of the middle managers in the first data collection were
employed at the head offices either in Bergen or Oslo. This was compensated in the
second data collection when I included 8 local middle managers in the sample. The
difference between the number of employees interviewed in DnB and Gjensidige is
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primarily due to the fact that Gjensidige has three unions whereas DnB only has

one.

Table 6.3 Distribution of Interviewees

DnB DnB Gjensidige Gjensidige
Phase 1 Phase 2 Phase 1 Phase 2
Level of organisation
- Top management/
board 13 7 10 5 35
- Middle management | 4 10 8 2 24
- Union rep. and
employees 3 3 11 2 19
Organisational
affiliation
- Acquirer 10 7 15 4 36
- Acquired company 9 11 12 5 37
- Neither 1 2 2 5
Localisation
- Oslo 13 12 11 3 39
- Bergen 6 2 8
- Trondheim 10 3 13
- Localisations outside .
headquarter cities 1 6 8 3 18
20 20 29 9 78

The second criteria was to use multiple informants. According to Glick et al.
(1990) an important advantage of using multiple informants is that the validity of
information provided by one informant can be checked against that provided by
other informants. Moreover, the validity of the data used by the researcher can be
enhanced by resolving the discrepancies among different informants’ reports.
Hence, I selected multiple respondents from each perspective.

Third, I chose to focus on key informants who were expected to be knowledgeable
about the combination process. These people included top management members
and managers and employees involved in the integration project.

To validate the information from these informants I also interviewed managers and
employees that had been affected by the process but were not involved in the

project groups.
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In both cases I used contact people within the companies to help me select the key
informants. In addition I used snowball sampling, asking for names of possible

interviewees from the informants.

Morse (1994) claims that the quantity, validity and reliability of the data are
grounded in the skills of the investigator to establish relationships with informants.
"They are achieved through an extended, trusting, and confidential relationship
between the investigator and the informants..." (p. 286). Furthermore, Leonard-
Barton (1990) claims that in longitudinal studies, delegating data-gathering leads to
unacceptable losses in the investigator's grasp of important details.

Fortunately, I had the opportunity to follow the cases from the first data collection
in DnB in 1991 to the last data collection in Gjensidige in 1995. The majority of
the interviews were tape-recorded and hence I could concentrate fully on asking
questions and responding to the interviewees' answers. In the few interviews that
were not tape-recorded, most of which were conducted in the first phase of the
DnB-study, I was fortunate enough to have another researcher presént. This was
useful both to be able to discuss the interviews later and to be given feedback on

my role as an interviewer.

In hindsight however, I wish that these interviews had been tape-recorded despite
the fact that we were two researchers present. Hence, in the next phases of data
collection I tape-recorded all the interviews with two exceptions. These exceptions
were people who strongly opposed the use of this device. All the interviews that
were tape-recorded were transcribed by myself in full, and this provided me with

closeness to and a good grasp of the data.

Documents
In Table 6.4 below I have listed the types of documents used in the analysis.

In Gjensidige I had my own copies of all the documents listed. In DnB I was not
allowed to bring some of the documents listed with me, and as such I spent a
number of days in the bank reading and taking notes. The advantage of this
approach was that I got to know the people working in this part of the bank and met
some of the people whom I later interviewed. In Gjensidige I used the same
approach when copying some of their documents for my own use. All the
documents I requested were provided, both in DnB and Gjensidige, apart from one
document in DnB that had been subjected to selective deposit.
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The documents were helpful in a number of ways. First and most importantly, the
documents were used as inputs to the interview guide and saved time since I did not
have to ask for facts in the interviews. The documents were also useful for tracing
the history of the organisations and statements made by key people in the
organisations. Third, the documents were helpful in counteracting the biases of the

interviews.

Table 6.4 Documents Used in Analysis of the Combinations

Gjensidige DnB

Strategic plan for 2000 McKinsey reports from the pre-merger phase

Reports from the integration project groups Reports from the integration project groups

Report from the recruiting committee Guidelines for selecting and positioning in 1990

Internal letters Minutes from top management integration
groups

Letters to the Norwegian authorities Written submissions for the concession

Declaration of intentions application

Internal job announcement magazines Merger prospect

Report from employee survey Articles from the press

Internal newsletters Annual reports

Articles from the press Publications and documents from the banking

Annual reports crisis projects

Acquisition prospect

Union magazines

Publication from the Association of Norwegian

Insurance Companies

Direct observation

The major strength of direct observation is that it is unobtrusive and does not
require direct interaction with participants. Moreover, one has the flexibility to
yield insights into new realities or new ways of looking at old realities (Adler and
Adler, 1994).

Observation produces rigour when it is combined with other methods. By
providing the researcher access to group processes, direct observation can confront
the researcher with discrepancies between what people said in the interviews and
causal conversations, and what they actually do (Pettigrew, 1990).

The problems of observational research lie in the area of validity, i.e. observers are
often forced to rely exclusively on their own perceptions (Adler and Adler, 1994).
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The are four modes in which an observer may gather data. These include (1) the
complete participant who operates covertly, concealing any intention to observe the
setting; (2) the participant-as-observer, who forms relationships and participates in
activities but makes no secret of his intentions to observe events; (3) the observer-
as-participant, who maintains only superficial contact with the people being
studied; and (4) the complete observer, who merely stands back and eavesdrops on
the proceedings (Waddington, 1994).

This study makes use of the second and third mode. The use of the participant-as-
observer mode which a lot of ethnographic research is based on, is rather limited in
this study. There are three reasons for this. Firstly, the time available for collecting
data was limited, and my judgement was that interviews made more effective use
of this limited time than extensive participant observation. Secondly, people were
rather reluctant to let me observe these political and sensitive processes before they
knew me better and felt they could trust me. I was dependent on starting the data
collection before having built sufficient trust to observe key groups in the

integration process.

Nevertheless, Gjensidige gave me access to study two employee seminars to acquaint
myself with the organisation. Here I admitted more role as an observer but
participated fully in the activities.

Regarding the third mode, observer-as -participant, I attended a top management
meeting at the end of the first data collection in Gjensidige and observed the

respondents during interviews and in more informal meeting such as lunches. All
these observations provided me with an opportunity to validate the data from the

interviews.

Interestingly, both DnB and Gjensidige started to open up for more extensive
observation when I was about to leave Norway. By then, I had built up the trust
needed to undertake this approach. Unfortunately, this came a little late for me to take

advantage of it.

6.4 DATA ANALYSIS

Published studies generally describe research sites and data collection methods, but
give little space to the discussion of the analysis (Eisenhardt, 1989). Thus one
cannot follow how a researcher arrives at the final conclusions from a large volume
of field (Miles and Huberman, 1994).
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I intend to respond to these weaknesses by going through the stages by which my
data was reduced and analysed. This involved establishing the chronology, coding
and writing up the data according to phases and themes, introducing organisational
integration into the analysis, comparing the cases and applying the theory. These
phases will be discussed accordingly.

The first step in the analysis was to establish the chronology of the cases. This was
done by use of internal and external documents. The chronologies are included in the

appendixes of each chapter.

The next step was to code the data into phases and themes reflecting the factors and

features in the dissertation framework. For the interviews this implied marking the
text with a specific phase and a theme and grouping the paragraphs on the same theme
and phase together. The same procedure was followed in organising the documents.

I then wrote up the cases using phases and themes to structure them. Before starting to
write up the cases, I scanned the information on each theme, built up the facts and
filled in with perceptions and reactions which were illustrative and representative of
the data.

The documents were first and foremost useful in establishing the facts, but they also
provided me with some perceptions and reactions that were validated in the
interviews. This included documents such as internal letters, internal newsletters and
articles from the press. The interviews were less factual as intended and provided me
with input to assess the perceptions and reactions. The limited observation was useful
to validate the data from the interviews. The result of this step was two descriptive

cascs.

To make each case more analytical I introduced the three dimensions of organisational
integration into the analysis. This helped to focus the case and to develop a framework
that could be used to compare the cases. The cases were now structured according to
phases, organisational integration and themes reflecting the factors and features in the
dissertation framework. The result of this step is outlined in chapter 7 and 8.

All these steps were made to make me more familiar with each case as a stand
alone entity. This is a process that according to Eisenhardt (1989, p. 540):
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... allows the unique patterns of each case to emerge before the investigators
push to generalise patterns across cases. In addition it gives investigators a rich
familiarity with each case which, in turn, accelerates cross-case comparison.

The comparison between the cases provided the next step in the analysis. Here I used
the categories from the case chapters, filled the features and factors and compared and

contrasted the findings.

The idea behind cross-case searching tactics is to force investigators to go beyond
initial impressions, especially through the use of structural and diverse lenses on the
data. These tactics improve the likelihood of accurate and reliable theory, that is,
theory with close fit to the data (Eisenhardt, 1989).

Now I had a number of overall themes, concepts and relationships that had

emerged from the within-case analysis and cross-case comparisons. The next step
was to compare these emergent findings with theory from the organisational field
of mergers and acquisitions and literature from the four perspectives discussed in

chapter five.

This method of generalisation is "analytical generalisation" in which a previously

developed theory is used as a template with which to compare the empirical results
of the case study (Yin, 1989). This comparison of emergent concepts, theory or
hypotheses with the extant literature involves asking what it is similar to, and what
does it contradict, and why. The key to this process is to consider a broad range of
theory (Eisenhardt, 1989). On the whole, linking emergent theory to existent
literature enhances the internal validity, generalisability, and theoretical level of
theory building from case research.

According to Eisenhardt (1989, p. 544) examining literature that conflicts with the
emergent literature is important for two reasons

First, if the researcher ignores conflicting findings, then confidence in the
findings is reduced. Secondly, and perhaps more importantly, conflicting
literature represents an opportunity. The juxtaposition of conflicting results
forces researchers into a more creative, framebreaking mode of thinking than
they might otherwise be able to achieve. The result can be deeper insight into
both the emergent theory and conflicting literature, as well as sharpening the
limits of generalisability of the focal research.
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Similarly, she claims that literature discussing similar findings is important because
it ties together underlying similarities in phenomena not normally associated with
each other. The result is often a theory with a stronger internal validity, wider
generalisability and higher conceptual level.

The analytical generalisation in my study includes exploring and developing the
concepts and examining the relationships between the constructs. In carrying out
this analytical generalisation I act on Eisenhardt’s (1989) recommendation to use a
broad range of theory. First, my findings are compared and contrasted with the
organisational stream on mergers and acquisition literature of which the framework
is built. Then I draw from the four other theoretical perspectives outlined in chapter
five, and study how these perspectives can contribute to my understanding of the
findings. Finally, I discuss findings that cannot be explained by the merger and
acquisition literature nor the four theoretical perspectives.

6.5 SUMMARY

This chapter was divided into four parts; research design, validity and reliability, data
collection and data analysis. In the first section I argued that the nature of the research
questions set the requirements for an exploratory in-depth study able to cover
sensitive issues and the contextual, historical and processual nature of the study. I then
discussed how the longitudinal comparable case study fitted these requirements as

opposed to other approaches.

In the next section on validity and reliability five criteria were examined. I started to
discuss the objectivity criteria and how this study has responded to it. Next, I
concluded that the longitudinal comparative case study provided a strong design in
terms of construct and internal validity. Moreover, I argued that the form of
generalisability in these types of studies as opposed to quantitative is fundamentally
different and follow the replication technique of quasi experiments. As for reliability,
I argued that this criterion was relevant in qualitative as well as quantitative research.

In the third section the sampling and data collection procedures were addressed. The
sampling procedures included the rationale behind the selection of time periods,
business areas, divisions and sites. In the next sub-section the data collection
procedures including interviews, documents and observation was discussed. The main
emphasis was on the key informant interviews that provide the most important input

to the analysis.
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The last section in the chapter examined the process of data analysis. Here I presented
the steps involved,including establishing the chronology, coding and writing up the
data according to phases and themes, introducing organisational integration into the

analysis, comparing the cases and applying the theory.
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Chapter 7: -
Gjensidige’s Acquisition of Forenede

7.1 INTRODUCTION
In the introductory chapter I stated that the purpose of the dissertation was to (1) identify
the factors and features that facilitate or impede organisational integration, and (2) study

how the task, political and cultural dimensions of organisational integration interrelate
and evolve over time. There are three aspects of these research questions. The first
concerns the dissertation’s outcome variable, organisational integration, which was
discussed in chapter three. In that chapter I suggested that organisational integration
should include three dimensions being integration of tasks, unification of power and

integration of identities and cultures.

The second aspect concerns identification of factors and features. One of the main
purposes of the review of the organisational stream of merger and acquisition literature
in chapter two was to identify possible candidates for inclusion in the dissertation
framework. These were grouped into contextual factors and features of integration.

Finally, the third and last aspect regards the process of integration, i.e. the study of how

organisational integration evolves over time.

I have chosen to structure this chapter according to the first and third aspect, i.e.
organisational integration and process of integration. The first dimension reflects the three
constructs in the organisational integration variable; (a) integration of tasks, (b) unification
of power and (c) integration of cultures and identities. The second dimension includes the
four phases in the acquisition process; (1) historical background and strategic objective, (2)

pre-combination, (3) initial combination and (4) path towards organisational integration.
The structure of the chapter is outlined in Table 7.1. below.

The themes discussed in this chapter draw upon the contextual factors and features of
integration proposed in chapter four, with some minor changes. Regarding the features of
integration, the allocation of positions and functions has been divided into three parts;
organisation of a new entity, allocation of senior positions and functions and positioning
and downsizing. Participation has been extracted from the organisational integration
process. Interventions have been cut out because of this feature’s minor contribution to the
understanding of the organisational integration process in the cases. Regarding the
contextual factors, strategic objective has been restricted to potential gains and
organisational fit is included in the historical backgrounds.
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Table 7.1 Structure of Chapter 7

PHASE 1 PHASE 2 PHASE 3 PHASE 4

Phases Historical Pre- Initial combination The Path towards
background and combination Organisational
Strategic objective Integration

TASK } Potential gains Regulatory authorities | Regulatory authorities | Economic climate and
realisation of gains
Discretionary slack Realisation of gains
Regulatory authorities
POWER Balance of power pre- | Balance of power Organisation of Economic climate and
combination integration process power relationships
Organisation of new Change in key
entity management positions
and structure
Allocation of senior
positions and
functions
CULTURE Historical Friendliness and Reactions and Economic climate and
backgrounds reactions expectations downsizing

Merger or acquisition
regime

Positioning and
downsizing

Participation

Information and
communication

Structural changes

I have included a review of the chronologies of the second and third phases in appendix 7.1.

7.2 PHASE ONE:
HISTORICAL BACKGROUND AND STRATEGIC OBJECTIVE
Before Christmas 1991

7.2.1 Introduction

From the mid 1980s Gjensidige’s strategy was to grow substantially in the market for life-
assurance. After a few years the corporation realised this expansion strategy would be difficult
to achieve by purely organic growth. Forenede which was about half the size of Gjensidige,
seemed to suit the aims Gjensidige was seeking, and the unstable ownership situation in
Forenede made this company a viable candidate for acquisition.

Gjensidige faced a number of challenges in trying to acquire Forenede. Firstly, knowing that
Forenede’s strategy was to keep Forenede as an independent entity rooted in the Trondheim
community, Gjensidige saw no choice but to make an unfriendly take-over attempt. This
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would imply a real fight and probably involve much commotion and publicity. Moreover,
Forenede’s articles of association implied that there was a substantial risk involved.

Secondly, Gjensidige faced the challenges of combining the two different organisations.
These main differences are outlined in Table 7.2.

Table 7.2. Features of Gjensidige and Forenede

Gjensidige Forenede
Dominant activity Non-life insurance Life assurance
Head office Oslo Trondheim
Organisational Co-operative Line management
structure
Decision-making Participative Centralised
process Time consuming Swift
Core competencies Technical skills Marketing skills
Personnel Caring Harsh
policy Low turnover High turnover

This section will be divided into three main parts which will discuss the implications for the
integration of tasks, unification of power and integration of cultures and identities. In the first
sub-section I discuss potential gains in the combination and discretionary slack. This is
followed by a description of the balance of power between the parties before Gjensidige made
its offer to Forenede. Finally, I review the historical background and discuss the acquisition

regime chosen.

7.2.2 Tasks

Potential gains

When Helge Kvamme became CEO in Gjensidige in 1986, he initiated a strategic process in
the company leading to an ambitious strategy to expand in the market for life assurance. In
line with Gjensidige’s traditions this expansion strategy was strongly rooted in its co-
operative organisation. After a few years, the management realised that it would be difficuit
to obtain the growth it aimed at by purely organic growth. Hence, Gjensidige started to look
for possible candidates for a merger, acquisition or some form of alliance.

By gaining a larger share on the life assurance market Gjensidige would obtain both
economies of scale and scope. This was particularly important regarding the substantial
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investments in computer technology, investments that had accelerated in the changing
regulatory environment. Moreover, a merger would be beneficial if it was to maintain
itsGjensidige’s full range of products and fine-meshed network of distribution, the latter being
perceived as one of Gjensidige’s competitive advantages in the market. Third, Gjensidige’s
operations were unevenly distributed between non-life insurance and life assurance, and its
opportunities from cross-selling the two product ranges were far from utilised.

Forenede was about the same size as Gjensidige in the life assurance market, and there was a
high potential for reducing the relative costs by merging the operations. Secondly, by
merging operations, the number of customers with both life and non-life insurance contracts

would increase substantially.

Forenede was also considered an interesting candidate because of its attractive portfolio of
professional associations and trade organisations. Furthermore, Gjensidige was attracted to
Forenede’s competence within marketing and its ability to motivate its sellers. This core
competence in Forenede will be further discussed in section 7.2.4 below. .

Discretionary slack

Gjensidige was a co-operative organisation which in 1991 consisted of Gjensidige
Skadeforsikring and Gjensidige Livsforsikring and a number of independent and local fire-
insurance companies. All entities were mutual insurance companies, meaning that the policy
holders were the owners of the company and were represented on the boards. According to
Gjensidige’s top management this structure allowed the company to plan and act with a long-
term perspective, not having to adjust to short-term pressures from shareholders.

Gjensidige was among the most profitable and solvent companies in the insurance industry, in
particular in the non-life insurance sector which traditionally had been its dominant activity.
As for its co-operative ownership structure, this strong financial position gave Gjensidige’s
management the opportunity to act on a long-term basis. In addition it gave the corporation
resources to spend in facilitating the cultural integration process.

Implications for task integration

The plans for realising gains had important implications for the integration of tasks. First, to
maximise cost reductions, a high level of integration would probably be desirable. However,
this high level of integration was not necessarily compatible with preserving, and over time,

transferring the core competence from Forenede.
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Moreover, Gjensidige’s ownership structure and financial resources would possibly affect the
pace and extent to which synergies were realised. Firstly, synergies would probably be
realised over time. Secondly, the‘ pressure for realising gains might not be as strong as in a

shareholder company with limited slack resources.

7.2.3 Power

Balance of power pre-merger

Both Gjensidige and Forenede had three major operations; life assurance, non-life insurance
and financial companies. In Gjensidige the financial companies accounted for less than 20 per
cent of the total assets and less than 10 per cent of the employees in 1991. In Forenede the
financial companies accounted for 13 per cent of the total assets and 20 per cent of the
employees. Since the bulk of the corporation’s business was in the sectors of life and non-life

insurance, I will concentrate on these sectors.

In terms of premium volume and man-labour years Gjensidige was more than twice the size
of Forenede. However, these differences in size were unevenly distributed between the non-

life and life assurance sectors, see Table A7.1.

Gjensidige was the second largest company in the market for non-life insurance in 1991 with
a 15.7 per cent market share and was more than five times the size of Forenede in terms of
premium volume. Forenede was the seventh largest company in the industry with a 2.8 per
cent market share including Forenede Norge. Though Gjensidige was more profitable than
Forenede and had a higher solvency margin, both companies performed well in comparison to
the industry as a whole. Gjensidige had traditionally been the low cost producer in the market.
The main reason for the relatively high costs in Forenede was that its portfolio was too small

to reap economies of scale.

In the life assurance sector Gjensidige had gained market share in the past few years and in
the early 1990s the size of the two companies’ operations were approximately equal. Both
Gjensidige and Forenede had higher operating expences than their main competitors. This was
mainly due to the fact that both companies had a large part of their portfolio in the labour
intensive private sector and substantial fixed investments in computer technology. However,
whereas the relative costs in Gjensidige were reduced from 1990 to 1992, the trend in

Forenede was one of increasing costs.

Forenede was listed on the Oslo Stock Exchange in 1981. In 1984 a new group of
shareholders entered the company, and these shareholders were in constant opposition to the
majority of the shareholders. Gaining influence in the Forenede Corporation was extremely
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difficult due to the strict articles of association. These articles stated that no shareholder could
own more than 10 per cent of the company, or vote for more than 5 per cent. The reason for
limiting the shareholder’s influence in this manner was to keep Forenede as an independent
company situated in Trondheim. The shareholders entering Forenede in the middle of 1980s
were strongly restricted by this articles, not the least because they were consolidated as a

group.

In the early 1990s the market started to react to the unstable ownership situation in Forenede,
and the share price in the corporation fell from above 200 NOK in the Spring 1990 to just
above 100 NOK in the Autumn 1991. On 10th October 1991 Gjensidige’s Asset
Management Division made a financial investment in Forenede, buying 8.8 per cent of its
shares for 115 NOK. This acquisition of shares triggered the minority shareholders in
Forenede to offer their shares to Gjensidige.

Implications for unification of power

At the time when Gjensidige made its offer to Forenede’s management, Gjensidige was a
larger, more profitable, less cost-intensive and more solvent company than Forenede. The
differences in size would probably have significant implications for the integration process in
the non-life insurance sector where Gjensidige was substantially larger than Forenede. The
differences in profitability and level of relative costs would probably have less impact since
Forenede was known to be a profitable and attractive company.

The unstable ownership situation implied that a large part of Forenede’s shares could come
into play if the minority shareholders represented by the Kinnevik group were offered an
opportunity to withdraw from the company. Hence Forenede's ability to pursue its primary
goal to survive as an independent Trondheim company was weakened.

7.2.4 Cultures and Identities

In this section I examine the historical background of Gjensidige and Forenede
respectively. It is important to emphasise that the description of the corporations focuses on
the differences rather than the similarities. The reason for this somewhat biased focus is to
detect the areas in which problems of integration are likely to occur. A more thorough
description of the two companies is included in appendix 7.3.

Dominant activity. The dominant activity in Gjensidige’s insurance business was non-life
insurance. Although the corporation had expanded its life assurance business substantially in
the late 1980s, non-life insurance was still dominant. Life assurance was sold as a
supplementary product to non-life insurance utilising the opportunity of cross-selling products
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in Gjensidige s fine-meshed network of offices. Gjensidige’s strategy was to expand further
into the market of life assurance to utilise this opportunity of cross-selling.

The core activity in Forenede was life assurance. Non-life insurance was sold as a
supplementary product to life assurance. Forenede’s strategy was to grow in the non-life
insurance sector which was quite a profitable business for the company.

Head offices. Forenede's head office was situated in Trondheim. However, a substantial part
of Forenede's operations took place in Oslo, and indeed there were more employees in Osla
than in Trondheim in the life assurance operations. As various positions and functions were
re-allocated to Trondheim, the employees in Oslo began to feel insecure about their future in
the company. Thus, the tension between Trondheim and Oslo was increasing.

Gjensidige’s head office was in contrast situated in Oslo close to key corporate customers and

the Norwegian authorities.

Decision-making. In 1991 Gjensidige had five regions with full business responsibility in
addition to a number of legally independent mutual fire insurance companies and regional
units, with 200 sales offices altogether. Although these entities were legally independent with
full business responsibility and their own board of directors which appointed the managing
director, there was a strong interdependence between the independent entities and the central
units. This interdependence was reflected in group loyalty, commitment and co-operation.

Because of this constitutional structure the central units were not in position to command the
legally independent units to follow their instructions, but had to "sell" their ideas and
opinions. Managers and employees in Gjensidige describe decision making in the corporation
as a democratic, time-consuming process where a large number of people were invited to

participate and influence the process.

Forenede had a line management with centralised control in the Trondheim head office.
Managers and employees in both Gjensidige and Forenede describe Forenede as a
commanding organisation where a decision was taken at the top and expressed as an order
through the system. In contrast to Gjensidige where there was a lengthy and time-consuming
debate before making important decisions, the decisions in Forenede were made in a swift and

dynamic manner.

Core competence and marketing approach. The core competence in Gjensidige were in the
area of technical insurance. The corporation had a separate unit of development in this area.
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Both in Gjensidige Skade and Gjensidige Liv professionals held the key management

positions.

The driving force in Forenede was the marketing unit. This unit not only directed the
corporation’s marketing and sales initiative, but also product development in the corporation.
Few professionals in Forenede were involved in product development, and no department was
dedicated solely to this purpose.

Gjensidige’s reward systems were directed towards preserving its customers, apparently no -
matter how much they contributed to the total earnings. Compared to Forenede, Gjensidige
was less focused on selecting specific customer segments and less outreaching.

In Forenede, there was a close relationship between the assurers and the marketing
management, and the insurance sales people were followed up on a daily to weekly basis. The
assurers were rewarded and assessed in a manner that stimulated the sale of new insurance,

more than the maintenance of customer relations.

Personnel policy. One of the most prevalent features of Gjensidige’s culture as described by
managers and employees of both former organisations was its caring orientation which was

reflected in its attitude towards its customers.

The turnover in Gjensidige was extremely low. In the central units, it was below the average
for the country, in the local units there was hardly any turnover at all. Gjensidige’s caring
culture was also reflected in the organisation’s reluctance to lay off people.

The persohnel policy in Forenede was in contrast quite harsh. The corporation had a high rate
of turnover among its insurance agents. To lay someone off was perceived as mere routine in
the company, and respondents claim that the company controlled their insurance agents by the

means of threats.

Acquisition regime

To maximise the values of Forenede, Gjensidige decided not to act as an acquirer once it had
gained control over the company, but to treat Forenede as an equal party. In line with this
approach Gjensidige made a number of concessions in a letter of declaration to Forenede’s
board of directors. The rationale for this strategy is illustrated in the following statement from

a representative in Gjensidige’s top management group:

If one organisation is substantially larger, then the larger and the leading
organisation in the merger has a choice between two strategies. One strategy is to
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choose the victor’s course, and cut off what can’t be used in the smaller organisation
and capitalise whatever possible. But one can also choose another strategy. Because
of one’s size one can afford to take longer to seek out what is valuable in the smaller
organisation.

We have chosen the latter strategy, because we believe this is a better way of
securing the long-term values... Psychologicaly speaking, this variant has an
important advantage. The people coming from the small organisation will not
perceive this as a threat, and in addition, the large organisation will not feel run over
because it is so big and is the owner anyway.

By presenting this approach to the broad layer of management in the company and giving
them a chance to have a say, Gjensidige committed their leading managers to this approach.

The declaration of Gjensidige’s intentions was made on request from Forenede’s board of
directors after the first meeting between the two boards of directors in Gjensidige and the
board of directors in Forenede on 15th December 1991. The declaration was made out by
Gjensidige’s top management and according to representatives from the top management
became a kind of a constitution for the process. This declaration contained a number of
important concessions on behalf of Gjensidige, and demonstrated the corporation’s attitude

towards Forenede as an equal party in the process.

The most important concessions made in this document sent to Forenede’s board of directors
20th December 1991 are outlined in appendix 7.4.

Implications for integration of cultures and identities
The structures and cultures in Gjensidige and Forenede were fundamentally different in many
respects. However, this did not mean that they necessarily were incompatible.

First, the dominant activity in Gjensidige was non-life insurance as opposed to Forenede
where there was a dominance of life assurance. However, both companies were aiming for a
better balance between the two sectors. Hence, they fitted each other very well.

Secondly, the joint corporation faced the challenge of either maintaining both head offices or
choosing between them. Maintaining both head offices would probably facilitate the cultural
integration in the short term signalling to the employees in the Forenede organisation their
value to Gjensidige. However, in the long run, this could result in the preservation of two
cultures, and hence have a negative effect on cultural integration.
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The organisational structures were incompatible. However, Gjensidige made it clear at an
early stage in the process (see the concession made in appendix 7.4) that its co-operative
structure would be chosen at the expense of Forenede’s line mangement structure.

Other areas where the two organisations seemed to be incompatible were the decision-making
process and personnel policy. As for the organisational structureS, a choice probably had to be
made between them, and it is probable that this choice would be influenced by the area
managers and the relative strength of the organisations.

As for core competencies, they seemed to be compatible, and the new organisation could
benefit from having strong skills within technical insurance and marketing. Nevertheless, the
new company would have to make changes in the reward and incentive structure to fit this

mixture of core competencies.

An acquisition regime that stressed the preservation of key features in Forenede and invited
participation had the potential to make up for some of the negative impression an unfriendly
take-over would make on the management and employees in Forenede. However, to have a
lasting positive effect on cultural integration, Gjensidige would have to act on their promises

in the post-acquisition process.

7.2.5 Summary

Implications for the following phases. Due to Gjensidige’s high discretionary slack, i.e.
strong financial position and its co-operative structure, it is likely that gains would be
realised over a long-term perspective. Hence, the realisation of gains would be pursued both
in phase three and phase four.

The power relationship between the parties, in particular the ownership structure in
Forenede, would probably influence the negotiation positions in phase two. Moreover, the
size distribution was likely to affect the organisation of integration process and a new entity

and the allocation of positions and functions in phase 3.

Some of the potential conflicting features of the two organisations had already been
resolved at this stage. However, it is probable that some of these incompatibilities would
not be determined until the fourth phase of cultural integration, particularly if the

management allowed ambiguity to exist.

It was also likely that the background characteristics would shape the reactions of the

employees in phase two and three.
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Relationships between task, power and culture. Regarding merger and acquisition regime,
Gjensidige stated in the declaration of concessions that it wanted to preserve a number of
key features in Forenede such as the head office in Trondheim and its life assurance entity.
In the above discussion I argued that this approach would probably facilitate the cultural
integration in the short term. However, preservation would also influence the integration of
tasks, and probably impede the realisation of gains.

Secondly, I argued that the differences in power would influence the allocation of positions -
and functions and organisation of a new entity and process. A biased distribution would

probably facilitate the unification of power. However, this could have a negative effect on
the integration of cultures by signalling that one organisation was inferior to the other.

7.3 PHASE TWO:
PRE-COMBINATION
December 1992 - Autumn 1992

7.3.1 Introduction

The prelude to Gjensidige’s acquisition of Forenede was the unstable ownership situation in
Forenede. This brought Gjensidige in a position where a take-over of the long desired
Forenede became possible. By the time Gjensidige made contact with Forenede they had
entered option contracts to buy 46 per cent of the shares in Forenede at a price of 145 NOK,
30 NOK above the prevalent market price.

Late at night on the 10th December Jan Willy Hopland, the CEO of Forenede, received a
telephone call from Gjensidige requesting him to enter into a co-operative agreement. If not,
Gjensidige would inform the Oslo Stock Exchange of its intention to acquire Forenede the

following morning.

During that night Jan Willy Hopland got in touch with his board of directors and they agreed
to invite Gjensidige to a discussion on the issue. However, the board emphasised that their
primary goal was still to keep Forenede as an independent company. Gjensidige’s and
Forenede’s board of directors meet on 15th December 1991, after which Gjensidige made a

written declaration of its intentions as mentioned above.

When the news of Gjensidige’s intentions reached the newspapers, the CEO of Codan in
Denmark, owned by the British Sun Alliance, got in touch with Jan Willy Hopland and
offered to buy shares at a price of 200 NOK.
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In a meeting 6th January the board of directors in Forenede approved both the offers, but
recommended Codan because the shareholders’ interests would be best served with Codan as
the acquirer. Nevertheless, the question of concession was up to the government. Hence, the
board of directors chose to await the government’s decision before making a final

recommendation to the shareholders in Forenede.

This section will be divided in three parts. First I discuss the role of the regulatory
authorities and its implication for the integration of tasks. This is followed by, an
examination of combination climate and balance of power and their influence on the
unification of power. Third, I explore how the reactions to the take-over affected the

integration of identities and cultures.

7.3.2 Tasks

Role of regulatory authorities

The concession applications from Gjensidige and Codan put the Norwegian government in a
rather difficult position. In 1990 the government had approved the merger between UNI and
Storebrand. As a result of this merger, one company became very dominating in the
Norwegian insurance market holding market, shares of 37.8 and 30.5 per cent in non-life and
life assurance respectively. Hence it would be difficult for the authorities to turn down the

application on the grounds of higher market concentration.

The Norwegian government faced three difficult issues in this process. The first was related to
the fact that there were two applicants and the government had to decide whether they would
grant concession to both, one of them or neither. Both Gjensidige and Codan expressed that

they preferred their preference for a solution in which concession was given to one party.

Secondly, a group of shareholders refused to redeem their option contracts with Gjensidige
after Codan offered to buy shares at a much higher price. In the beginning of June, the court
ruled against the group that had sold options to both Gjensidige and Codan, and thus gave
Gjensidige the right to claim 22 per cent of the group’s shares.

Third, there was the issue of whether concession should be given to a Norwegian or a foreign
company. If the government did not grant Codan concession, this could be perceived as a
negative signal for foreign investors. On the other hand, there were strong pressure groups

whose desire was to keep Forenede in Norwegian hands.
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The government’s final decision in favour of Gjensidige was not made until 30th June 1992.
The concession was made on the condition that Gjensidige obtained two thirds of the shares
by the end of August 1993 and owned Forenede wholly from the end of August 1993.
Furthermore, Gjensidige had to make a special application if the corporation planned to
change the legal structure of the Forenede Group.

Implication for task integration

The difficult issues the Norwegian government faced in processing the applications seemed to
prolong the process towards integration of tasks. Moreover, the conditions stated in the
approval implied that Gjensidige had to continue sending applications to the government in
the post-integration process and risk further delays.

7.3.3 Power

Balance of power

In the pre-acquisition process there was a clear winner and a loser. It was a process in which
Gjensidige took control over Forenede step by step against the latter company’s will. The first
step was to gain control over the supervisory board, which in turn could appoint a new board
of directors. The day before the concession was granted there was a shareholder’s meeting in
Forenede. At this meeting Gjensidige proposed electing a new supervisory board to better
represent the composition of shareholders. To Forenede's disappointment the majority of the
shareholders voted in favour of Gjensidige’s proposal.

The problem of changing the articles of association was solved when Forenede ran into
liquidity problems in the Autumn 1992. Forenede was in a position where one of its loans was
due and had to be renewed. Gjensidige offered to solve Forenede’s problems through a private
placement on condition that the articles of association were changed. Hopland, F orenede’s
CEO, worked hard to try to find alternative solutions to the corporation’s liquidity problems.
However, the banks that were willing to grant loans were incapable of doing so because of
Gjensidige’s position in Forenede. When no other alternative remained, Forenede finally

accepted the offer from Gjensidige.

Although the authorities had granted Gjensidige concession, Codan still had the potential for
blocking the acquisition by its 10 per cent ownership in Forenede. However, at the end of
October Codan entered into a contract with Gjensidige to sell its shares in Forenede. This
agreement to sell left Codan with a loss of 40 million NOK.

As time went by, it became apparent to Forenede's managenient how well planned
Gjensidige’s attempt to acquire Forenede had been. By choosing to act through options
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Gjensidige only took a limited risk, and the corporation never left its initial valuation of
Forenede. Before the take-over plans became known to Forenede, 70-80 people in Gjensidige
were involved. Approximately half of these worked in various committees with the main

emphasis on pre-acquisition issues.

In Forenede the discussion of a possible change of ownership seemed to be concentrated
round Jan Willy Hopland. In line with earlier practice, Jan Willy Hopland used most of his
time dealing with the conflicts of ownership himself, and he only involved his management
team to a limited extent. This lack of involvement made the management group feel
somewhat left behind in the process, wishing that Hopland had involved them more and at an

earlier stage in the process.

Moreover, because this was an unfriendly acquisition it was difficult for the management and
employees in Forenede to prepare themselves for the forthcoming process. One
representative from the top management in Gjensidige says:

I don’t see how they could prepare themselves for both outcomes. They knew the
intentions, they knew Gjensidige’s organisation, but they did not know the strategy
nor were they allowed to attend strategy meetings about the forthcoming process. I
do not think they mentally or otherwise accepted that Gjensidige’s intention to
acquire Forenede could become reality.

Furthermore, a key representative from the Forenede organisation says:

We did some thinking, but more in terms of the fears we had. We did not make any
constructive plans for that scenario. The starting point was that one was not going to
go through with the take-over if it was not regarded as positive in the management
and steering bodies. We experienced this as so unfriendly that we had problems
seeing that we were being invited to real participation.

Implications for unification of power

Beside being the acquirer, Gjensidige had the advantage of being much better prepared than
Forenede for the forthcoming process. This strength, together with the power bases
discussed in the previous section, implied that Gjensidige was in a position to choose alone
how to organise the process and the new entity and whom to allocate to key positions.

7.3.4 Cultures and Identities
Friendliness and reactions
In the notice of the meeting between the boards of directors dated 12th December 1991,

Gjensidige wrote the following:
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Gjensidige has no desire to go through with an acquisition of Forenede if we cannot
find solutions that will give a reasonable degree of satisfaction in both
organisations. We wish to have a close and positive dialogue with Forenede's board
of directors and top management.

However, the move was definitely perceived as unfriendly by Forenede, particularly in
Trondheim. In an interview with Adresseavisa on 16th January 1992, Jan Willy Hopland
expressed his opinions about the take-over attempt and said that if Gjensidige had seriously
wished Forenede’s co-operation, the invitation would have been made in another manner.

The effect of the unfriendly take-over attempt seemed to be two-fold. According to one
employee, the company became more closely-knit in this period, and people joined forces to
fight the take-over. Thus the battle had a cohesive effect on the employees in Forenede.

Secondly, the unfriendly atmosphere meant that there little or no contact between the two
parties. Because of this battle, the relationships between the employee groups became very
tense. One union representative from Gjensidige gives a picture of the situation:

It was a time characterised by fronts... Nobody dared talk to me, I belonged to the
enemy, Gjensidige... In hindsight I think we should have been better at establishing
contact and seeing our common interests as employees at an earlier stage... In our
union we confused taking contact with siding with the enemy.

However, there were mixed feelings in Forenede as to which company would serve their
interests best. The top management’s perception was that the extent of change would be much
higher if Gjensidige took control over Forenede, than if Codan did. Their preference would be
to merge with Codan.

The employees would have preferred to maintain the status quo, but regarded Codan as the
lesser of two evils. Their judgement was that their jobs were probably more secure if Codan,
rather than Gjensidige, was to take over Forenede. To understand the reactions in Trondheim
it is important to take into consideration that the bulk of Forenede’s non-life operation was
situated in Trondheim. It was quite clear from the declaration of Gjensidige’s intentions that
Forenede’s non-life operations were to be integrated into Gjensidige’s local entities. Hence,
about a hundred employees would become superfluous in Trondheim.

For the employees in Oslo, Gjensidige represented an important alliance partner. They had
recently experienced the removal of important functions to Trondheim. Although the
employees in Oslo never expressed their opinions in public, they signalled their preferences
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privately to Gjensidige’s top management. This is illustrated in the following quotation from

a representative of the top management:

I had a network of Forenede employees passing me information. Today I can
honestly say that I never asked for it, but they came to me. These were even union
people, though not situated in Trondheim. They balanced the picture, because there
is no doubt that what came from Trondheim... gave a biased picture of the opinions
of the organisation as a whole.

One employee in Trondheim says he felt he had two fronts to fight in this battle; Gjensidige.
and the employees in Oslo. He claims that the employees in Oslo were more concerned about
their own jobs than being loyal to Forenede as a company.

Implications for the integration of cultures and identities.

The unfriendliness that characterised the pre-acquisition process had two major effects. First,
it had a cohesive effect on the employees in Forenede in bringing them closer together.
Secondly, it implied that the contact between the two parties was kept at a minimum. Both
these effects would be expected to influence the integration of cultures and identities

negatively ,enhancing the individual corporate identities.

However, because there were diverse opinions about which company would serve the
interests of Forenede best, this effect was somewhat moderated. It is also interesting to note
that the differences in reactions can to a large extent be traced back to the history of Forenede

discussed in phase 1.

7.3.5 Summary

Implications for the following phases. By conditioning the concession the authorities still
had a role to play in the post-acquisition process. In particular one would expect that the
authorities’ processing of applications would influence the pace of task integration in the
forthcoming phase.

During the pre-acquisition phase the differences in power became very apparent. Hence it
was up to Gjensidige to decide how to deal with important issues in the initial combination
process. These were issues such as how to structure the new entity and whom to allocate to

key positions.

The unfriendly take-over attempt would probably make the cultural integration process
more difficult. However, there were indications of a different and less power-enforcing
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behaviour in the declaration of concession discussed in phase one, and this could moderate
the negative effect on cultural integration.

Relationships between task, power and culture. Gjensidige’s demonstration of its powerful
position in the pre-acquisition phase resulted in a strong, negative reaction among the
management and employees in Trondheim in particular. Thus the attempt to take-over
Forenede against its will strengthened Forenede’s corporate identity, and as such negatively
influenced the cultural integration process. However, the pre-acquisition phase also made it
very clear who was the powerful party in the combination. This stabilised the political
situation in the new corporation.

The delay of task integration due to the authorities” lengthy concession processing would also
be expected to prolong the process of unification of power and integration of cultures and

identities. The reason for this is that until an answer was given by the authorities, Gjensidige
could not start the process of integrating Forenede. Indeed, the longer the processing time, the
longer time it would take to build up resistance in the organisation.

7.4 PHASE THREE: INITIAL COMBINATION
August 1992 - Early 1994

7.4.1. Introduction

On the 6th August the board of directors in Forenede changed their official stance toward
Gjensidige from fighting against the take-over to co-operation. In the notice of the meeting
the chairman of the board wrote that in his view it was important to contribute to the
establishment of a close and fruitful relationship with Gjensidige and to make the best of

the new situation.

The first meeting between the top management groups in Gjensidige and Forenede took
place on 11th August. At this meeting the organisations exchanged information about their
respective corporations and started to discuss how to proceed in the integration process.

Once it be became clear that Gjensidige had succeeded in its attempt to take-over Forenede,
the managers and employees in Forenede faced a completely new situation for which they
were not prepared. Their reactions to this new reality differed according to their background
in the company and their perception of their own roles in the forthcoming process.

This section is divided into three parts. First, I discuss the integration of tasks, i.e. the
impact of regulatory authorities and realisation of gains. This is follwed by a discussion of
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influences on the unification of power. In particular this sub-section focuses on the
organisation of the integration process and a new entity and the allocation of senior
positions and functions. Third, I outline features that affect the integration of cultures and
identities, i.e. reactions, positioning and downsizing, participation, and information and
communication. Finally, the relationship between the phases and dimensions in

organisational integration is discussed.

7.4.2. Tasks

Regulatory environment

As mentioned above Gjensidige had to apply to the Norwegian authorities to change the
legal structure of the Forenede group. Gjensidige sent the application for approval of the
new structure of the corporation to the Ministry of Finance on 5th March 1993. Eight
months later, in November 1993, this structure was approved by Ministry of Finance. The
approval meant that Gjensidige Liv owned Forenede Liv and that the employees in

Forenede could be employed in Gjensidige.

The general impression of the authorities” handling of the acquisition is that the relatively
long time they took to approve the applications slowed down the integration of tasks. One

key manager in Gjensidige says:

Our greatest difficulty in the process has been the authorities and their slow
processing. We have never had the feeling of being worked against, but in reality
their tardiness has caused us problems that we otherwise would not have had. We
cannot act until the formal decisions have been made, and in the meantime we just
wait and do not know what to do.

Realisation of gains
In the declaration of intentions it was stated that Forenede Liv was to be preserved whereas

Forenede's non-life and local operations were to be integrated into Gjensidige's.
Furthermore, both head offices were to be maintained. The declaration of concessions also .
emphasised redeployment of tasks, though not through use of lay-offs.

Life assurance. In life assurance few gains were expected to be realised before the
integration of systems could take place. Moreover, since both life assurance companies
were to be preserved, the gains of integration were somewhat restricted. One key manager

within this area describes the approach to realising gains:

We have realised some gains, but there is still a lot to take out at least in my area...
If we are to realise more, we must have to merge the two life assurance companies.
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Moreover, we must invest extensively in new technological platforms in a number
of areas.

Life assurance was probably the area that faced the most difficult challenge in finding a
reasonable distribution of tasks between Trondheim and Oslo. As such, the life assurance
committee’s report is very much concerned with the task of finding a reasonable division of
labour between Oslo and Trondheim. In some instances this seems to have resulted in too
complex and inefficient solutions. The division between Oslo and Trondheim was one area
in which a more effective distribution of work was planned as time went by. One key

manager in Gjensidige says:

...we still have knots to untangle. A business area might be managed from
Trondheim with part of the business conducted in Oslo with related sub-functions.
Maybe there is even a fourth linkage. This is something we intend to straighten out,
but we must not let the baby out with the bathwater.

Non-life insurance and local entities. In non-life insurance, gains were expected to be
realised when the conversion of Forenede’s non-life portfolio was finished in the Summer
1994. These were first gains related to the reduction of relative personnel costs and lower
computer costs. Compared to the life assurance area, the pace at which gains could be
realised in the non-life operations seemed to be much higher. Moreover, the gains seemed
to be more predictable and easier to realise. ‘

Local entities. One of the most important gains in the local entities during this phase was
related to moving all the employees in Forenede's local operations into Gjensidige’s local

entities.

Provided that there was overlap between the sales organisations, the managing directors of
the local entities faced the challenge of fitting the number of employees to the volume of

sales.

Head offices. In the declaration of intentions Gjensidige’s management wrote that "We
wish the head office operations to be located in both Oslo and Trondheim". Maintaining
both head offices implied that the benefits of integrating the two operations would only be
partially realised. Although the management realised that the preservation of two head
offices was not the most cost-effective solution, they nevertheless argued that this was a

better way of securing long-term values in the corporation.
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Redeployment of tasks. The purpose behind the redeployment of tasks was to reduce double
functions and to re-allocate people into income-generating areas. However, a reduction in
the work force over time was also part of the plan. In the first instance this was intended to
be effected through reductions in overtime and temporary staff and restricting external

recruiting.

According to one Gjensidige key manager there was no great need to reduce personnel at
this stage. The reason was that the integration of tasks was so time-consuming and
demanding of resources. As the portfolios were converted and the systems integrated,
reductions in the number of permanent employees were planned.

Some local managers argue that this strong emphasis on job security had a restraining effect
on the realisation of gains. These managers seemed to be less reluctant to use lay-offs if the
increase in the work force would fail to produce the sufficient increase in income. However
it is also important to take into consideration that for a company with Gjensidige’s slack

resources it would be difficult to argue for the need for reducing personnel through lay-offs.

One manager in the Gjensidige corporation says:

Gjensidige has the financial resources to realise gains over time. It would be
difficult for Gjensidige to justify lay-offs having a profit of four billion NOK last
year.

Integration of tasks

The path toward legal integration was a rather lengthy process. Because Gjensidige had to
wait for the authorities’ approval before starting the process of integrating personnel and
functions, the pace of task integration was negatively affected.

The realisation of gains in the initial combination was influenced by a number of factors.
First, it was dependent on whether the operations were to be integrated or preserved.

Preserving operations implied restraining gains from integration.

Second, the life assurance area was a more complex area to integrate than non-life
insurance due to factors such as relative size, technology and distribution of operations
between Oslo and Trondheim. Third, the emphasis on reducing personnel implied that
gains were planned to be realised over a long-term perspective. Gjensidige’s strong
financial position implied that the company could afford to take a long-term perspective on

realising gains.
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Degree of task integration. One and a half years after the authorities had given Gjensidige
concession the corporation still had a long way to go in the integration of tasks. The process
had probably come furthest within non-life insurance and least far within life assurance.
The main gains that still were to be realised concerned operations in life assurance and

solving the excess of employees.

Using the indicators from chapter three, the procedural integration that involved the legal and
accounting integration had been implemented. As for functional integration, i.c. the
integration of control systems and procedures, this had started but was not finished one and a
half years after the concession was given to Gjensidige.

Physical integration which involved integration of product lines and production technologies
was quite far advanced in the non-life insurance sector. In the life assurance sector however,
the major integration of systems and portfolios was yet to come.

Integration of personnel. Forenede’s employees had been integrated into Gjénsidige's local
entities. Moreover, employees had physically moved together in several departments in the
central entities. However, the gains from this integration of personnel still had to be realised.

7.4.3 Power

Organisation of the integration process

The organisation of the integration process was very much in line with Gjensidige’s
decision-making processes; democratic, time-consuming, extensive and thorough.
According to one Gjensidige manager this way of organising the process with a long-term
perspective and extensive participation from the employees was possible because of
Gjensidige’s strong financial position.

First, Gjensidige invited Forenede’s top management to a three day session whose aim was
to draw up a strategic plan for the joint corporation towards year 2000. At this meeting it
was decided that they would establish a central committee consisting of three members
from each of the top managements and unions in Gjensidige and Forenede and a committee
secretary from Gjensidige, 13 members all together. Furthermore, they decided to establish
two sub-committees, one for the distribution and one for the financial companies. In line
with Gjensidige's model for decision-making, new committees were formed when new
issues needed to be resolved. Eight organisational committees and eight professional
committees were established in the process in addition to the central and distribution
committees. One employee from Gjensidige says that this way of organising the process

was new to Forenede:
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I don’t think they were used to work in committees. All changes in Gjensidige have
happened through committees where we had the opportunity to contribute. The
democratic way of working was new to Forenede.

Another characteristic feature of the integration process was the long-term perspective.
One manager in Gjensidige explains why a long-term approach was taken:

In the long run you cannot do this quickly... What you acquire is human knowledge
and the trust of the organisation’s employees and customers. If you lose that, you
have in reality lost much of the value of the acquisition. Hence, one has to take the
time necessary to create a sense of security for the employees with key competence.

Although deadlines were set, they were extended if more time was needed. Former
Forenede top managers claim that not rushing the process smoothed the integration between
the two corporations. "The one factor that perhaps has contributed most towards creating a
smooth process is the use of time. Decisions have not been made in a rush, but things have
been allowed to fall into it place over time." '

In line with the strategic planning process, Forenede’s management was invited to
participate in every group that was set up. Furthermore, employees from both Forenede and
Gjensidige were invited to participate in the groups.

Organisation of a new entity

The central committee’s most important tasks in the first phase were to suggest a new
organisational structure and to decide where the various business areas should be located.
The committee used the existing structure of Gjensidige as a starting point and
supplemented and strengthened it with entities from the Forenede. The structure suggested
for the new organisation is outlined in Figure 7.1.

The chosen organisational structure was different from former Gjensidige in a number of
areas. Firstly, a product-oriented structure was chosen as opposed to the former market-
oriented structure. Secondly, a Marketing Division was established to co-ordinate life and
non-life insurance. This Marketing Division, which can be seen as a cross between
Gjensidige and Forenede’s marketing units, was one of the controversial issues debated by
the committee. Indeed, the final decision to include a separate Marketing Division was

taken outside the central committee.
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Figure 7.1. Organisational Structure for the Joint Organisation

Group Chief
Executive
Helge Kvamme

Deputy Group
Executive
Sverre Heegh Krohn
REGIONS
ORGANISATION PERSONNEL | | COORDINATION
REGIONAL Leif Lae Jan Asker Per Ottesen
UNITS I l
INFORMATION CONTROL AND
MUTUAL FIRE AUDIT
| | INSURANCE Bjem Hamre John Gaute Kvinge
COMPANIES
NORWEGIAN OTHER
BUSINESS
INSURANCE AREAS
NON-LIFE LIFE MARKETING FINANCE GROUP
COMPANIES SERVICES
Lars Austin Torstein Gverland Kjell Fossli Bente Rathe Per Andersen
ASSET INTERNA-
MANAGEMENT TIONAL
Erik Garaas Bjame Krokeide

There were a number of reasons behind the establishment of a Marketing Division. The two

primary tasks for this entity were to co-ordinate the life and non-life insurance operations

and marketing in the local entities and to provide an interface between the central and local

entities. In addition two of the new corporation’s priority areas, agriculture and professional

associations and trade organisations, which were a mixture of life and non-life insurance,

were placed there. The market unit had also been the driving force in Forenede, and by

placing it in such a central position, hoped to preserve the marketing culture of Forenede.

In the life assurance sector, Gjensidige’s and Forenede’s operations were about equal both

in terms of employees and premiums. Life assurance was probably the most complex and

time-consuming area to integrate. Interestingly, because of its complexity the integration
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process in this area was perceived as an evolving process. Torstein @verland, head of the
Life Assurance Division, gave his impression of this process in the life assurance

cominittee;

In my opinion it is not desirable to make the plans more detailed at this stage. The
integration between Gjensidige Liv and Forenede Liv must be a process, where
decisions at one level are made dependent on what has been learned at the preceding
stage. The matter at this stage must be to give a direction and a likely outcome of
the process.

In the non-life insurance area Gjensidige was substantially larger than Forenede. While
Gjensidige had a market share of 18.4 per cent of the direct premium market, Forenede's
market share was 3.4 per cent (see Table A7.1). The declaration of intentions stated that
this area should be integrated into Gjensidige’s non-life operations. Hence, Forenede’s
portfolio was to be converted into Gjensidige. Compared to the processes in life assurance,
the process in non-life insurance seemed to be much easier to plan both in terms of the
choices to be made and setting deadlines for the different activities.

One of the major differences between this integration process and a number of previous
mergers in the insurance industry was the decision to preserve one of the parties, i.e.
Gjensidige’s, distribution network. This apparently eased the process, but implied that
Forenede’s employees were integrated into Gjensidige’s local entities. Moreover, it meant
that the managing directors in Gjensidige’s local units appointed by their board of directors
would keep their positions. Interestingly, the managers and employees in Forenede seemed
to perceive this as an externally given constraint, and apparently never disputed this

decision.

Allocation of senior positions and functions

Senior positions. At the time the central committee put their report forward it was decided
that Helge Kvamme would be the group chief executive for the joint corporation and that
his deputy group chief executive would be Sverre Haegh Krohn, who had held this position

in Gjensidige in the past.

In the declaration of intentions it was said that the person in charge of Forenede Liv would
be a member of Gjensidige’s top management team. Jan Willy Hopland would have been a
natural candidate for this position or a position a director of the finance companies if he had
not chosen to resign. In early October 1992, Jan Willy Hopland informed his board that he
wished to resign with effect from 1st December. Hopland’s resignation meant that the
employees in Forenede lost an important anchor in the process. However, although some of
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the employees felt that he had let them down by leaving so early in the process; they also
seemed to understand his wanting to leave.

The rest of the members of the top management team were appointed jointly by Helge
Kvamme and Jan Willy Hopland. Three managers from Forenede were appointed as
members of the new top management team. Appointing three members from the Forenede
organisation was perceived to be an important signal to Forenede’s employees. Beside
signalling that Gjensidige followed up the stated intentions, these appointments showed

that Forenede’s management had qualifications on a level with the acquirer’s management. .

~ Life assurance was an area where the two parties were approximately equal in terms of size
and number of employees. To manage this area a decision was made to recruit externally.
All the other members of the top management team came from Gjensidige.

The new top management team was divided between Oslo and Trondheim. The three
former members of Forenede’s management were all situated in Trondheim. In addition the

life assurance operations were located there.

The next step in the process was for the directors and group directors to appoint their
management teams. This was done in collaboration with key people in Gjensidige’s new
management team. The following table illustrates the distribution of these appointments

according to organisational affiliation and location.

Table 7.3 Distribution of Appointments

Forenede Gjensidige | External Oslo Trondheim
Marketing 5 1 3 3
Life 2 2 1 2 3
assurance
Non-life- 1 8 8 1
insurance

In the Life Assurance Division there was an equal distribution between former Forenede
and Gjensidige managers. In an interview in the internal newsletter, Vekteren, no. 2, 1993,
p. 2, Torstein @verland, stated that he had tried to chose the most qualified employees
which in most cases were the present occupants of the positions. Moreover, he said that his
aim had been to achieve a balance between Gjensidige and Forenede and between Oslo and

Trondheim.
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In marketing and non-life insurance the domination of one organisation was striking. One
reason for this dominance was of course the uneven distribution of size of these activities in
the respective corporations. However, the sheer dominance of one organisation seemed to
give a negative signal to the organisations. One local fnanager from Gjensidige claims that
the biased distribution in the Marketing Division provoked strong reactions. "I knew a
number of people in Gjensidige. They weren’t even asked."

One manager who chose to recruit most of his employees from Forenede says:

Many people warned me not to choose so many from Forenede. I saw the risk, but
acted the way I did because I knew them, I could trust them and I knew their
strengths and weaknesses.

Oslo and Trondheim. Another difficult area was the division between Oslo and Trondheim.
The committee suggested that the management of non-life insurance, asset management,
international and group services should be located in Oslo, whereas life, insurance and
finance should be managed from Trondheim. As far as the Marketing Division was
concerned, the committee disagreed. The fact that the unit’s most important customers
would be located in Oslo was an argument in favour of Oslo. On the other hand, the
marketing competence in Forenede was situated in Trondheim.

As mentioned in part two above, there were differences in attitudes towards the acquisition
between employees in Oslo and in Trondheim. Working for keeping and upgrading the
operations in Trondheim was not in the interest of the employees in Oslo and the related
regions who had recently experienced the removal of important functions to Trondheim. As
such, alliances based on common interests were formed between employees and managers in
Forenede Oslo and Gjensidige. One key employee in former Gjensidige says:

When we were in the midst of the integration process there was Forenede and
Gjensidige, Oslo and Forenede in Trondheim. Suddenly we and Forenede
Trondheim became two different groups in relation to former Gjensidige and
Forenede. Not formally, but one faced the same kinds of problems.

Unification of power
Although Gjensidige invited widespread participation among the managers and employees in
Forenede, and called the combination a merger, there never seemed to be any doubt about

who was the strong and dominating party in the combination.

Gjensidige’s dominance was particularly marked in the life assurance sector, in the choice of
distribution system and in the allocation of key positions. However, three former Forenede
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managers were placed in the top management team, two of them in important line
management positions. Furthermore, marketing was given a more central role than had been
the case in former Gjensidige. Thirdly, the head office in Trondheim was preserved.

By appointing managers and adopting features from Forenede, Gjensidige acted in accordance
with its decision not to act as an acquirer once it had gained control over Forenede. However,

Gjensidige was still the dominant party.

Degree of unification of power. In chapter three I discussed four possible indicators of
unification of power. These were control over power bases, prevailing style of leadership,
presence of power struggles and congruence of communication.

Control over power bases and presence of power struggles. For the unification of power,
Gjensidige’s decision to restrict its power had a somewhat negative effect. However,
Forenede did not control a sufficient amount of resources to create an unstable political
situation. Hence, for the managers in Forenede the challenge was to find a format that could
work within the Gjensidige dominated organisation while at the same time trying to preserve
Forenede's characteristics. Indeed the managers in Forenede seemed to perceive their role as
adapting to Gjensidige rather than fighting against it.

The Marketing Division seemed to struggle somewhat to find its form and place in the new
corporation. The interface between the Marketing and the Non-life and Life Insurance
Divisions did not seem to have found its final form. Similarly, the relation between the
marketing units and the entities seemed to be somewhat diffuse.

Former employees from Forenede say that the distance to the marketing unit increased as a
result of the combination process. Their perception was that the role of the marketing unit had
changed considerably, and that it was no longer the driving force it had been in Forenede.

However, it seems to have taken some time for the marketing unit to realise its new and less

powerful role.

Prevailing style of leadership. The organisation of the integration process was very much in
line with Gjensidige’s decision-making processes; democratic, time-consuming, extensive
and thorough. Interestingly the new managers from Forenede were apparently attracted to
Gjensidige’s style of leadership. Indeed they argued that Gjensidige’s style of management
was one of the reasons why the process had gone so smoothly.



178

Congruence of communication. Due to Gjensidige’s dominance, the information between
the two management groups seems to be fairly congruent. The only area where there might
have been some ambiguity is the plans for future reductions in personnel.

7.4.4 Culture and Identities

Reactions and expectations

The starting point for the integration of cultures and identities was not the best. As mentioned
above, the process that preceded the integration process was characterised by intensive
fighting and contact between the two companies was kept to a minimum. There was a clear .
winner and a loser, and Gjensidige’s final action to get control through a private placement

made this even more explicit.

In Assurandgren, no. 4, p. 21, 1992, the union representative for the insurance agents in

Forenede stated:

...the start of the process was very unfortunate. The employees had the whole
process stuck down their throats. This was particularly due to how the take-over
happened.

The day Gjensidige was granted concession, the top management in Forenede agreed that they
had come to a turning point. The next day Hopland had a meeting with representatives of the
unions where he expressed that Gjensidige would in all probablilty succeed in taking over
Forenede. He said that his position as CEO would most likely come to an end, and that the

employees should prepare themselves for the new situation.

At the management level, people tackled this new situation very differently. Some managers
perceived their role as forerunners and spoke enthusiastically about the new company that was
going to be formed. In an interview in Forenede Aktuelt, no.9, p.3, 1992, Forenede's head of
marketing, Kjell Fossli, said:

Never have two corporations merged on such a solid foundation... Structurally the
two companies fit very well...I see no reason to doubt Gjensidige’s intentions to
preserve a financial institution located in central Norway...

However, in turning so quickly, they also faced the consequences of losing trust and being
perceived as "traitors". One manager who chose this strategy says:

I turned so quickly that many people told me that I was trimming my sails to the
wind. But it is so much easier to be on the stand than standing in the middle of all

the turbulence.
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For some managers securing their own position seemed to become more important taking care
of their employees who needed them more than ever in this process. One employee from
former Forenede says that his superior became inaccessible. In a meeting in the Autumn of
1992, someone noticed that he had a new watch with Gjensidige’s name on his wrist. This
was clearly perceived as deceit, and he was asked when he had decided to change sides.

In line with the reactions in the pre-acquisition process, the staff in Trondheim seemed to
have the hardest time adapting to the new situation. According to one former Forenede
manager some employees in Trondheim still had problems facing the new reality a year after
the concession was given. For the insurance agents in Oslo and other regions apart from
Trondheim, the adjustment process seemed to be less painful. Although some of their
superiors were seen to turn too fast, they nevertheless played an important role in turning the

insurance agents in favour of Gjensidige.

The rather stressful situation and the insecurity the employees in Forenede experienced in this
period seemed to have some impact on the sale of life assurance. For endowment insurance
there was a negative budget variance of ten per cent, for pensions the variance was 50 per
cent. In Forenede’s internal newsletter, no.11, p.2, 1992, Kjell Fossli pinpointed the dramatic

reduction in sales, and instructed his insurance agents "not to fall asleep".

Positioning process and downsizing

In the declaration of intentions it was said that re-deployment of tasks would be emphasised,
and that there was neither any intention nor any desire to reduce costs through lay-offs. To
achieve these goals Gjensidige’s management initiated a re-allocation process in which the
employees in were encouraged to seek new opportunities in the joint corporation.

To work out the practicalities of this allocation process, a committee for personnel recruiting
was set down. As a basis for the process a number of guidelines were established. These
guidelines emphasised criteria such as openness and information, purpose and opportunities,
and equality and security. A description of the different criteria is outlined in appendix 7.5.

The impression is that the high job security and avoidance of lay-offs were two of the most
important contributions to the smooth integration of cultures and identities. Indeed, by
promising all permanent employees jobs in the new organisation, positions never became a
scarce resource as is often the case in horizontal mergers and acquisitions. '
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The way Gjensidige chose to organise the integration process by creating an internal job
market has a number of advantages. Most significantly, it seems to have diminished the
boundaries between departments and the two former organisations. One key employee says:

The organisations have melted together very fast. Many people have started to work
in new departments... It does not matter where you come from, everyone is new.

Secondly, because it was a voluntary process and no one was forced to move location,
changing jobs was perceived as an opportunity. One employee from Gjensidige says:

One of the good things I feel has come out of this process for the employees at
lower levels in the organisation, is the opportunity to change jobs.

This way of organising is however very demanding of resourcesand probably restrained the
realisation of efficiency gains in the short term. Firstly, the mobility created a substantial
need for training. This came on the top of working on integrating tasks, learning one
another’s routines, systems and products and keeping up with the daily operations.
Secondly, the process was somewhat costly as many employees were promoted rather than

demoted.

Participation

In the notice of the strategy meeting 18th September Helge Kvamme enclosed a note on his
ideas and thoughts for the new corporation and Gjensidige's strategic plan. The participants
were asked to prepare themselves for a three day meeting and focus on their own areas in
particular. At this point in time several members of Gjensidige’s management had thoughts
about future strategies and ambitions, but these thoughts had not been put together in a
systematic manner. This lack of concrete planning seemed to come as a surprise to
Forenede’s management who had expected a much more pre-determined process.

Although Gjensidige as the acquirer was the dominating party in the process, Forenede’s
management seemed genuinely to feel that they influenced the process. One manager from

former Forenede says:

We were perhaps a little surprised at how many issues regarding the acquisition and
organisation that had not been fully thought through. This was clearly an advantage
for the process.

At the start of the process the managers in Forenede were convinced that much more was
predetermined, and were somewhat frustrated by the unconventional bureaucracy and time-
consuming decision-making processes. As time went by however, they seemed increasingly
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to approve of Gjensidige s approach to the integration process. One former Forenede manager

says:

In hindsight I can better understand why they acted this way...I think we are
beginning to see the results of this process which show that Gjensidige's way of
organising the integration process has proved to work well.

However, there were important areas in which Forenede’s management was not invited to
participate. One such area was the choice of distribution system. However, this did not seem
to have created any problem. Indeed, Forenede’s management seems to have felt that their
expectations were more than fulfilled and some even expressed gratitude towards
Gjensidige’s management. Here it is important to remember how Gjensidige had acted in the
pre-acquisition process and the negative expectations surrounding the process. One

representative from Forenede’s former management says:

I felt the discussions were real... Sometimes we could catch a glimpse of the bear
(Gjensidige) saying all right we have discussed so far, but this is where we are
heading. But to a large extent I felt they were listening.

Employees from both Forenede and Gjensidige were invited to participate in the project
groups set up for the integration process. In every group there was a balance between
organisational affiliation and managers versus employees represented through their respective
unions. The unions’ representatives in the central committee had their own joint column in the
joint internal newsletter "Samspill" (Interaction) where they informed the employees in the
two organisations about the progress and the work in the central committee. Regarding their
influence and participation in this work they said (Samspill, no. 2, 1992):

Without saying anything about the content in the report that just has been sent from
the central committee, we can confirm that there have been long and thorough
discussions regarding the most difficult questions, and that our opinions have been
taken into account in the report...Neither our arguments nor those of the employers’
have been fully supported. However, through discussions we have found
suggestions that we regard as acceptable to all parties.

Information and communication
Communication from the top management in Gjensidige was marked by the emphasis on job
security and the recognition that informal and cultural integration was an important and

lengthy process.

In an interview with Vekteren, Gjensidige's internal newsletter, no. 6, p. 7, 1993, Helge

Kvamme stated:
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We have completed a business transaction, but the cultures and feelings must also
be melted... We must avoid ending up with a formal, "official" organisation, that
does things right as long at the spot light is on, but turns back to the old habits when
the light is switched off.

In an interview with "Din Forsikring", no. 6, p. 26, 1993, the chairman of the board in
Gjensidige Skade stated that one of Gjensidige’s major challenges in the next two to three
years was to integrate the corporate cultures in Forenede and Gjensidige:

Even in successful mergers it takes a couple of years before the organisations are
integrated. We will take the time we need for this work. Employees need to work in
peace and have secure jobs if integration and earning are to go hand in hand.

Two other important messages were communicated from the management in Gjensidige
towards the employees and lower management in Forenede with the apparent aim to smooth
the integration of cultures. Firstly, the management in Gjensidige stressed that the resistance
in the pre-acquisition phase had been positive in the sense that the employees had shown they
were loyal to their management. Secondly, they constantly stressed that Gjensidige needed the
skills and resources in Forenede, and that it was their aim to choose the best from both

organisations. One representative from former Forenede says:

The signals from Helge Kvamme and Sverre Heegh Krohn have been repeated on
every possible occasion... Forenede had a lot Gjensidige did not have and vice
versa.

Trying to convince the employees in Forenede that Gjensidige meant what was said in the
declaration of intentions seemed to be one of the more challenging tasks the management in
Gjensidige faced. Because the process in the pre-acquisition phase was marked by
unfriendliness, the employees in Forenede were very sceptical towards anything stated by the
management. In Vekteren, no. 9, p. 6, 1993, Sverre Heegh Krohn said that "in the beginning I
felt that the most difficult task was to convince many of the employees in Forenede that we

would honour our intentions".

However, by keeping their word and acting according to their stated intentions Gjensidige’s
management seems to have succeeded in building trust among the employees in the Forenede
organisation and hence reducing the organisational boundaries. One key employee from

former Forenede says:

There was a lot of scepticism, and we did not believe the sweet talk...We have been
positively surprised, and I take every opportunity to say that Gjensidige has acted in
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an orderly manner and kept their word. I think this has had a positive effect on the
integration process.

Integration of cultures and identities

The management in Forenede faced the challenge of balancing their role as leaders and
caretakers for the employees in the organisation. The managers managing to balance these
roles seem to have played a positive part in smoothing the integration of cultures and
identities. However, there were managers that went too far in their roles as forerunners and
some even seem to have been preoccupied with protecting their own interests. This made the
employees loose trust and guidance in the process, and as such impeded the process of .

cultural integration.

The unfriendly acquisition process implied that the employees and management in Forenede
met Gjensidige’s management with a great deal of scepticism and distrust. Gjensidige’s
declarations about not intending to lay off people were for example not believed. Hence, the
starting point for the integration of cultures and identities was not the best.

Several important facilitators for integration of cultures and identities are found in the
positioning process. Firstly, securing jobs for all permanent employees and thereby carrying
out no lay-offs or other forms of downsizing implied that one to a large extent avoided fronts
fighting for scarce positions. Secondly, employees and managers seemed to perceive the
procedures for and outcomes of the positioning as fair, and this helped in restoring the balance

between the two organisations.

Secondly, by stimulating employees to re-allocate, employees from both organisations began
in new jobs and a mixture of people from various departments and the two organisations was
created. Hence, the boundaries between the two organisations were torn down. Because the
major part of the re-allocation was based on free will, there were few dissatisfied losers in the
process. Indeed, employees expressed excitement at being given the opportunity to apply for

interesting new jobs.

Contrary to their expectations, the managers and employees in Forenede were invited to
participate in the process on an equal level with their counterparts in Gjensidige. This helped
restore the imbalanced power relationship that had existed between the parties in the pre-
acquisition process, and as such positively affected the integration of cultures. Although some
of the major issues such as choice of distribution system and allocation of key positions had
been predetermined, this did not seem to have a moderating effect.
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Another important contributor facilitating the integration of cultures and identities is related to
how Gjensidige’s management kept its word in accordance with the declaration of intentions.
This made up for some of the negative impression the employees in Forenede had got of

Gjensidige in the pre-acquisition process.

Degree of integration between cultures and identities. The impression from this first phase of
post-combination is that the basis for cultural integration had been created. This is particularly
interesting taking into account the negative image the managers and employees had got of
Gjensidige in the pre-acquisition process. The impression is that Gjensidige's approach to
implementing the process counter-acted the negative impression of Gjensidige and started to

tear down the boundaries between the two organisations.

In chapter three I discussed three indicators of integration of cultures and identities. These
were mentioning former organisations, keeping score of appointments and promotions and

presenting consistent views of post-merger culture.

One of the key characteristics of the initial post-combination phase in mergers and
acquisitions is the allocation and positioning process. This is a process where managers and
employees to a large extent are focused on protecting the interests of their former
organisations. Hence, mentioning the former organisations and keeping track of appointments
and promotions is the essence of this process. However, because the procedures and outcomes
in the allocation and positioning process to a large extent were perceived as fair, the basis for
an integration between cultures and identities was created.

Regarding the presentation of consistent views, there were interesting indications of this in
this early stage in the process. When employees from Forenede described the present
organisation, their description was very much alike the description of Gjensidige in the first
phase. One employee described his experiences in the new organisation:

The new system is quite different from what we were used to in Forenede. Here it is
much more long-winded, in many ways more bureaucratic and much more formal.
But, one has entered a system and one has to adapt.

It is another organisation. In reality there are 40 different companies or employers.
It takes a long time for them to agree... and then they spend some time getting used
to the idea before implementing the decisions.

The presentation of the new organisation as similar to former Gjensidige implies that the
managers and employees in Forenede had started to adapt to the culture in Gjensidige. This
brings me to a fourth possible way of assessing integration of cultures and identities.
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This approach involves detecting when the members of the organisation no longer primarily
identify with their old organisational affiliation. In this acquisition change of primary identity
can be traced in two areas. The first concerns head office affiliation. The second concerns
change of corporate identity from Forenede to Gjensidige.

Regarding the first aspect, employees in Forenede Oslo and Gjensidige Oslo had common
interests in the distribution of resources. Furthermore, the people in Forenede Oslo had
experienced a transfer of competence and resources to Trondheim, and a tension between the
two cities had developed. By entering into an alliance with Gjensidige their interests could be
taken care of. Hence, common interests acted as a promoter for cultural integration and
resulted in a change of primary membership from Forenede to Oslo.

The second aspect concerns the change of primary identity from Forenede to Gjensidige. The
impression from the data is that managers and employees in Forenede had already started to
adapt to the new frames of Gjensidige. Indeed there were indications that this process was
running very smoothly and employees and managers from both organisations expressed
surprise at the lack of cultural clashes and conflicts. One quotation illustrative of this is the

following statement from one of new key managers:

Many have claimed that the culture in Forenede must collide with the culture in
Gjensidige. This has not happened. Quite the contrary, this has proceeded very
smoothly... It’s really quite striking. The only explanation I can find is that the
employees in Forenede have been relativly quick at adapting to the new
organisation.

There are several explanations why Forenede willingly seems to have adapted to and started
to identify with the culture in Gjensidige. First, because Forenede was attracted to the culture
in Gjensidige the potential conflicts between the incompatible areas subsided. Second,
Forenede was used to frequent changes as opposed to Gjensidige. Third, the balance of power

was in Gjensidige’s favour.

7.4.5 Summary
Relationship between phases. Due to the conditioned concession, Gjensidige had to apply to

the Norwegian authorities for approvals of structural changes. Because the authorities spent

such a long time processing the applications, this delayed the integration of tasks.

The realisation of gains in the initial combination reflected the long-term perspective
employed by the management in Gjensidige. This long-term perspective was possible because
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of Gjensidige s slack resources and ownership situation. Hence, a large proportion of gains

was expected to be realised in the next phase of the combination.

The organisation of the integration process and a new 'entig and the allocation of senior
positions and functions reflected the relative power balance between the parties. However, in
accordance with Gjensidige’s acquisition regime described in the first phase, important

concessions were given to Forenede.

The reactions and expectations in Forenede were formed by the imbalanced power situation in

the pre-acquisition phase. However, because Gjensidige acted in accordance with the

acquisition regime in the approach to implementation, this negative image of Gjensidige was
changed. Moreover, Gjensidige's approach contributed to tearing down the boundaries

between the organisations.

When explaining why employees from Forenede at this stage presented a view of the new

organisation similar to former Gjensidige one has to trace the historical backgrounds of the
two parties. The impression is that the culture in Forenede made it easier for Forenede to

adapt to Gjensidige than vice versa.

Relationship between task, power and culture. The authorities’ long processing of
Gjensidige’s applications not only delayed the integration of tasks, but had a similar effect on
the unification of power and integration of cultures and identities.

The impression is that Gjensidige’s implementation approach required a substantial amount of
resources in the initial combination process. This regards matters such as the extensive
participation and the organisation of and high job security in the positioning process. These
were all factors that seemed to contribute positively to the integration of cultures and
identities. However, at the same time it negatively affected and even hindered the realisation

of gains in the initial combination.

Although the organisation of the integration process and new entity and allocation of
positions and functions to some extent reflected Gjensidige’s superiority, Forenede was given
important concessions too. These concessions wee not large enough to threaten the power
balance, but nevertheless represented a weakening of Gjensidige’s position. As such it
negatively influenced the unification of power. However, because of these concessions, the

process of integrating cultures and identities was smoothed.
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7.5 PHASE FOUR:
7.5 THE PATH TOWARDS ORGANISATIONAL INTEGRATION
Early 1994 and onwards

7.5.1 Introduction

At the time when Gjensidige and Forenede had merged their operations the economic
climate was favourable. After the crisis that hit the financial sector in 1991, the macro-
economic climate turned in a positive direction, and this positive development accelerated
in 1994.

Gjensidige aimed to realise gains through increasing income, and faced the challenge of
gaining market share in a favourable, but more competitive and difficult regulatory
environment. The stable political situation in the corporation was likely to continue in this
favourable climate, although there were tensions in the Marketing Division and in the
relationship between Oslo and Trondheim. In early 1994 there had been no downsizing of
permanent employees, and almost a thousand employees had changed jobs in the
positioning process. The question at this stage was whether the character of the re-
allocation process ought to change and whether downsizing should be pursued.

Phase four of Gjensidige’s acquisition of Forenede is organised into three major parts on
tasks, power and culture. The sub-section on tasks consists of an examination of the
regulatory environment and the realisation of gains. In the second part on power, attention
is given to the re-allocation of senior positions and functions and the organisation of a new
entity. The sub-section on culture outlines the implications for positioning and downsizing.

Finally, I summarise the section’s content.

7.5.2 Tasks

Regulatory environment

In the late 1980s the legislation regulating the Norwegian insurance industry and financial
industry was fundamentally altered. Three new laws followed by a number of new regulations
were passed. These new laws and regulations which affected the life assurance industry in
particular, were to a large extent based on the regulations applicable to the banking industry.
According to the Norwegian Insurance Federation (Norges Forsikringsforbund, 1992) these
rules were in many cases not suitable to the sector, and adapting these rules and regulations

was difficult and time-consuming.
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The work to adapt to and follow up these rules and regulations meant that much of
Gjensidige’s resources in the Life Assurance Division were allocated to this area. As such the
change in regulatory regime delayed the integration process. One central top manager claims:

This prolongs the process in the sense that nearly all our capacity, in fact I would
say all our capacity the last couple of years has been tied up in the implementation
of rules and regulations imposed by the authorities.

In addition to prolonging the process, one key manager claims that the changes in the
regulatory environment made selling life assurance more difficult. As such it made
Gjensidige’s goal to increase its premium volume more difficult to achieve.

Realisation of gains

The most important tasks that were integrated in the initial combination phase concerned the
integration of Forenede’s employees into Gjensidige’s distribution network, the conversion of
Forenede’s non-life portfolio into Gjensidige’s, writing off Forenede’s private life assurance
system and reducing the amount of overtime, temporary staff and consultants.

In the forthcoming phase the corporation faced the challenge of fitting the number of
employees to the current level of activity, integrating the life assurance corporations and
achieving a more efficient distribution between Trondheim and Oslo.

Number of employees. One of Gjensidige’s most important aims in the merger was to realise
gains through growth. In 1995 however, the perception among key respondents was that the
level of employees was too high for the level of activity, and that the growth in premiums was
far from sufficient to make up for the employees in excess. One key manager in the

corporation says:

The negative aspect as far as non-life insurance goes, concerns our failure to obtain
the growth we aimed at... We claimed that it was very important to obtain growth to
. solve the problem of employees in excess.

Another key manager describes the situation in the life assurance operations:

I hope some people will leave the life assurance operations... If not, we have to sell
a lot more. Everybody providing a little input has to create more value. For the time
being we are doing a lot of things we shouldn’t be doing and we have to learn to
work more efficiently. Moreover, we need the right people.There have to be some
changes.
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Whereas the banking industry had been through a period with pressure on cost reductions
and rationalisation, the insurance industry had been relatively unaffected. This implies that
there was probably a misfit between the level of activity and number of employees before
the acquisition. However, this problem became more severe and prevalent as a result of the

merger.

To achieve a better fit between its personnel resources and level of activity, Gjensidige had

a choice between increasing its income substantially or starting downsize.

In June 1995, nearly three years after Gjensidige and Forenede had set the corporate strategy
for the new corporation, the board revised the strategy somewhat. In particular it was decided
to emphasise the aim to grow more strongly in 1995 and 1996. As such the corporation still
aimed to realise synergies by increasing income. One had especially great expectations for
growth in the corporation’s new priority area, banking, which was expected to grow rapidly in

the next couple of years.

The reason why Gjensidige could await a possible increase in income was because of its high
degree of solvency and excellent performance in the early 1990s. As such the corporation was

not under pressure to realise gains in the short term.

However, a number of respondents expressed concern regarding when the corporation was
to start the downsizing. In their view Gjensidige was in danger of losing its competitiveness

if the corporation’s cost level was maintained.

Integration of the life assurance corporations. One of the most fundamental changes that was
made after the initial combination process was the integration of the two life assurance
companies, Forenede Liv and Gjensidige Liv. The rationale behind the preservation of two
life assurance companies was the belief that Gjensidige and Forenede could be operated as

two distinct types of companies servicing different customer segments.

However, as time went by, this differentiation proved difficult to sustain. Firstly, the customer
base of the two companies was similar. Secondly, the two brand strategy seemed to confuse
the customers and lead them into strange comparisons. Furthermore, it proved difficult to
preserve Forenede’s portfolio. One key manager from former Forenede says:

The marketing effect of having two corporations diminished because of the
cancellations in Forenede’s portfolio. The Forenede name almost seemed to fade
away. This was due to lack of following up and the stress on new sales. Secondly,
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we had been under siege for a long time and were involved in a lengthy integration
process, and both these factors harmed the market focus.

Most importantly however, the preservation of two companies restrained the realisation of
gains in this area. Interestingly, although the integration of the two corporations’ life
assurance operations represented a breach with the declaration of concessions, the decision
did not seem to have been resisted by former managers and employees in Forenede. The
reason for this lack of opposition was probably related to the soundness of integrating the two
corporations as well as a gradual acceptance of a more efficient distribution of resources. One

key manager from former Forenede says:

Our judgement early in the process was that it would be wrong to preserve the life
assurance corporation. Gradually, it becomes easier to put your own feelings aside.
You are forced to be more rational in your own judgements.

Oslo and Trondheim. The distribution of positions and functions between Oslo and
Trondheim was thoroughly discussed in the top management group early in 1995. The group
decided to reduce the number of loops and to obtain a more efficient distribution between
Oslo and Trondheim. This process of obtaining a more efficient distribution had started, but

was not finished in late 1995. One key manager says:

For the time being there are guts in Trondheim all over the place... In my opinion
one has to cultivate more functions. Decide what to locate here and there.

The improvement project initiated by Gjensidige’s top management started in the late 1995
aimed to improve the quality of the operations and make the corporation more business and
market-oriented. One of the key challenges in this project was to look at the interfaces
between Oslo and Trondheim and the marketing organisation’s relationship to other entities.
This latter issue will be discussed in the next section on power.

Task integration

The impression in the late 1995 was that the process of integrating tasks and realising gains
from the merger between Gjensidige and Forenede was far from over. This was particularly
due to the misfit between the number of employees and the level of activity, the ongoing
process of integration in the life assurance operations and obtaining a more efficient
distribution of resources between Oslo and Trondheim.

There seemed to be several reasons why the integration of tasks was not finished by late
1995. Firstly, the change in the regulatory environment delayed the integration of tasks and
probably also made it more difficult to increase income in the life assurance market.
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Secondly, the corporation seemed reluctant to downsize employees. Furthermore, the aim
to preserve two head offices restrained the gains from the merger. Finally, the complexity
of integrating the life assurance operations implied that it would take several years before
the operations were fully integrated.

Degree of task integration. The impression in late 1995 was that there was a middle to high
degree of task integration. The procedural integration including legal and accounting
integration and functional integration was finished. Regarding physical integration which
includes integration of product lines and production technologies, systems and portfolios still
had to be harmonised in the life assurance sector. Moreover, both the non-life and life
insurance sectors were in the process of developing new products replacing the old Gjensidige
and Forenede products. Furthermore, they faced large investments in new technology. As for
the integration of personnel, the adaptation of personnel resources to a normal level of

activity was far from over.

7.5.3 Power

Re-allocation of senior positions and functions

There were two important areas in which changes had occured or were likely to occur after
the initial combination process. The first concerned the change of director of the Life
Assurance Division. The other area was related to the distribution of resources between

Oslo and Trondheim.

Change of life assurance director. Torstein Qverland resigned as head of the Life
Assurance Division on 13. August 1995 to assume a position as deputy director in
Kreditkassen. He was replaced by Anders Lian from former Forenede situated in
Trondheim. Anders Lian had been recruited as financial director in Forenede in 1991 just

before Gjensidige started its acquisition of Forenede.

Interestingly, it seemed to be more important that the new director of life assurance was
situated in Trondheim rather than Oslo, than being recruited from former Forenede. The
reason for this was probably twofold. Firstly, Lian had only been in Forenede for a short
while before the acquisition. Secondly, the boundaries between Oslo and Trondheim
seemed to be more prevalent than the boundaries between former Forenede and Gjensidige.

One key employee from former Gjensidige says:

I think this (the decision to recruit Anders Lian) was positively received in
Trondheim. I know because I asked... In Trondheim this was perceived as a
confirmation that Gjensidige kept its promises.
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This brings me to the next area which concerns the distribution of resources between
Trondheim and Oslo.

Oslo and Trondheim. As mentioned above, the distribution of resources between Oslo and
Trondheim was far from over after the initial combination phase, and a re-allocation was
likely to take place. There were two important issues in this debate. The first concerned the
aim to achieve a more efficient distribution of resources between Oslo and Trondheim.
Secondly, the preservation of the two head offices was questioned.

The lack of an efficient distribution between Oslo and Trondheim seemed to create an
unfavourable situation in Trondheim. One key manager in the organisation expressed his
worries about making this a non-theme in the integration process:

In the discussion Trondheim vs. Oslo one feels that the operations in Trondheim
gradually become drained. This is neither desirable nor necessarily well thought out.

The second question regarded the preservation of the two head offices in the corporation.
This latter issue did not seem to be on the agenda in late 1995, but was nevertheless
questioned by key members in the organisation. Several respondents questioned the
soundness of preserving two head offices and the cost of this distribution of resources.

One of the areas where the distribution between Trondheim and Oslo was felt to be
problematic was in the non-life operations. One key manager expresses his opinion about
this distribution:

The negative effect of having staff functions in an area that is so strongly dominated
by Oslo is indisputable... It is difficult to see the advantages.

Moreover, local managers seemed to perceive this duality as undesirable and costly. In
particular they pinpointed the cost of extensive travelling between Oslo and Trondheim.

Furthermore, there were external forces that favoured Oslo as the head office. The change
in the regulatory environment and the dependence on close relations with regulatory
authorities such as the Banking, Insurance and Securities Commission, the Ministry of
Finance, and other institutions, implied that the management of the life assurance
operations was dependent on being present in Oslo. As such, it was likely that a larger part
of the operations would be moved to the capital city. Moreover, the corporate customers

were located there.
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It is also evident that Oslo was perceived as the main head office in comparison to
Trondheim. This view was expressed by one of the key managers from former Forenede:
"The power relationship is that the head office with capital letters is here (in Oslo). Many
central functions are located here and nearly all the central staff.” Moreover, the
corporation’s CEO and his deputy were located in Oslo.

The impression in late 1995 regarding the distribution of resources between Oslo and
Trondheim was that a future strengthening of the Oslo office seemed likely.

Organisation of a new entity

One of the most controversial and thoroughly discussed areas in the establishment of the
primary structure was the Marketing Division. As mentioned above this division was a
cross between Gjensidige’s and Forenede’s former marketing units and seemed to struggle

to find its place in the initial combination process.

The impression in the late 1995 was that the Marketing Division was still struggling to find
its format within the Gjensidige corporation, and that future changes resulting in a smaller
entity were likely. One key manager describes the situation:

They (the boundaries towards the Marketing Division) are still not settled. We have
found a working relationship, but not the ideal solution in my opinion. I think this is
one area which will be scrutinised in 1996.

Another key respondent claims that a common perception of the marketing entity was that
it was a "cuckoo in a nest", and that the unit was over-dimensioned in relation to its tasks.
Local managers seemed to perceive the Marketing Division as an unnecessary intermediary
link between local and central entities. Moreover, several larger entities had built up their
own marketing functions. They expressed frustration at being charged financially for a
support function they claimed they did not need.

At the end of 1995, people seemed to have an unclear perception of which tasks the
marketing organisation should carry out. This lack of clarity seems to have frustrated
people within the marketing organisation. One key respondent from this organisation
illustrates this frustration:

I think most people would claim that the new market organisation has not been a
great success. But then I ask: “What do you want? If you want the marketing
organisation to be a success, then I can guarantee that you will see the results after a
month. Oh yes, but do not adapt practises from Forenede. Then I say, why can’t you
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tell me what you want, then I can makeget things going. ...” I claim they’re
shouting for something they do not want.

At the late 1995 even people in the Marketing Division seemed to have reached the
conclusion that their unit might not survive in the future Gjensidige. One key respondent
within the Marketing Division says: "It’s possible that there so much commotion that when
we have functioned for a while we will have to give up. I am open to such a solution."
Hence, the impression at this point in time was that the role of the marketing organisation

probably would diminish over time.

Unification of power

The impression of the political situation in the late 1995 was which the stability that had
characterised the initial combination phase still prevailed. Indeed, the impression was that
Gjensidige’s position was strengthened for a number of reasons. These included pressures
towards a more efficient distribution, external actors favouring the Oslo localisation and the
diminishing role of the Marketing Division to provide a better fit to Gjensidige’s structure.
Regarding the importance of a new life assurance top manager it was difficult to predict
whether this recruitment represented a temporary delay in a re-allocation towards Oslo, or a
permanent strengthening of the Trondheim office.

Degree of unification of power. Four indicators of unification of power were discussed in the
last section. These were control over power bases, prevailing style of management, presence

of power struggles and congruence of communication.

Regarding the control over power bases the conclusion from the data is that Gjensidige
strengthened its control in this period. The importance of Forenede’s key power bases, the
Trondheim office and the Marketing Division, were diminished in the fourth phase of the
combination. Forenede’s style of management was still prevalent in the marketing
organisation, but this entity did not have a strong position in the corporation. Moreover,
several Forenede managers who experienced problems in adapting to the Gjensidige culture
had chosen or been asked to leave the organisation.

The lack of an ideal solution in the interface between the marketing, life and non-life and
local entities did not seem to have caused any major communication or co-operation problems
in the top management team. According to key managers however, the distribution of
resources between these entities was somewhat problematic downward in the organisation and
in the daily operations. As such there seemed to be some power struggles and lack of

congruence in communication at lower levels in the organisation.
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7.5.4 Culture and Identities

Positioning and downsizing

One of the most important events in the fourth phase of the combination regarding positioning
and downsizing was the preparation of the change report. The task of the committee behind
this report was to suggest actions that could control the need for change and to recommend

concrete solutions.

The report provided a survey of personnel resources and compared this to the future need
distributed between divisions. This survey revealed that few employees were in excess, but .
that an extensive re-allocation was necessary. In particular the report suggested a re-allocation
from areas such as non-life insurance, corporate services and marketing to the financial

intermediary operations.

The change report committee suggested that the re-allocation of employees should be
implemented in three stages. The first phase concerned a process where employees and
managers had a free choice. If this did not provide the desired effect, a more controlled re-
allocation would be implemented. This was a phase which the corporation entered into late in
1995. Third, there was a phase in which the corporations management directed the employees

to re-allocate.

According to the report it was undesirable to identify employees in excess by name due to the
negative consequences for the employees. Instead the committee’s recommendation was to
identify functions and competence in excess.

To facilitate re-allocation from the insurance to the financial intermediary business, a school
for banking and life assurance was established in early 1996 for 40 employees. Moreover, the
corporation opened for study leave and for more extensive use of early retirement packages.
Other forms of incentive packages were discussed, but were not considered as necessary at

this point.

One key question in this re-allocation of employees was whether the competence needed in
the new priority areas could be fulfilled by employees recruited internally, or had to be
recruited externally. The impression from the respondents is that one planned to recruit
internally as far as possible. However, external recruitment to fill specialist functions was

also considered as necessary.

Another area that was included in the report concerned the usage of temporary employees,
overtime and consultants. Although these costs had been reduced by approximately 30 per
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cent in the initial combination process, the extent of these services was still considered to be
too large. One suggestion was to create an internal bureau that could cover the need for
temporary employees and consultants. This had not been implemented by the end of 1995.

As mentioned above, there were apparently no plans to implement any form of downsizing at
this stage. Rather, one wished to solve the problem of employees in excess through growth.
One key employee says that one of the most important factors in the work to re-allocate
employees has been the avoidance of lay-offs. "There is no fundamental anxiety as has been
the case in the banks. We do not fear the next process."”

Cultural integration

The impression in late 1995 was that a high degree of cultural integration had been achieved.
The new management had implemented few changes after the initial combination phase and
had chosen to stave off the need for downsizing for a few more years. Thus there was no
disruption that could put the cultural integration process at stake.

Degree of cultural integration. In the last section four indicators of cultural integration were
discussed. These included mentioning former organisations, keeping track of promotions and
appointments, presenting consistent post-merger culture, and change of primary membership.

First, mentioning former organisations is difficult to trace in the data collection methods I
have used. This would imply a more extensive need for observation. The only area in which
one could trace that mentioning former organisations systematically diminishes is through the
internal newsletter. However, it is important to emphasise that the internal newsletter is not
necessarily representative for the whole organisation, but often reflects the official stance of

the top management in the corporation.

The second indicator of cultural integration was keeping track of appointments and
promotions. According to one key employee in Gjensidige one was no longer concerned
about organisational affiliation at employee level. Regarding senior positions however, it was
still perceived as having important signalling effects towards the employees.

One of the entities where keeping track on promotions and appointment was still important at
the end of 1995, was the Marketing Division. This was an area in which the distribution of
positions had been biased towards Forenede in the beginning. At the end of 1995, this entity
was about to lose three former Gjensidige managers. Interestingly, several people advised
Kjell Fossli, head of the Marketing Division, to recruit from former Gjensidige.
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Regarding the presentation of consistent views of post merger culture, most respondents
seemed to hold the view that Forenede had been absorbed into Gjensidige’s corporate culture.

Indeed the impression is that through this process one had lost more of the culture in Forenede
than was formerly stated as desirable. These consistent views are illustrated in the quotations

below:

Top manager from former Gjensidige: Former top manager in Forenede:

Today I feel that we have swallowed Forenede’s I think we have become a part of the culture in
non-life operations. We are left with Gjensidige’s  Gjensidige. Hopefully Forenede has contributed
non-life operations with little influence from something, and strengthened Gjensidige in areas in
Forenede.... We gained some market share and which Gjensidige was weak. But it is clear that we
have a little extra problem that concerns the operate within the frames of Gjensidige. To draw
physical localisation. any other conclusion would be wrong.

Regarding change of primary identification I mentioned in the previous section that
employees from Forenede seemed to have changed their primary membership from
Forenede to Gjensidige and from former Forenede to an Oslo identity. The Gjensidige
identity was further strengthened when it was decided to integrate Gjensidige Liv and
Forenede Liv. One employee from Forenede in Spring 1994 states:

Forenede disappeared with Forenede Liv. I am employed in Gjensidige. If you had
asked me the same question some time ago my answer would have been different.

The adaptation to a Gjensidige corporate culture can be traced looking at the description of
the former cultures in the first phase. First, although both Trondheim and Oslo were head
offices, Gjensidige’s head office in Oslo had a much stronger position than the Trondheim
office. Secondly, Gjensidige’s co-operative structure and distribution network were chosen.
The impression is also that Gjensidige’s decision-making process, characterised as
participative and time-consuming, was prevalent. The same pattern applies to personnel

policy.

Moredver, Gjensidige did not seem to succeed in transferring marketing competence from
Forenede. The most important reasons why this aim was not fulfilled seem to be that the
management style, structure and incentives that preserved and strengthened the marketing
culture in Forenede were discontinued. Moreover, managers and employees below the top
management level seem to have a more negative perception of the marketing culture
compared to Gjensidige-s CEO and his deputy. This view is illustrated in the following

quotation:
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The reality was that Forenede’s apparently fantastic selling culture was exaggerated.
However, if one analyses the realities, this was nothing but a bluff... When we '
peeled away the outer layer there was nothing different from Gjensidige. Moreover, -
some things were not even allowed in Gjensidige.

Thus the overall impression is that Forenede had been absorbed into Gjensidige of its own

free will.

7.5.5 Summary

Relationship between phases. The aim to realise gains through increasing income was
maintained in the fourth phase of the combination. Moreover, the changes in the regulatory

regime delayed the integration of tasks in the life assurance sector. Thus, as in the third phase,
Gjensidige still had some way to proceed before the integration of tasks and realisation of

gains were over.

The stable political situation in the initial combination phase continued to prevail in the fourth
phase and the former Gjensidige organisation was even strenghtened. In particular the roles of
the head office in Trondheim and the marketing organisation seem to have been diminished.

The cultural integration process continued to proceed smoothly during the fourth phase of the
combination. Only minor changes were introduced and the re-allocation process was still

based on free will, although it was expected to become somewhat more controlled in the near
future. No downsizing of permanent employees was implemented that could make the old

boundaries reappear.

Relationships between task, power and culture. One of the tensions that still had to be
resolved at the end of 1995, was the distribution of resources between Oslo and Trondheim.

This distribution affected the realisation of gains and the balance of power between the

merging parties.

The reluctance to downsize seemed to have hindered the realisation of gains at least in the
short term. However, the avoidance of downsizing also facilitated the cultural integration

Process.

7.6 SUMMARY AND CONCLUSIONS

The purpose of this chapter has been to:
- explore the factors and features and identify potential new ones

- examine how the factors and features influence the integration of tasks, unification
of power and integration of cultures and identities
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- explore the degrees of organisational integration over time and suggest indicators
for assessing the three dimensions

- investigate how the integration of task, unification of power and integration of
cultures and identities inter-relate.

Identification and examination of factors and features and influences on task power and

culture. The factors and features examined in this chapter were:

Integration of tasks  Unification of power Integration of cultures and identities
Potential gains Balance of power pre-combination Historical backgrounds
Discretionary slack  Balance of power in the pre-merger Merger regime
Regulatory negotiations Friendliness
authorities Organisation of integration process Reactions and expectations
Realisation of gains  Organisation of new entity Positioning and downsizing
Allocation and re-allocation of senior ~ Participation
positions and functions Information and communication

The themes discussed in this chapter draw upon the framework suggested.in chapter four with
some minor adjustments (see introduction to this chapter). There are several advantages of
organising the themes into task, power and culture. Firstly, this structure is closely linked to
the character of the outcome variable which focuses on the integration of tasks, unification of
power and integration of cultures and identities. Secondly, the structure eases the comparison
and analysis of the cases in chapters nine and ten and make the case chapter more analytical.
Finally, the organisation of themes into tasks, power and culture makes the tension and
interrelationships that exist between these aspects more explicit.

Beside distinguishing between the factors that influenced the three dimensions of
organisational integration, I placed them into four distinctive phases. The purpose of this
structure was to trace the evolving process of organisational integration in the cases.

Indicators for assessing degrees of organisational integration. The indicators suggested in the
literature were tested out and extensions proposed. These extensions was related to cultural
integration and concerned change of primary membership. Some of the indicators of cultural
integration made little sense in the initial combination process. Moreover, the indicator of
mentioning former organisations would probably have had to be obtained by other means
such as observation and analysing minutes from meetings. In Figure 7.2 I have outlined the
indicators of organisational integration which were discussed in this chapter.
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Figure 7.2. Organisational integration

Integration of tasks
- Procedural integration
- Physical integration
- Integration of personnel

Unification of power

- Control over power bases

- Prevailing style of leadership

- Precense of power struggles

- Congruence in communication

Integration of cultures

and identities

- Keeping score of appointments
and promotions

- Presenting consistent views of
post-merger culture

- Change of primary identity

Inter-linkages between the dimensions. When assessing the inter-linkages between tasks,
power and culture interesting patterns emerged suggesting that some features had a positive
influence on some dimensions and a negative one on others. In particular the case suggests
interesting inter-linkages concerning the realisation of gains and allocation of senior positions
and functions. These patterns will be further explored in chapter 10.

The findings and patterns arising from this case and the DnB case (chapter eight) will be
compared and analysed in chapters nine and ten.
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Chapter 8:
The Merger between Bergen Bank and DnC

8.1 INTRODUCTION

This chapter is structured in the same way as chapter seven, with emphasis on the process
of organisational integration. As mentioned in the previous chapter the process dimension
reflects the four phases in the merger process, (1) historical background and strategic

objective, (2) pre-combination, (3) initial combination and (4) path towards organisational
integration. The second dimension includes the three dimensions in the organisational
integration variable, (a) integration of tasks, (b) unification of power and (c) integration of

cultures and identities.

Regarding the themes there are some minor differences between the two cases. This
concerns the integration of cultures in the second phase and the unification of power and
cultural integration in the fourth phase. The structure of the chapter is outlined in Table 8.1.

below.

Table 8.1 Structure of Chapter 8

PHASE 1 PHASE 2 PHASE 3 PHASE 4

Phases | fictorical Pre- Initial combination The Path towards
background and combination Organisational
Strategic objective Integration

TASK b Potential gains Regulatory authorities | Regulatory authorities | Realisation of gains
Discretionary slack Realisation of gains
POWER Balance of power pre- | Balance of power Organisation of Change of CEO
combination integration process
Strategic changes
Organisation of new
entity Organisational
changes
Allocation of senior
positions and Allocation
functions
Organisation of
process
CULTURE Historical Reactions and secrecy | Reactions and Reactions
backgrounds expectations
Positioning and
Merger or acquisition Positioning and downsizing
regime downsizing
Participation
Participation

Information and
communication

Effect of structural
changes
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I have included a review of the chronologies of the second, third and fourth phases in
appendix 8.1.

PHASE ONE:
HISTORICAL BACKGROUND AND STRATEGIC OBJECTIVE
Before Summer 1989

8.2.1 Introduction

Bergen Bank’s strategy in the late 1980s was to (1) strengthen its position in Norway, (2)
contribute to further development and integration of Scandinavian Banking Partners, and
(3) exploit the potential for international banking business (Extracts from McKinsey
document prepared for strategy discussions 1st of June 1989).

Four alternatives to achieve these aims were discussed including (1) a merger with
Kreditkassen or DnC, (2) a merger with its Swedish partner in the SBP alliance, SE-
Banken, (3) a merger with an insurance company and (4) maintain status quo.

In a meeting in May 1989 the board of directors in Bergen Bank concluded that a merger
with Kreditkassen or DnC would be preferable. Kreditkassen was perceived to be the most
desirable alternative, but this was not supported by the Norwegian authorities. DnC on the
other hand had been through a substantial restructuring process, but was still losing money.
DnC was in a position where its survival was seriously threatened and a merger with
Bergen Bank represented a solution to its problems.

The background of DnC'’s financial problems was the deregulation of the financial markets
in 1984-85. This deregulation was followed by a boom in the Norwegian economy
overheated by the large supply of credit. The banks had a substantial growth in the loans
and asset capital in the banking industry. From a level of just above fifty billion NOK in
1980 the total loans increased to about 300 billion NOK in 1990.

As a consequence of the rather swift deregulation of the market, the large increase in loans
and the bank’s changed strategic and competitive behaviour, the bank’s losses on loans and
warranties increased substantially through the late 1980s. From a level of 0.52 per cent in
1986, the losses in percentage of asset capital increased to 1.56 per cent in 1989 (See Table
A8.2).
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The large losses resulted in negative results for the commercial banking industry as a whole
in 1987 and 1988. However, there were large individual differences between the banks.
Indeed DnC was among the hardest hit corporations.

Before 1987 the cultures in Bergen Bank and DnC were quite similar. During the
restructuring process in DnC in the late 1980s DnC went through a substantial change and
this had important implications for the integration process. The main differences between
the organisations are outlined in Table 8.2 below.

Table 8.2 Features of Bergen Bank and DnC

Bergen Bank DnC
Dominant activity Retail banking Corporate banking
Head office Bergen and Oslo Oslo
International orientation Alliance Wholly owned network
Organisational changes Minor restructuring Turnaround operation

Cultural revolution

Decision-making process Consensus-oriented Line management
Decentralised
Management style Task-oriented Process-oriented
Stability-oriented "Crisis-oriented"
Long-term focus Short-term focus
Confrontational

This section is divided into three main parts that discuss the implications for the integration
of tasks, unification of power and integration of cultures and identities. In the first sub-
section I discuss potential gains in the combination and discretionary slack. Then I describe
the balance of power between the parties before Bergen Bank and DnC entered into merger
negotiations. Finally, I review the historical backgrounds and discuss the acquisition regime

chosen.

8.2.2 Tasks

Potential gains
By combining their operations Bergen Bank and DnC could (1) achieve a better balance in

the SBP-alliance, (2) become the dominant corporate investment bank in Norway, and (3)

become more cost-effective, in retail banking in particular.
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The first gain was related to the size of the new bank, and was as such a one-off event
related to the transaction in itself. The second aim was related to achieving sufficient
activity within key competence areas, and would require an integration of key operations.

To become more cost-effective, economies of scale and scope would have to be realised, in
particular in the bank’s retail operations which constituted about 65 per cent of the total
costs. These gains concerned manning reductions in the corporate centre, consolidation of
branches in Norway and abroad, and integration of computer systems.

Potential cost reductions were estimated at a total of 655-915 million NOK, which
constituted 17-23 per cent of the total costs. These cost reductions implied a reduction in
manning of 1000-1500 employees. Cost savings in the corporate banking units were
estimated at 175-195 million NOK. In the retail operations potential savings amounted to
400-640 million NOK, whereby 150-200 were related to integration of computer systems
and 190-300 in closing branches. In the corporate centre cost savings were estimated tat 80-
100 million NOK.

Discretionary slack
The period of large losses on loans and guarantees in the late 1980s drained the financial

resources in the Norwegian banking industry. As mentioned in the introduction, there were
large individual differences between the banks. Some banks lost most or all of their equity
capital whereas other banks were relatively unaffected.

DnC was among the hardest hit banks, and would probably not have survived through
1989. From 1986 to 1988 its equity capital decreased by more than 25 per cent, whereas
Bergen Bank s equity capital increased by more than 43 per cent.

However, the level of equity capital was not very high in either of the banks. Both banks
would have to upgrade their capital base to meet the new capital requirements issued from
the Bank of International Settlements (BIS).

As the results for the commercial and savings banks had turned from negative to positive,
people started to believe that the banking crisis was over. The outlook for the sector as such
was positive. In Bergens Tidende in the middle of October 1989 the chairman of the
Norwegian Bankers’ Association, Trond Reinertsen, stated: "I am a moderate optimist.

What someone called a crisis is definitely over."
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When the two banks decided to merge, this was the scenario they acted upon. Hence, they
had no pressure from the environment to realise gains in the short term. Quite to the
contrary, their actions showed that they planned to realise gains over a long term.

Implications for integration of tasks

The plans for realising gains had important implications for the integration of tasks. To
realise gains the two banks’ operations had to be fully integrated, and costs had to be cut. A
substantial part of these gains was related to downsizing, and one would expect this to

cause negative reactions among the employees.

The banking crisis in the late 1980s and the new capital requirements implied that the
merged bank would have to upgrade its capital base in the near future. Based upon a
positive outlook for the future one did not expect this to be a problem, and the gains from

the merger could be realised on a long-term basis.

8.2.3 Power

Balance of power pre-merger

The three dominating actors in the banking industry in 1989 were DnC, Bergen Bank and
Kreditkassen. DnC had been the leading and most international bank in Norway until 1987,
but had to downscale its activities as a result of large losses on loans and shares and share
related-instruments (see discussion below). Hence, at the time of the merger Bergen Bank
had more than caught up with DnC in terms of market shares. See Table A8.1 in appendix
8.2.

The same development was reflected in the number of employees. Whereas the number of
employees in DnC in 1986 exceeded the number of employees in Bergen Bank, the

opposite was true in 1989.

The trigger of the turnaround operation in DnC in 1988 was the extraordinary losses in
particular on shares and share-related instruments that appeared after the collapse in the
share market in Autumn 1987. As a consequence of these losses DnC’s CEO since 1980,
Terje Loddesol, resigned from his position 20th January 1988.

The extraordinary losses also resulted in the Banking, Insurance and Securities Commission
initiating an inquiry into the bank. This inquiry revealed substantial weaknesses in the
bank’s controlling systems as well as considerable losses in its domestic operations. With
Harald Ankvern, deputy managing director since 1981, as new CEO, the bank’s strategy
was changed to try to turn the negative trend. However, the losses on loans and guaranties
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continued to accelerate from a level of 768 million NOK in 1987 to 1055 million NOK in
1988. ‘

The negative development in the DnC in 1987 and early 1988 triggered the resignation of
the board of directors and a new board was constituted in February 1988. The new board
appointed Kristian Rambjer as new CEO with effect from 1st June 1988. With Rambjer as
CEO, the bank’s domestic operations were consolidated and downsized.

As the restructuring of DnC’s domestic network was coming to an end in the Spring 1989, .
it became clear that the difficulties were not isolated to the domestic operations. Though
problems in DnC’s international operations had been apparent for some time, the
management chose to focus its attention on the domestic operations first. However, as time
passed, the situation in the bank’s international operations worsened so much that it
seriously threatened the survival of the bank.

In line with DnC, Bergen Bank suffered substantial losses on its portfolio. In contrast to
DnC however, Bergen Bank's survival was never threatened in these years and its profits
remained positive. The development in the loss situation in Bergen Bank, DnC and the
commercial banks is shown in Table A8.2 in the appendix 8.2 below.

Implications for unification of power

When Bergen Bank and DnC entered negotiations to merge, neither bank was clearly
dominant in terms of size or number of employees. This implied that the integration process
between the two banks was likely to be complex and rather lengthy.

However, Bergen Bank was clearly superior to DnC in terms of its operating profit after
losses. Indeed, DnC's financial situation was so dive that its survival was seriously
threatened and Bergen Bank appeared like a knight in shining armour saving DnC from
bankruptcy. This power differential was likely to have important implications for the
distribution of power and for the employees’ reactions to the merger.

8.2.4 Cultures and Identities

This section compares the historical backgrounds of the two merging parties. A more
thorough description of the two banks is included in appendix 8.3 below. It is important to
emphasise that the description of the corporations focuses on the differences rather than
similarities. The reason for this somewhat biased focus is to detect the areas in which

problems of integration were likely to occur.
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Dominant activity and head office. Bergen Bank’s operations in 1989 were structured into
two main business areas, retail and corporate banking. Retail banking had a very strong
standing in Bergen Bank, and three of the banks six divisions were dedicated to this
business area. The retail operations were managed from Bergen, whereas the management
of corporate activities took place in Oslo. This division was probably the reason why
Bergen Bank had no official head office. However, it seems to have resulted in the
development of two distinct sub-cultures.

In contrast to Bergen Bank, DnC was much more oriented towards international and
corporate customers. Retail customer, in particular consumers, seemed to have had a
relatively low standing. DnC’s head office was located in Oslo where its core operations

took place.

International orientation. The main difference in the two banks’ international orientations
was that DnC had a wholly owned international network whereas Bergen Bank was part of
a Nordic alliance. Through this alliance Bergen Bank was represented in more than 1100
branches in the Nordic countries. DnC’s international network in contrast, consisted of six
wholly owned subsidiaries, four branches and eight representative offices.

Organisational changes. In the period before the merger the activity in Bergen Bank was
marked by continuity, stability and strong expansion. All managing directors but one had
been with the bank for a long time. Moreover, they all had considerable experience from
the banking industry.

In the Summer of 1988, Bergen Bank initiated an efficiency program to restructure and re-
allocate tasks between the parent bank and the subsidiaries. The result of this program was
a staff reduction of more than 340 man-labour years (7,4 per cent) from 1988 to 1989, of
which 152 man-labour years were reduced in the parent bank.

The negative development in DnC in 1987 resulted in a fundamental restructuring process
triggered by the change of board of directors and CEO. The new CEO, Kristian Rambjer,
was recruited from Aker, a manufacturing industrial company, where he had been deputy
chief executive. With Rambjer as CEO, the bank’s operations were consolidated and
downsized. Three key deputy managing directors were laid off to rebuild trust in the top
management, and approximately 50 per cent of the middle managers was replaced. As new
deputy directors, Rambjer chose to recruit managers with background from the
manufacturing industry.
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In the time that followed, the new top management team chose to focus their attention on
restructuring the domestic operations. 820 employees were laid off and costs were
eventually cut by 28 per cent. The number of employees was reduced from 4538 in 1987 to
3320 in 1989 (see Table A8.4).Through this restructuring process the union representatives
in DnC gained valuable experience that made them better prepared for the forthcoming

merger process.

Cultural revolution. The new management recruited by Kristian Rambjer in 1988 brought a
new culture and style of management to the bank. The new culture implied changes in the .
decision-making structure to control through the line management rather than the corporate
staff. Furthermore, the new management style was more confrontational and marked by
short-term focus, management by crisis and process orientation.

In the short intermediate period before the merger with Bergen Bank became a reality, the

new management tried to change the bank’s culture which they perceived as an inadequate
survivor from the times of regulation, by using strong means and symbols. These changes ‘
were strongly opposed by the employees in Oslo where the bank’s core business had taken

place for decades and who lost considerable power through the restructuring process. Local
managers on the other hand seem to have welcomed the changes, and thus had started to

adopt the new management style and culture at the time of the merger announcement.

Decision-making process. The decision-making process in Bergen Bank before the merger
was marked by consensus orientation and extensive decentralisation. Decisions were made
in collective groups and no one in particular was made responsible for the outcomes.

Moreover, both divisional and branch managers were treated as managing directors of their

own entities.

Before the change process in 1988, DnC was very much centrally governed, and the
corporate staff had a strong position internally. When Rambjer and his new top
management team entered the bank, this controlling and decision-making structure was
changed. A much stronger line managment with clear distribution of responsibilities was
introduced and the corporate staff lost considerable power. The new top management group
did not see themselves as a decision-making body, but made individual managers

responsible for making the decisions.

Style of management. The management styles in the two banks after Rambjer had taken
over as CEO of DnC, were fundamentally different. Bergen Bank’s management style was
marked by a hands-on orientation with great attention to operations and details. Beside this
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task orientation the style was marked by an emphasis on stability, continuity and long-term
thinking. It was a style that reflected the environment of the banking industry in the past

decades.

The new managers of DnC felt change, not stability to be the name of the game, and had a
much more confrontational style in dealing with conflicts. Compared to former managers in
the banking industry, they seemed to prefer to execute rapid and substantial changes rather
than the more long-term step by-step-approach. Furthermore, they had a more crisis-

oriented approach.

As opposed to the management in Bergen Bank, these new managers were much less
operative or task-oriented. They seemed to view general management competence as more
important than long experience from the banking industry, devoting their attention to

strategic and more macro-oriented issues.

Merger regime _
At first Bergen Bank perceived itself as the acquiring bank, merging DnC's operations into

its existing structure and activities. As a result Bergen Bank would become the largest
commercial bank, the merger would strenthen its customer- and supplier-relations as well
as providing it with a better balance in the SBP-alliance. One key manager in Bergen Bank
before the merger says:

From a cynical point of view we perceived a merger with DnC as a way to get rid a
competitor and at the same time gain access to the good qualitites in DnC... Our aim
was to pursue a merger on Bergen Bank s terms. As such we saw this more as an
opportunity to take-over DnC than as a merger between equal parties.

However, the bank also foresaw a potential problem in attracting equity capital. If the
combined bank was not able to increase its profitability fairly rapidly, attracting capital
could prove difficult. At the same time it was clear that Bergen Bank s financial ability to
take-over a weaker bank would be seriously questioned if Bergen Bank chose to acquire
DnC. One the other hand, if this was promoted as a merger, these kinds of questions could

be avoided.

Moreover, there was some doubt as to whether Bergen Bank was superior enough to
acquire DnC. Although Bergen Bank at this point in time was perceived to be financially
stronger than DnC, DnC had been the leading bank in Norway for decades. Bergen Bank
was dependent on the competence in the bank to make the combination work. Hence,
Bergen Bank decided to enter negotiations with DnC on the understanding that this was to
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be a merger between equal parties. This equality was reflected in the announcement of the
merger in October 1989 (see phase three below).

Implications for integration of cultures and identities
As discussed above, the historical features of Bergen Bank and DnC were different in many
respects. However, this did not necessarily imply that the two organisations were

incompatible.

DnC’s dominant activity was corporate banking which was located in Oslo. In contrast,
Bergen Bank had a strong emphasis on retail banking which was managed from Bergen. In
DnC Bergen was regarded as a local branch in line with other branches. Hence, the
emphasis on centralisation versus decentralisation was an issue which had to be resolved.

The two banks’ international orientations were fundamentally different and presented a
potential conflict. However, because the losses in DnC international branches were so
substantial, it would probably be easier for Bergen Bank to argue for a downscaling of the

international activities and a change of philosophy.

The decision-making processes and the management styles were clearly incompatible. This
meant that one would have to choose between them in the further process. The choice of
these features would probably reflect the dominant coalition in the top management team.

The different managerial backgrounds in the top management teams implied that the
managers from DnC were probably more skilled in political processes than their
counterparts in DnC. This would have important implications for the distribution of power

in the post-combination process.

One effect of the restructuring process was that the middle managers and employees in
DnC had become more adaptable to change than those in Bergen Bank. Hence, one would
expect less resistance during the process from DnC. Another important issue was that the
employees in DnC had gained experience in the turnaround operation and as such were
better prepared for the forthcoming merger process than their counterparts in Bergen Bank.

The restructuring process had also resulted in a number of lay-offs. Thus, one would expect
that the forthcoming process would affect the employees in Bergen Bank more than DnC

employees.
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Although Bergen Bank at first perceived itself as the acquiring bank, it was decided that
entering the negotiations as equal parties was a better strategy to pursue. This had important
implications for shaping the expectations in the allocation process.

7.2.5 Summary
Implications for the following phases. The discretionary slack in Bergen Bank was not at a

very high level. With a positive outlook for the future however, the management would
have sufficient resources to act on a long-term basis if desired. Hence, the realisation of
gains in terms of cutting costs could be pursued both in the initial phase of the post-

combination process and in the longer term.

The balance of power in terms of profitability was likely to affect the parties” negotiation
positions in the pre-merger negotiations. Moreover, both profitability and the relative size
of the parties would be expected to have some influence on the organisation of the
integration process and a new entity and the allocation of positions and functions.

How the incompatibilities would affect the cultural integration in the third and fourth phase,
would be dependent on whether the new management allowed ambiguity to exist or
whether they made a choice between the features.

Furthermore, it was likely that the different experiences from change processes would form

the reactions to the merger in the third phase.

Relationships between task, power and culture. One of the main motives behind the merger
was to cut costs as a result of integration. This would have a positive effect on the
integration of tasks. However, cutting costs would probably negatively effect the cultural
integration process because it could polarise the groups competing for scarce positions.
This effect could be somewhat moderated if the new management chose to cut costs on a

long-term basis.

Regarding the balance of power, the two indicators, profitability and size, drew in opposite
directions. Because the parties were approximately equal in terms of size one would expect
a fairly even distribution of power. This would have a negative impact on the unification of
power because it could imply an unstable political situation, but a positive effect on cultural
integration due to its fair treatment of both parties. As for profitability the predictions
would be the opposite. A biased distribution of power would probably facilitate the
unification of power but have a negative effect on cultural integration.
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The effect of the reorganisation process in DnC was that the managers and employees had
become more experienced in dealing with political processes. Moreover, the top
management recruited to DnC in 1988 seemed to be more politically skilled than their
counterparts in Bergen Bank. This feature could imply that the imbalance in favour of
Bergen Bank might be adjusted to a certain degree. Hence, the unification of power would
be negatively affected.

Another feature that altered the unequal power balance was the merger regime. Because
DnC entered the negotiations on the basis that this was a merger between two equal parties, -
Bergen Bank was not in a position to impose its preferences unitarily on DnC. This would
probably have a positive effect on the cultural integration due to its consideration of both

parties’ interests, but a negative effect on the unification of power, introducing an unstable

political situation.

8.2 PHASE TWO:
PRE-COMBINATION
Summer and Autumn 1989

8.3.1 Introduction

The first meeting between Kristian Rambjer and Egil Gade Greve took place at Grand
Hotel in Spring 1989. Although Bergen Bank’s preferred alternative was Kreditkassen, they
were also prepared to discuss a possible merger with DnC. After Bergen Bank's preference
for Kreditkassen had been turned down by the authorities the DnC-alternative was analysed

in more detail.

In the next meeting between the CEOs which took place in June, a possible merger between
the two banks was on the agenda. For fear of leakage these meetings and the forthcoming
negotiations leading to an intentional agreement were kept secret.

This section will be divided into three parts. First, I examine the role of the regulatory
authorities and their implication for the integration of tasks. This will be followed by a
discussion of combination climate and balance of power and their influence on unification
of power. Third, I explore how the reactions affected the integration of identities and

cultures.
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8.3.2 Tasks

Regulatory authorities

The consequences of a possible merger between two of the three largest actors in the
banking market had been thoroughly analysed in a public report on competition in the
financial market (NOU, 1986). The conclusion in the report and in the following discussion
in the Financial Parliamentary Committee was that they would not allow two of the three
largest banks to merge. The reason was that this merger would lead to an undesirable
increased concentration in the financial markets. In May 1989 Gunnar Berge, the Minister
of Finance, stated that a merger between the largest banks was out of the question. Just
before this statement the Minister of Finance had turned down an application for a merger
between two large insurance companies in Norway.

Gade Greve's preference was to try to merge with Kreditkassen which at that time was the
largest bank in Norway. To test whether a merger between Bergen Bank and Kreditkassen
was a realistic alternative, he got in touch with the Norwegian authorities. The answer from
the Ministry of Finance was that this merger would not get the ministry’s support, but that a
merger between Bergen Bank and DnC could be possible. After the discussions with the
authorities Bergen Bank started to deliberate a possible merger with DnC.

The Norwegian authorities” perception of the situation at this time was that Bergen Bank
and Kreditkassen both were in financially sound positions, whereas DnC presented a
potential problem. Interestingly, the authorities” perception of the situation in DnC seemed
to be much more pessimistic than Bergen Bank's. Indeed the Banking, Insurance and
Securities Commission had in the past held a close surveillance and an inquiry into the
bank. One informant closely related to the authorities in this period says: "I know that the
Ministry of Finance’s assessment was that DnC was close to bankruptcy."

During the first week in August Gade Greve contacted the authorities and informed them
about the merger negotiations. This was in line with Gade Greve and Ole Lund’s preference
to move cautiously in the process. In contrast, Kristian Rambjer wanted the two banks to
finish their negotiations first, and then inform the authorities.

The authorities’ feedback to Gade Greve's request was positive. The authorities expressed a
positive attitude towards creating a strong national entity that would be competitive in the
international markets. Moreover, the district profile of the bank suited the authorities’
desire to spread the commercial banks’ activities away from the Oslo region.
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The authorities’ main reason for supporting a merger between two of the three largest
Norwegian banks seemed however to be the problematic situation that had arisen in DnC.
The authorities’ assessment of DnC’s condition was that it was much worse than most
people were aware of, and this assessment seems to have persuaded even the most resistant
politicians in favour of a merger. Encouraging a merger between a healthy bank and a
financially strained one was also in line with earlier practice.

Implications for integration of tasks

The authorities” structural policy at the time of the pre-merger negotiations represented a
possible obstacle to DnC and Bergen Bank s plans to merge. However, because the
authorities perceived DnC'’s financial position to be problematic, these policy
considerations were set aside. Although the authorities could not approve the merger at this
stage, their positive attitude made the outcome of the concession application more

predictable.

8.3.3 Power

Balance of power

When Gade Greve got in touch with Kristian Rambjer early in the Summer of 1989, the
basis for the discussion was that this was to be a merger between two equal parties.
However, due to a number of circumstances, DnC was in a much weaker negotiating

position in these pre-merger negotiations.

With DnC'’s difficult financial situation and threatened survival in mind, Rambjer started to
try to find solutions to the bank’s problems that would hinder the bank being put under
administration or going bankrupt. At this stage Rambjer saw two possible alternative
strategies. The first was to merge with another major Norwegian bank. Bergen Bank was
considered the most desirable alternative due its complementary domestic network and
partnership in the SBP-alliance.

If a merger with a Norwegian bank proved difficult to accomplish, the second alternative
was to contact foreign banks. Thus, Rambjer got in touch with a number of foreign banks
including the Swedish Handelsbanken, PK-Banken and Deutsche Bank looking for a
possible supply of capital. Getting a foreign bank to acquire DnC was thought to be
unrealistic. However, the talks with these banks never reached the stage where they
represented a real alternative to the forthcoming negotiations with Bergen Bank.

Until 1987, the strategy and development in DnC, Bergen Bank and Kreditkassen were very
similar. All three banks expanded dramatically through the 1980s, and their compositions
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of portfolios were very much the same. When the second phase of the banking crisis began
to emerge in Autumn of 1991, it became apparent that the crisis was not isolated to
individual banks. The losses in Bergen Bank and Kreditkassen were just as severe as they
had been in DnC some years before.

When Bergen Bank and DnC entered negotiations to merge however, DnC’s problems were
much more apparent than those in Bergen Bank and DnC. One key person from DnC

involved in the negotiations says:

DnC'’s financial situation made us feel somewhat weak in the negotiations. Not
because we believed that it was considerably worse than in the other banks, but
because it was so much focused on. It was the only bank which at that stage had lost
large sums of money. I have always wondered how other banks with approximately
the same number of employees, qualifications and competence could perform so
much better.

As the negotiations proceeded, the losses in DnC’s international network became ever more
apparent, and at the end the bank had no alternative but to merge with Bergen Bank. Bergen
Bank on the other hand had the opportunity to walk away from the negotiations. One key
person from Bergen Bank says:

I will definitely claim that we held the winning cards and were the stronger party...
DnC was the party that needed this merger... In hindsight we also had a feeling that
DnC could not survive as an independent corporation throughout the year, and I think
that this was a correct observation.

Bergen Bank also seemed to be much better prepared than DnC, that had been "forced" into
the negotiations to secure their own survival. This was reflected in the discussions in the
board of directors and the top management that were much more thorough, extensive and
time-consuming than in DnC. Moreover, a thorough analysis of DnC and the

consequences of a possible merger was conducted.

In DnC the discussion of possible alternatives seemed to be restricted to a very small group
of people with Kristian Rambjer at the centre. Moreover, the board of directors, apart from
the chairman, were not informed about the move. Although it was clear from the
discussions in the board that some drastic action had to be taken, the fact that the
negotiations concerning a possible merger with DnC seems to have come as a surprise to

several members of the board.
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Implication for unification of power
Although the banks entered the negotiations on the basis of a merger between two equal
parties, Bergen Bank was in a much stronger negotiating position. This was mainly due to

DnC’s weak performance which continued to deteriorate through the negotiations. In
addition Bergen Bank was much better prepared for the negotiations. This imbalance
implied that Bergen Bank had the potential to gain favourably in the distribution of power,
and as such stabilise the political situation.

8.3.4 Culture and Identities

Combination climate and secrecy

In the merger between Bergen Bank and DnC both parties were involved all the way
through the pre-merger process. The discussions started between the two CEOs and were
extended to include the chairmen of the boards and members of the top management teams.

The question of a possible merger was first raised at a meeting between the two CEOs that
took place at Egil Gade Greve's place in the country in the middle of July. At this point the
chairmen in the two companies were informed about the contact made between the banks.
In early August the two CEOs and chairmen of the boards met together with a
representative from McKinsey. After a thorough discussion of the analysis of the merger,
both chairmen gave their support to continuing negotiations. A project group was appointed
consisting of the two CEOs and two managing directors from each bank.

After the meeting in early August more and more people became involved in the process.
The top management group in Bergen Bank was informed about the plans to merge, and
this became a part of the regular meetings. In DnC a smaller number of people were

informed about the process.

However, although both parties to the merger were involved at top management level, the
employees were not informed or invited to participate. For fear of leakage of the merger it
was decided not to inform the board of directors in either of the banks. This also implied
that the employees’ representatives sitting on the board were not informed about the merger
plans. One key manager in the process claims that the secrecy that surrounded the pre-
combination process restricted the analysis of and input to issues such as organisation of the
new bank.

Implications for integration of cultures and identities
The secrecy in the pre-merger process meant that the middle management and employees in
both banks were not involved. This secrecy would probably cause some negative reactions
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and as such slow down the cultural integration process. On the other hand, the involvement
of both parties at board and management level would probably have a positive effect on

cultural integration.

8.2.5 Summary
Implications for the following phases. By informing the regulatory authorities about their

plans to merge and testing their attitude, the outcome of the concession application became

more predictable. Hence, the risk involved in starting to prepare for the integration of tasks

was significantly reduced.

During the pre-merger phase the power differential between Bergen Bank and DnC became
increasingly more apparent. Although it was said to be a merger between two equal parties,
Bergen Bank had was in a much stronger negotiating position. One would expect this
imbalance to be reflected in the distribution of power in the third phase.

The secrecy in the pre-merger negotiations implied that the middle management and the
employees were neither informed nor involved in the pre-merger process. This would
probably influence their reactions to the forthcoming process negatively and as such slow
down the cultural integration process. However, the fact that both parties had been involved
and could protect their party’s interests, was expected to have a positive effect on the

integration of cultures.

Relationship between task, power and culture. Bergen Bank's strong negotiating position in

the pre-merger negotiations was expected to result in a biased distribution of power in the

third phase. As such it would positively influence the unification of power. On the other
hand, the imbalance would probably not facilitate cultural integration.

Had both parties been involved in the negotiations, this would probably have facilitated
cultural integration. On the other hand, equal participation would also have created
expectations of a more balanced distribution of power and had the potential to create a more

unstable political situation.
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8.4 PHASE THREE: INITIAL COMBINATION
Autumn 1989 - Summer 1990

8.4.1 Introduction

Early in the moming of Thursday S5th October 1989 the board of directors in Bergen Bank
and DnC were summoned to give their approval to the plans to merge. At 11 o’clock, a
statement was issued to the Oslo Stock Exchange, the press and the employees in the two
banks. The news of a merger between Bergen Bank and DnC came as a total surprise to the
banks’ employees, their customers and the press.

In the public announcement of the plans to merge the two banks put forward the strategic
objective and potential cost reductions emphasising that this was a merger between equal

parties.

Reactions from the press and people representing key public institutions summed up in the
press the day after were strikingly positive to the merger, especially taking into account the
outcome of the discussion of a possible merger between two of the three largest banks

shortly before.

However, nobody believed the claim that it was a merger between two equal parties. The
general view in the press seemed to be that Bergen Bank was the strong party which had
saved DnC. This is illustrated by headlines in the press the day after the public

announcement:

BB the strong party (Bergens Tidende)

Integration saving DnC (Hamar Dagblad)

DnC'’s losses forced a bank-giant to be formed (VG)
Bergen gets everything (Dagens Neringsliv)

DnC the weak party (Dagens Nearingsliv)

Merger a crisis solution (Aftenposten)

DnC eaten up by Bergen Bank (Sarpsborg Arbeiderblad)

The third phase of the merger between Bergen Bank and DnC is divided into three parts.
The first part on tasks examines the regulatory authorities and the realisation of gains. Then
I address the balance of power in terms of the organisation of the integration process and a
new entity and allocation of senior positions and functions. Third, attention is given to
reactions and expectations, positioning and downsizing, participation, and information and

communication.
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8.4.2 Tasks

Regulatory authorities

Two hours after Bergen Bank and DnC publicly announced that they intended to merge, the
Ministry of Finance sent out a press release stating their support for the merger:

The Department of Finance is familiar with the agreement between Bergen Bank and
DnC to enter an intentional agreement to fully integrate the two bank groups.

The Department views the integration positively. This despite the breach with
existing structural policy. The development in the banking market in the latter years
which has been marked by large losses in particular, has changed the basis for this
policy.

This press release illustrated the close contact between the bank and the regulatory
authorities in the pre-merger process. Moreover, it made the outcome of the concession

application more predictable.

‘Two important issues were raised in the submission to the application for concession. The
first issue concerned the effect on competition. Both the Norwegian Central Bank and the
Banking, Insurance and Securities Commission supported the application. The Norwegian
Savings Bank s Association claimed on the other hand that the need for large entities in the
future financial markets was questionable, and that there was no sustainable proof for the
existence of economies of scale and scope in banking.

The second and related issue concerned the lack of thorough discussion in the Norwegian
parliament regarding the change of structural policy. The Norwegian Union of Bank
Employees questioned the pre-determination of the outcome of the concession process. The

union stated:

The alliances between the employer, shareholders and financial authorities which in
advance have cleared the support for concession and the terms for this support, make
us question whether the right to work in our democratic society is still as important as
the right to dividend.

The application for concession was sent to the Ministry of Finance 23rd. October which
was the same day the board of directors voted in favour of the merger. Three months later,
16th February 1990, the two banks were given concession to merge. On the 17th April
1990, Bergen Bank and DnC became one legal entity named DnB.
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Realisation of gains

As opposed to the reorganisation process in DnB in 1988, the approach to realising gains
was less drastic, more bottom-up and long term. In the announcement of plans to merge the
new management indicated an expected cost reduction in the region of 500 to 750 million
NOK. These cost reductions would affect areas where the two banks had overlapping
functions. According to Fellesavisen, the joint internal newsletter, No. 1, 6th October, p.3,
possible actions were:

- Integration of branches in Norway and abroad

- Better utilisation of assets, including real estate

- Centralisation and automation of internal branch operations
- Co-ordination of support units

- Integration of computer systems-departments

- Reduction of administrative and personnel costs

In the article in the newsletter it was stated that these were mere suggestions (p.3): "We
emphasise that none of the above-mentioned actions have been decided. The list is first and
foremost an illustration of areas in which gains can be realised."

Nevertheless, the list illustrated the aim to integrate all overlapping functions and realise
cost reductions. The only area where there was an aim to preserve functions was the two
headquarters. In the year that followed there was sustained focus on integrating branches,

systems, personnel, procedures and so forth.

The realisation of synergies in the parent bank was to emerge as a result of the individual
departments’ estimates of resource demand and cost reductions. The various units were
asked to specify cost reductions on personnel, rent and other operating costs. Regarding
rents, all the properties were transferred to the real estate department. To give the entities an
incentive to get rid of the facilities they did not need, the bank only charged them for their
actual use. Unfortunately for the bank, there was a recession in the real estate market, and
hence it was difficult to sell the properties at a reasonable price. Nevertheless, the
integration of outlets resulted in a reduction of approximately 25 per cent from 267 in 1989
to 201 in 1991.

Reductions in other operating costs were to a large extent related to rationalising the
computer operations. Particular attention was given to the integration the two banks
computer-systems. Unlike many other combinations in the financial industry, the
integration of computer-systems did not take several years, but was in place approximately

one year after the announcement of the merger.
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A substantial part of the realisation of gains was related to reductions in manning. To
specify the reductions in the personnel costs, the various entities were requested to draw up
future manning budgets which specified the number of employees in excess distributed

between various job categories.

In the period from 1987 to 1991 the man-labour years in the parent bank (which excludes
the subsidiaries and the foreign branches), were reduced by 2151 from 7863 to 5712. More
than half of these reductions had been conducted in DnC during the reorganisation process
before the merger. In 1990 and 1991 the number of man-labour years was reduced by 8 and .
4.5 per cent respectively. The reduction in man-labour years is shown in Table 8.3.

Table 8.3 Development in Man-labour Years in the Period from the End of 1987 to

1991 (reduction in per cent in parenthesis)

1987 1988 1989 1990 1991
DnC 4538 4006 (11.7) 3320 (17.1)
Bergen Bank | 3325 3287 (1.1) 3183 (3.2)
DnB (Sum) 7863 7293 (7.3) 6503 (10.8) 5980 8.0)  |5712(4.5)

With the reservation that a merger process is a more complex process than the

reorganisation process in DnC in 1988, it seems relatively easier to realise synergies in a
top-down than in a bottom-up process. Several managers, in particular from DnC, claimed
that the synergy potential in the merger was not realised and that a step by step process,
realising synergies over a long period, was to "amputate the arm in slices". Other managers
however, claim that these would have been short-term gains and that one would lose out in
the long run because of de-motivated employees. One top manager from former Bergen

Bank says:

Maybe a little bit more could have been realised theoretically speaking, but what
about the motivation of those people who work in the market, produce results, serve
the customers and handle all the daily problems. Of course they are more motivated
and have better chances of performing well when they have made their own plans.

Interestingly, the perceptions of realisation of gains in the merger process were to a large
extent formed by the history of reorganisation in the respective organisations. Hence,
managers from Bergen Bank argued that synergies to a large extent were realised in the first
phase of the merger process. In contrast, managers from DnC who quite recently had
experienced a more than 25 per cent cut in costs expressed a different view. One regional

manager from former DnC says:
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We were used to receiving quite dramatic orders to cut large percentages...Now it was
a matter of looking in some corners and drawers to see if there were any spare parts to
get rid of. It was not a fundamental far-reaching reorganisation process...Instead of
realising gains one seemed to increase the costs and use the money on expensive
advertising campaigns and various gimmicks we felt were a waste of money in the
local units... People expect things to happen in a merger, and the main motive must be
to become more competitive, i.e. save costs and serve more customers per employee.
When little or nothing happened, what was the point ?

There were however large differences between the various entities. In the parent bank the
reductions were largest in the corporate business divisions, in particular in the Investment
Banking Division. In the Banking Division which employed more than 65 per cent of the
bank’s staff, costs were reduced by 6.5 per cent the first year and 4.8 per cent the second
year after the merger. This division and the Internal Operations Division were to be
subjected to further cost reductions in the next two years. The reductions in man-labour

years in various units are shown in Table A8.4 in appendix 8.2.

One reason for the differences in the relative cost reductions between the entities in the
parent bank, was probably the degree of complexity in the integration of tasks. The process
of integrating tasks in a high complexity area such as the Banking Division, was much
more time-consuming than in a low complexity area such as the Corporate Banking

Division.

Integration of tasks

The path towards legal integration proceeded as planned in the pre-merger processes. The
authorities processed the application of the concession in a relatively short period of time,
three months, and represented as such no hinderance to the integration of tasks.

The sustained attention during this initial phase to the combination of branches, systems,
personnel and so forth facilitated the integration of tasks in the initial combination.
However, the synergy potential was not fully realised at this stage. There were several
reasons for this. First, the bottom-up management approach chosen probably resulted in
somewhat lower gains than could have been achieved in a more top-down process, at least
in the short run. Furthermore, the preservation of the two headquarters in Bergen and Oslo
probably restrained the realisation of synergies. Third, the integration process was more
complex in some areas than in others, and as such needed more time to realise gains.
Hence, one would expect gains to be realised in the next phase.
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Degree of task integration. The impression one year after the two banks had announced

their plans to merge, was that a high degree of task integration had been achieved. By the

end of 1990 the two banks were legally and functionally integrated and they reported as one
accounting unit. The products lines and production systems had been integrated, the latter
integration happening was quite exceptionally fast for the industry.

The integration of personnel involved transfer of command, positioning the employees into
the new organisational structure and physical re-allocation. However, the gains from this
integration had not been fully realised.

8.4.3 Power

Organisation of the integration process

The planning of the combination process was marked by Bergen Bank’s management style
and approach to organising change processes. As mentioned above, the merger process was
more bottom-up, task-oriented and lengthy and less drastic in terms of cutting costs
compared to the reorganisation process that took place in DnC in 1988. Moreover, it was
implemented in line with Bergen Bank’s governance structure.

The bottom-up process implied that the employees were given the opportunity for extensive
participation. Secondly, it required that the top management team involved themselves in
the operative decisions. This was a style that fitted the managers in Bergen Bank who all
had long banking experience, but was less suitable for the DnC managers whose experience
in the banking industry was rather limited.

The management in Bergen Bank was very fask-oriented, and its dominance in the first
phase of the merger reflected the substantive attention given to the integration of tasks. In
contrast, DnC’s management was very process-oriented. Rambjer strongly desired to use
process consultants in the integration process, and had partly committed the bank to this.
Gade Greve however strongly opposed using process consultants in the initial integration, -
and thus process consultants were not hired for support in the overall process.

The approach in DnC in 1988 had been to make drastic cuts and implement the process
very rapidly. Gade Greve on his side wanted to take the necessary time to build consensus
and trust in the organisation. The basis for Gade Greve's preference was the preceding
process in DnC. His view was that the employees in DnC were marked by this process, and
that there was unrest and anxiety in the organisation. He feared that too drastic cuts could
put the whole integration process at stake. Gade Greve's ambition was to try to avoid the
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use of lay-offs in the process, and indeed he signalled this early in the Autumn 1989. One
key manager in Bergen Bank says:

It is possible that the lower level of the organisation could have coped with another
harsh process. But I seriously doubt it... I think it would have been much more
difficult to implement the process as successfully if one had chosen the other, more
harsh approach.

Interestingly, the managers in DnC perceived the situation differently. Their judgement was
that the process DnC had been through in 1988 had made the employees more receptive to
change. One top manager from former DnC says that" The people in Bergen Bank had not
been through the same treatment as the people in DnC... Thus, many became very resistant
towards any kind of change."

The implementation process in the various entities followed a structure where the division
or corporate staff managers acted as managing directors for their own entities. This was in
line with Bergen Bank’s governance structure where the divisional managers acted as

managing directors for their own entities.

As for the objections towards this governance structure in Bergen Bank, some managers in
the top management team felt that this way of organising impaired lateral co-operation and
communication. Moreover, it seems to have resulted in fundamentally different processes in
various entities , in particular in the Banking and Internal Operations Divisions.

Organisation of a new entity

As mentioned in chapter 4, the merger between Bergen Bank and DnC was a highly
complex operation affecting more than 7.000 employees scattered all over Norway. The
new management feared that introducing too much change could put the whole merger at
stake, and thus it was decided only to implement minor changes. However, the new
management also signalled that the chosen organisational structure was probably not going-
to last for long. Egil Gade Greve’s prediction was that it would be revised two or three
years after the physical integration had taken place.

Some key managers have raised the question of whether the new organisational structure
was established too quickly, taking into consideration that participation in the pre-merger
process was highly restricted and the time to discuss various solutions limited. However,
primary consideration was given to getting the new bank operative as fast as possible.
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Because of this priority, there was no fundamental strategic analysis process. This process
was postponed until after the merger had been implemented. The plan was to restructure the
bank in the Autumn 1992/Spring 1993. Some managers from DnC did however question
the lack of a corporate strategy for the new bank. In their opinion a strategic analysis should
have been initiated before merging the two banks’ operations. Other managers claim that it
would have been too complex to merge the two corporations and implement fundamental
changes simultaneously. One manager from former Bergen Bank says:

At that time I felt that this was the right approach. Put together what we had, a quick
fix, change the things we obviously had to and get started. I think I would have
chosen to implement the process in two stages even today. The uncertainty is so
extreme when you enter such as process and it is important to settle some
preliminary matters to start with... Say that this is what we agree on at this stage, then
be open for a new assessment after a while.

The chosen organisational structure differed from the two former organisations in one
respect, and that was the creation of an Internal Operations Division. There were several

reasons for this.

First, more than 80 per cent of the two banks’ employees were located in the two banks’
retail operations. By separating the internal operations from the retail business area, one
aimed to smooth the integration process. Second, by creating an Internal Operations
Division one highlighted important areas such as the integration of the payment
transmission services and the computer systems. Third, there was the question of retaining
key people in the two banks” top management teams.

The structure of the joint corporation is outlined in Figure 8.1 below.

Based upon the fact that more than 65 per cent of the employees in the parent bank were
employed in the Banking Division, and its offices were scattered all around Norway, the
integration process is described as most complex in this division. The integration process in
the Internal Operations Division was complex in the sense that this was a new division
which neither bank had encountered before. Hence, the Internal Operations Division
recruited people from various departments in the two banks. In a sense this was a merger

between entities within and across the two banks.
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Figure 8.1 Structure of the New Organisation

Service Division

Egil Gade Greve
CEO
Deputy
istian Rambjer
Credit Policy Corporate services
@ivin Fjeldstad John Giverholt
Finance Harald Moen
International Business Development
Stein Wessel-Aas
Integration Ingebrigt Bersheim
Information Jarl Veggan
HRM
Internal Audit Ketil Fjerdingen
Legal Section
Banking Corporate International Investment
Division Division Division Banking Division
Reidar Lien Eskil Vogt Tom Grendahl Svein Eidem

Nils Landsnes

In the Corporate Customers Division and International Division in Norway the two banks

were virtually merged the day after the announcement. One key manager described the
process: "They brought all the account executives together, looked at the lists of corporate
customers from the two banks and distributed the customers between them."

In the Internal Division’s foreign branches the integration process was more harsh. The
major reason for this was the large and accelerating losses in DnC’s international network.

Hence, the process in the International Division was marked by the struggle to detect and

bring under control the accelerating losses and to change to a less ambitious international

strategy.
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The process in the Investment Banking Division seemed to be somewhat less smooth due to
differences in policies between the two banks and uneven distribution of positions. This

will be discussed in the section on allocation of senior positions and functions.

Allocation of senior positions and functions

Top and middle management. The choice of Egil Gade Greve as the new bank’s CEO was
decided as early as August 1989. The appointment of Gade Greve did not seem to come as
a surprise to the employees in Bergen Bank and DnC. Gade Greve had a strong standing in
the banking industry and had been chairman of the Norwegian Commercial Banking
Association. Moreover, he had been Bergen Bank's CEO since 1982 and was one of the
initiators of the SBP-alliance. Kristian Rambjer on the other hand, had all his experience
except for the previous year, from the manufacturing industry. Hence, he was appointed

deputy chief executive.

The selection of the chairman of the board was a bit more tricky. After a meeting between
the two chairmen, it was clear that Jon Gundersen from DnC would propose Ole Lund as
the new chairman. John Gundersen, former chairman in DnC, became the new vice

chairman.

The top management team consisted of five members from Bergen Bank and six from DnC
including the director of information. This distribution reflected the aim to achieve equality.
Indeed, the two CEOs seemed to be more concerned about getting their key managers on
the team than finding a mix of managers that would work well together.

One example of this was the people appointed to manage the Retail and Internal Operations
Divisions. Nils Landsnes had been in charge of the Banking Division in DnC, and Rambjer
required that he should have a central position in the new management team. Likewise,
Reidar Lien had been one of Gade Greve key managers, being in charge of the retail

operations in Bergen Bank.

Some people did however express concern at the appointment of two so different managers
in charge of the Banking and Internal Operations Divisions. Like Gade Greve and Kristian
Rambjer these two managers represented two cultures and management styles, and the fear
was that these appointments could split entities that naturally belonged together. Choosing
to place the Banking Division in Bergen and the Internal Operations Division in Oslo, did
not make close co-operation between the two any easier. According to one local manager
the two divisional managers went in different directions, and had too little co-operation
between them. Another key respondent says that" To set up these two divisions with these
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two managers was a mistake. They should have made one division and put one of them
clearly in seniority over the other. Or they should have appointed different managers."

Equal distribution of positions also seemed to be the case in the majority of the divisions
and corporate staff groups. The major exception to this rule was the Investment Banking
Division where four out of five area managers were from Bergen Bank.

Considering the power differential between the parties in the pre-merger process, the
equality in distribution was somewhat surprising. One reason why DnC benefited in the
distribution process may have been the merger regime. Moreover, it is important to take
into consideration the background of the DnC managers that entered DnC in 1988 and the
restructuring process in DnC shortly before the merger. People from DnC were perceived as
being more politically skilled than their counterparts from DnC. A key manager from
Bergen Bank describes the process:

Many of us discovered quickly that the parties in this merging process had different
presumptions. DnC'’s representatives were better co-ordinated in all the working
groups than people from Bergen Bank. The representatives from Bergen Bank entered
as idealists and individuals, whereas the people from DnC entered as group with a
clear aim to preserve as much as possible from their old culture.

One key manager in former DnC says:

They were more involved in the process, but we were better prepared. They predicted
a continuation based upon status quo, whereas we were much more prepared for
change.

Oslo and Bergen. A key difference between Bergen Bank and DnC was that Bergen Bank
had no official head office, whereas DnC had its head office in Oslo. The question was
whether the new bank was going to have an official head office, and if so, where it should
be located. The result of the pre-merger negotiations was that Bergen Bank’s line was
continued, and the word head office was not mentioned in the new Articles of Association.

However, a real discussion of the distribution of functions between Bergen and Oslo
seemed to be undesirable. Though a document was prepared to establish criteria for the
distribution of functions between Bergen and Oslo, it did not seem to elucidate the future
role of the Bergen unit. One key representative in the bank says that "the problem of
Bergen and Oslo was there all along, but one decided that it did not exist per definition".
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This lack of clarification apparently resulted in a number of double functions between
Bergen and Oslo. One manager from DnC top management claims for example that the
relationships to Bergen restricted the realisation of gains implying that financial

considerations were not always given primary consideration.

Another interesting feature regarding the distribution of positions and functions between
Oslo and Bergen concerns the formation of alliances between managers and union
representatives. Beside being based on common interests, the alliances seem to have been
stimulated by closeness in culture. Indeed, managers and employees in Bergen Bank Oslo
say they felt culturally closer to DnC than to their colleagues in Bergen by whom they had
previously been dominated. One key employee from Bergen Bank states:

We were a little brother in Oslo and found a strong alliance we were attracted to. We
succeeded in finding a common ground and immediately started to get our act
together... We had a fight, and of course the parties in Oslo stuck together. The name
of the game is to obtain strong alliances. If you succeed in doing that, you win.

Unification of power

The impression of the distribution of power at this stage is that Bergen Bank was dominant,
but not sufficient so to create a stable political situation. Because the merger process was
implemented in two steps however, this unstable power situation was likely to change. The
unstable political situation was characterised by dual control over power bases, power

struggles, lack of congruence in communication and different styles of leadership.

Degree of unification of power. At this point Bergen Bank controlled important power
bases such as the chairman of the board, the CEO, the manager of retail banking and the
head office in Bergen. Moreover, Bergen Bank dominated the Investment Banking
Division. However, some of these important power bases were likely to change. First, Gade
Greve was getting close to retirement and a new CEO was unlikely to be recruited from
Bergen Bank. Secondly, the head office in Bergen was expected to play a minor role in the
future.

Apart from these areas, the allocation process in the first phase of the post-merger process
was marked by symmetry between Bergen Bank and DnC. Indeed, the examples discussed
above show how organisational affiliation was used as the main criterion for selection
regardless of achieving an efficient distribution. According to one top manager these
compromise solutions created disharmony and were often bound to be changed in the long

term. One regional manager says:
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To get the merger physically implemented over a reasonable period of time, it might
be necessary to give fairness preference over efficiency. It is easier to get concensus
this way and to speed up the implementation... For that reason, a new process will
often be necessary after the merger.

Because Rambjar and Gade represented such different styles of management and had such
different views of how to implement change processes, it seemed to be problematic to find
a working relationship that utilised the strengths of both managers. The management style
in the first phase of the post-combination process reflected the style in former Bergen Bank,
a style that Kristian Rambjer and his managers had difficulties adapting to.

At the divisional level however, Bergen Bank's governance structure opened for various
management styles. According to one key manager one should have chosen between these
management styles because they were so fundamentally different. Indeed, the various styles
seemed to frustrate the employees that experienced change of management.

Regarding power struggles and lack of congruence in communication Rambjer and Gade
Greve chose to divide the supervision of the divisions between the two of them. This
division of labour seems to have resulted in a two headed management giving different
signals to the organisation. Moreover, it seemed to stimulate the preservation of former

lines of command.

As the merging process proceeded, it became continuously difficult for the two managers to
work together. Rambjer had difficulty fitting into his new role, and decided to leave the
bank early in 1990. In the first week of May Rambjer informed the management of his
resignation, and left the bank in the Summer to begin his new job as a director general of

the Norwegian State Railways.

The signals the top management gave downwards in the organisation seem to have reflected
that there were some problems of co-operation between the various team members. One

regional manager says:

It did not take a long before the unrest and lack of domestic peace internally in the top
management team shone through. Both because they represented different
personalities and because they had different opinions on how to organise the bank.

All these factors put together suggested that the bank had an unstable political situation,
and that the process of unifying power would continue into the next phase.
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8.4.4 Culture and Identities
Reactions and expectations
Three issues seem to have triggered strong reactions among the middle management and
employees. These were potential cost reductions, the lbsses in DnC and biased allocation,
and lack of participation in the pre-merger process. The latter issue will be examined in the

section on participation below.

In an article in Aftenposten the day after the announcement, Fritz P. Johansen, head of the
Norwegian Union for Bank Employees, stated that a cost reduction of 750 million NOK a
year implied that about a thousand employees were in excess. In particular, he felt sorry for
the employees from DnC: "In the beginning of November last year DnC was sliced to the
bone, now they have started to gnaw it". Reactions from the employees in the two banks

reflected shock and uncertainty:

VG 6th October 1989: Klassekampen 7th October 1989:

The employees in shock The union representatives in DnC who have just
The employees are uncertain and insecure. Our been through a process of lay-offs are shocked.that
knowledge of how many and who must leave is the Department of Finance can approve such a
limited, Jorunn Berland from Bergen Bank says. In merger - right against the existing policy - without
DnC the reaction is shock and disbelief. considering the consequences for the 7000

employees in the two banks.

When comparing the reactions between the two employee groups, the employees in DnC
seemed to be far more sceptical than their counterparts in Bergen Bank. The main reason
for this seems to be the preceding process in DnC where more than 1200 employees had
left the bank and 820 people were laid off. They had experienced a reorganisation process
under the management of Kristian Rambjer and Nils Landsnes, the latter who had been in
charge of the Banking Division. They had no knowledge of Egil Gade Greve whose
management style and approach to change was fundamentally different.

Hence, they did not believe the management’s statements of real influence. They were
certain that the management had the answer to how many man-labour years they were

going to cut. One key employee from DnC says:

The effect of the Kristian Rambjer period and the resultant downsizing was that we as
union representatives became more critical. We did not fear a fight with the bank’s
management as the union representatives in Bergen Bank did... When the merger was
announced we were certain there would be lay-offs... Hence, our strategy was
probably much more aggressive than what the union representatives in Bergen Bank
would have desired. ‘



232

The uneven distribution of senior positions and the loss situation in DnC did also provoke

reactions among the employees in DnC, and quite a few say they felt taken over by Bergen
Bank. One local manager from DnC says: "The whole bank, in particular DnC, felt that this
was a take-over from Bergen Bank."

These reactions were also reflected in an article in the internal newsletter 30th October
1989 where questions of the uneven distribution and consequences of DnC’s weak financial
situation were raised. Some of the questions that were raised are stated below. The article is

included in appendix 8.4.

- Both the chairman of the board and the CEO are recruited from Bergen Bank.
This shows that DnC is the losing party.

- In the board’s resolutions it is stated that Bergen Bank is the acquiring bank.
Thus, it ‘s evident who is the winner.

- The accelerating losses forced DnC to merge.

Positioning and downsizing

The selection process for the other employees in the bank started in February/March 1990.
To stimulate people to voluntary departure incentive packages were made available. In the
beginning of December the criteria for selection were settled. The management in the bank
had decided to use seniority and suitability as the main criteria. In the guidelines for

selection p. 3, it was stated:

For management positions, key positions, positions that require special competence or skills and
positions where workmanship is of major importance, the criteria for selection are to be based on
qualifications, i.e. selecting the employee that is most suitable for the position.

For other positions, seniority is the primary criteria.

In addition to - and as a correction to - the above mentioned criteria, the following conditions should

be taken into account:
- more than 10 years of employment
- employees who are more than 50 years of age
- social conditions

Regarding the last paragraph, there was a discussion as to whether knowledge of the
portfolio in Bergen Bank was to be a separate suitability criteria. Because DnC had already
been through a downsizing process, many young people had left the bank. One feared that a
downsizing process using seniority as the main criteria would in particular effect young
employees in Bergen Bank. This was also an argument for stimulating voluntary departure.

To ensure an objective and equal assessment of the candidates, the following requirements

were set up (extracted from the guidelines for selection p.4 and 5).
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- Completed job description for the individual positions

- Employee forms to be completed by the individual employee. The employees must be given
reasonable time to complete these forms, a minimum of two days.

List of personnel data is to be completed by the personnel consultant.

- If the new manager does not know the employee, he/she must conduct an interview with the
employee’s former superior.

- The decision maker states in a separate report the considerations that have been taken into account in
the appraisal.

During the beginning of 1990 the majority of the banks’ employees were appointed to
positions, and about 290 employees were in excess. To reduce the extent of lay-offs it was
decided to postpone the use of possible lay-offs until 30th June and to extend the incentive
package for the employees in excess. By the end of June the number of employees in excess
had been reduced to approximately 100. These employees were allocated in the department
for employees without permanent positions. However, they were still employed by the
bank.

One key employee says that because it was signalled relatively early, i.e. in the Autumn
1989, that no lay-offs would be conducted, the uncertainty was more related to what kind of

job one was going to get:

I think this facilitated the functioning of the organisation. Even if you were not
selected for a particular job, you had a letter stating that you were employed in DnB.

Participation

One problem in the merger was the lack of involvement of employees or employee
representatives in the pre-merger phase. Employees in both banks expressed their
disappointment at not being informed about the merger at an earlier stage. One key

employee says:

We were summoned to a meeting on a Monday night and told that we were going to
merge with Bergen Bank the following day. First, the news came as a shock.
Secondly, if one is serious about co-operation, then the union representatives should
have been involved at a much earlier stage. ‘

Although the settlement was an intentional, not a final agreement, the union representatives
felt that a merger would be inevitable. Hence, their ability to influence the merger decision

was substantially weakened.
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In the transitional period after the merger was announced and before the legal combination,
the employees became highly involved through their union representatives. Union
representatives from both sides became members of all the project groups established in the
process. The idea was to give the people who would be affected by the decisions a say in

the process.

As time passed the union representatives seemed to have acknowledged that they had some
real influence in the process. Although the pace in the process was quite high, they
apparently had the time they needed. One key employee says: "I have no objections to the
time pressure in the merger. I think pace is important not to lose too much. I felt we had the

time we needed."

The project organisation that was set up in the post-combination process had an equal
number of representatives from each bank in every group. This project organisation
consisted of a provisional board that replaced the two former boards, three corporate
bodies, divisional boards, project groups and task forces. The employees were represented
with two union members in each of these groups apart from the corporate management
group. However, this group had only a minor role in the integration process.

Information and communication

To establish a common platform for information, the two internal newsletters in Bergen
Bank and DnC were merged into one and named "Fellesavisen" (The Joint Paper). This
newsletter was distributed to all employees in the bank and was a weekly publication
during the merger process. In addition messages were sent out on the banks” electronic mail
systems. Employees that wished to keep up to date with the ongoing process could seek

information here.

Beside the written information, a number of information meetings were held. The first
plenary session took place in Oslo on 7th October, in Oslo. At this meeting the hundreds of
managers invited were reminded of their particular responsibility to inform and care for
their employees. According to key employees in the organisation however, this was an area
where many managers failed. One key employee says the managers were more concerned
about positioning themselves than taking care of the employees.

The content of information communicated from the corporate management was
distinctively marked by an emphasis on good news. The rest of this section will focus on

the reasons for and consequences of this approach.
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The intention of giving such a biased picture was apparently to create enthusiasm for the
merger. This emphasis was reflected in a large number of articles in the internal newsletter,
in a video of the two former CEOs ending "this will be fun" and in advertising campaigns.

One key employee commenting on the video of Gade Greve and Rambjer claims that the
management misjudged their audience completely: "What the organisation feared was lay-
offs and changes. That was not mentioned at all. I think they had a lack of understanding of
how the organisation reacted."

However, it is also important to have in mind that at the time of the merger, the
management predicted a far more positive future than what actually happened. One key
person in the bank says:

I do largely agree that there was little congruence between what was said and what
was done in many relations... It has been a terrible strain for the organisation to face
negative figures over and over again, negative coverage in the media, negative
customers. ..The expectations one tried to create to motivate the organisation have not
been fulfilled.

In fact, the biased information seems to have resulted in a lack of confidence in the
messages communicated from the corporate organisation. Indeed, the internal newsletter
was nicknamed "Pravda".

Because the information coming from the central administration seemed to be neither of

good quality nor informative, information had to be sought from various sources. One such

source of information was the press. One regional manager says that one heard news, in
particular the negative news, through the press rather than the internal channels. The lack of
good quality information seemed create a situation of Chinese whispers.

Integration of cultures and identities

The reactions to the merger announcement were marked by the fear of lay-offs and Bergen
Bank dominance. The reactions to the lay-offs were strongest among the employees from
DnC who shortly before had experienced that a large number of employees had been laid
off. The outcome of the positioning process was however that no employees were laid off.
This avoidance of lay-offs seemed to be one of the most important contributors to tearing
down the boundaries between the two organisations. Moreover, the positioning process was
thorough and based on fair criteria. Although this may have delayed the process of
appointing key employees, it seems to have served the integration process positively.
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Nevertheless, there was still a scarcity of positions and resultant polarisation of the two
employee groups. This represented a negative influence on the cultural integration process.

Because the employees did not participate in the pre-merger process, they were totally
unprepared for the forthcoming process: Moreover, because many of the important issues
had been resolved in the pre-merger process, their influence was restricted. At the time of
the merger announcement these factors seem to have had a negative influence on the
integration of cultures and identities. However, the extensive participation and influence in -
the initial combination probably counterbalanced this negative effect.

The involvement of both parties in the project groups was in line with the merger regime
and as such represented a positive effect on the integration of cultures and identities.

The quality of information in the process seems to have resulted in eroded trust in the new
bank’s management and as such represented a negative influence on the cultural
integration. Although the information was based on facts, it was too biased towards the
positive events. Moreover, it focused on strategic and overriding issues rather than concrete

issues that concerned the employees.

Degree of cultural integration. The impression from the initial combination is that some of
the basis for cultural integration had been created, but that there was still along way to go.

The indicators of cultural integration process discussed in chapter three and the previous
case chapters were; mentioning former organisations, keeping score of appointments and

promotions and presenting consistent views of post-merger culture.

As discussed in chapter seven one of the key characteristics of the initial post-combination
phase in mergers and acquisitions, is the allocation and positioning process. This is a
process in which managers and employees are to a large extent concerned with protecting
the interests of their former organisations. Hence, mentioning the former organisations and

keeping track of appointments and promotions is the essence of this process.

Regarding the presentation of consistent views of post-merger culture, the impression is
that this was too early to assess at this stage. Although Bergen Bank was dominant at this
stage, there was a strong counterculture in DnC.
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Thus after the initial combination the new bank seemed to resemble the former Bergen
Bank most, based on the description of the banks given in the first phase. The areas where
the cultures were incompatible had been resolved by one bank dominating the other.
Firstly, retail banking had just as an important role in the new bank as it had had in Bergen
Bank before the merger. Secondly, the bank had preserved the head office in Bergen and
planned to continue Bergen Bank's international strategy. Finally, Bergen Bank s

management style and decision-making processes were dominating.

A better indicator of integration of cultures and identities that emerges from the case data is.
change of primary membership. This implies detecting when the members of the
organisation no longer primarily identify with their old organisational affiliation, and was

also discussed in the previous case.

DnC was on the edge of a major cultural change when the merger with Bergen Bank
happened. As mentioned in the description of historical backgrounds, this cultural change
was strongly resisted by DnC'’s central administration and offices in Oslo. In contrast, quite
a few local branch managers had started to adapt the new management style and culture and
thus had changed their primary membership from the old to the newly emerging DnC
culture. Hence, at the time of the merger two distinctive cultures were apparent in the DnC-

organisation.

The local managers in DnC felt that the situation in the domestic network had changed
positively, and seemed keen to continue the work that been initiated in DnC. When Reidar
Lien became the new manager for the Banking Division they felt that they were set back in

time. One manager says:

Our experience was that the management style we gradually had adopted and
approved of was discontinued. The regional management meetings changed character,
and became more militant, detailed-oriented and less strategic and forceful... Bergen
Bank started a year later than we did, and this marked the organisation. They were
less adaptive to change and not open to confrontations. We felt as though we had
more experience, and that the forthcoming process was almost a standstill.for us...

Hence, the impression is that former DnC middle managers in the Banking Division felt
somewhat alienated and that they did not feel attracted to a culture they had left behind.
Hence at this stage they still identified with the new culture in DnC.

In contrast, the employees and managers in Oslo seemed to have welcomed the merger with
Bergen Bank. Bergen Bank represented in many ways the old banking culture the new
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management in DnC had tried to change. They felt comfortable with Gade Greve who in
many senses reminded them of their former CEO, Leif Terje Laddessl.

However, the managers and employees representing the old banking culture had divergent
interests in the allocation process. As in other horizontal mergers, cutting costs was one of
the main objectives in this merger. This cost reduction resulted in a scarcity of positions,
and rather than forming alliances, the representatives from the two organisations competed
for positions in the new organisation. Hence, as long as the managers and employees had
divergent interests in the allocation process, their interests were best served by keeping

their primary membership in DnC.

Like DnC, Bergen Bank had two distinctive cultures in the organisation, one that reflected
the retail operations managed from Bergen and another that reflected the corporate business
area located in Oslo. As mentioned in phase one, the cultural differences between Bergen
Bank Bergen and Bergen Bank Oslo seemed to be greater than the differences between
Bergen Bank Oslo and DnC. In addition to feeling culturally close, common interests
existed among the managers and employees in Oslo in the allocation process between Oslo
and Bergen. Hence, the common interests acted as a promoter for cultural integration and
resulted in a change of primary membership for Bergen Bank representatives from Bergen
Bank to Oslo.

8.4.5 Summary

Implications for the following phases. The slack resources in Bergen Bank implied that one
had the opportunity to realise gains on a long-term basis. The conclusion after the initial
post-merger phase was that one had started to realise these gains, but that more was

expected to be realised in the next phase.

The impression is that Bergen Bank had a more dominant position in the pre-merger phase
than in the initial combination. The unstable political situation created in this phase was
however likely to change in the next phase. First, one would expect pressure towards a
more effective distribution of positions and functions. Furthermore, important power bases
were likely to change hands. Third, the strategic process had been postponed.

The reactions to the merger can be traced back to the historical backgrounds of the parties.
Hence, the employees from DnC reacted more strongly and negatively than the employees
in Bergen Bank. At this stage the cultural integration had not come very far, and it was
therefore important to track it through the next phase.
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Relationship between task, power and culture. The implication of the bottom-up process

chosen in the initial combination phase seemed to be that a lower level of gains was

realised at least in the short run. This approach facilitated the integration of cultures but

restricted the realisation of gains.

At the same time however, there was extensive attention to the integration of tasks. This

gave a good basis for realising gains. The effect on the integration of cultures and identities
seem to be twofold. First, because this substantive attention brought employees from the

two organisations together physically and through project meetings it had a positive
influence on the cultural integration process. On the other hand, this task orientation seems
to have been at the expense of a more process-oriented approach and as such might have
delayed the cultural integration process.

The task integration benefited from the reduction in personnel costs. The reason for this
was that there was a better fit between the number of employees and the bank’s normal

level of activity. On the other side, the downsizing of employees polarised the two
employee groups and as such negatively influenced the cultural integration. However, the

effect on the cultural integration process would probably have been more negative if the
downsizing had been conducted through the use of lay-offs.

The unstable political situation in the initial phase of the merger was to a large extent a
result of the use of equality as the primary distribution criterion in the allocation of
positions and functions. As such equality as the primary distribution criterion represented a
negative influence on the unification of power, but at the same time it facilitated the
cultural integration process in protecting both parties” interests in an objective and fair

manner.

8.5 PHASE FOUR:
THE PATH TOWARD ORGANISATIONAL INTEGRATION
Late 1990 and onwards

8.5.1 Introduction

The merger between Bergen Bank and DnC started off quite well. The first part of the
merger seems to have run surprisingly smoothly, and in the Summer of 1990 there was an
enthusiasm and motivation among the employees that looked promising for the future.
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During the Autumn of 1990 it became clear that the banking crisis was far from over, and
that the bank s estimates for losses were 600 million NOK below the budget. This negative
development continued to accelerate in 1991 and 1992.

Whereas the banking crisis in this first phase in the late 1980s was marked by crisis in
individual banks, the crisis in the second phase in the early 1990s was a crisis that hit the
whole banking industry. In contrast to the first phase which was characterised by internal
problems of management and control, the crisis in the early 1990s was to a large extent
related to the macro-economic trends, large structural problems in individual sectors, high
real interest rates and decreasing prices in the real estate market.

In the Summer of 1991 the major problems in the Norwegian banking industry started to

crystallise. In the middle of June 1991 four commercial banks received preference capital
from the Commercial Bank Guarantee Fund of 5.8 billion NOK. One of these four banks
was DnB that received 939 million NOK.

In October 1991 the Commercial Banks Guarantee Fund supplied DnB with 1.25 billion
NOK in preference capital. After the bank notified that it would give up its plans for a
private share issue, the Government Bank Insurance Fund put 3.25 billion in core capital
into the bank in early December. In addition the Government Investment Fund acted as an
underwriter for 1.675 billion NOK. By these actions the Norwegian Government became a

majority owner in DnB.

This section is divided into three major parts. The first part on tasks focuses on the
realisation of gains of task integration. Then in the second part the change of CEO, strategic
and organisational changes, allocation and organisational of process in relation to
unification of power is discussed. Third, the effect of reactions, positioning and
downsizing, participation and structural changes on cultural integration is examined.

8.5.2 Tasks

Realisation of gains

There were three important features that put pressure on realising gains in the second
combination phase. These were the crisis in the financial industry, change of ownership and

change of organisational structure.

As mentioned in the first section, the belief in 1989 was that the banking crisis was over.
Indeed, when Bergen Bank and DnC announced their plans to merge in October 1989, their
outlook for the future was far more positive than what turned out to be the case.
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This optimism was reflected in the management approach to realising gains. They acted
upon a future scenario where there were sufficient resources and time to realise synergies
over a long period. One of the bank’s key managers from former Bergen Bank says:

Our interpretation against our’s better judgement..., was that we had time to
implement a gradual adaptation to the new situation in the market and to get rid of the
superfluous "fat" that appeared as a result of the merger.

When the bank’s management realised that the banking crisis was far from over in late
1990, action had to be taken to limit the accelerating losses and make the bank more cost-
efficient. The bank’s discretionary resources diminished rapidly as the profits became
increasingly negative and the bank equity capital was drained, see Table A8.3 in appendix
8.2.

The first problem was to regain control over the accelerating losses that affected the
medium sized businesses in particular. This implied that extra resources had to be dedicated
to this purpose. To become more cost-efficient, gains from the integration of tasks had to be

realised.

Interestingly, people argue that the total amount of gains realised in the initial combination
and in the years that followed probably would have been the same with or without a crisis.
In the first phase however, one did not realise these synergies. One manager states:

I think the downsizing we have been through was necessary. If one had realised more
in the first phase, one might have got away with less in the second phase. However, 1
doubt that the total amount would have been less.

The second factor that put pressure on gains was the change of ownership. The
government’s support in the form of capital was made contingent on reduction of costs.

In the agreement entered into the 2nd December 1991 between DnB and Government Bank
Insurance Fund (GBIF) it was stated:

The bank’s board of directors shall set up and approve implementation of a plan for
the bank’s operations until 31st December 1993. This plan is to be submitted to GBIF
by 1st February 1992. GBIF has the opportunity to demand changes in accordance
with the terms and conditions of the preference capital deposit. The group’s operating
profit after losses but before extraordinary items, must at least balance in 1992. DnB
has to reduce the current extraordinary costs by at least 10 per cent (nominal) from
1991 to 1992.
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The interesting question is whether this put extra pressure on the bank to realise gains or
whether these were cost reductions that would have been implemented anyway. The
impression is the government’s requirement to cut costs did not exceed the bank’s own
estimates. One manager from the bank’s top management states that "I think one would
have implemented the same cost reductions independently of the amount specified in the

agreement".
Nevertheless, the requirement from the government seems to have been useful to
communicate the need to cut costs towards the employees in the organisation. As such it

provided legitimacy for the management’s actions. This will be further explored below.

The third factor that put pressure on realising gains was the restructuring of the bank into

strategic business units. These content of these changes will be further examined below.

In the forthcoming process the division of labour between Bergen and Oslo became more
cost-efficient, the number of outlets was reduced and several employees left the
organisation. Total operating expenses were reduced by 17,5 per cent from 5772 million
NOK. at the end of 1991 to 4763 at the end of 1992, see Table A8.3 in appendix 8.2.

The reduction in manning from 1991 to 1993 was 720 man-labour years or 12.6 per cent
from 5712 in 1991 to 4992 man-labour years in 1993. Most of this reduction was carried
out in the new Retail Division in 1992 when the number of man-labour years was reduced
by 576. The number of outlets was reduced by nearly 20 per cent from 201 in 1991 to 162
in 1993.

Implication for integration of tasks

The pressure from the crisis, change of ownership and restructuring of the bank speeded up
the process of realising gains. Firstly, pressure was put on the realisation of gains in the
former Banking Division in particular. This was the part of the bank where functions and
positions to a large extent had been integrated, but where the gains had not been fully

realised in the previous period.

Secondly, the distribution of functions between Bergen and Oslo was made more efficient
as Bergen lost its position as a corporate headquarter, and the powerful top managers

defending Bergen’s position left the bank.

The impression in the Spring 1994 was that the integration of tasks related to the merger
between Bergen Bank had nearly come close to an end.
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8.5.3 Power

Change of CEO

At the meeting in August 1989 between the two CEOs and chairmen of the boards, Egil
Gade Greve signalled that he was considering making use of his pension agreement to retire
at the age of 62, i.e. in 1992. The management in the bank knew of this agreement, though
it was not until the Summer 1990 that Gade Greve made his final decision to retire.

As the combination process proceeded it became apparent that the bank faced considerable .
problems in getting the accelerating losses on loans and guarantees under control. Before
Gade Greve retired, he expressed that his task had been to implement the merger process
and that it was up to his successor to initiate the changes necessary to bring the bank out of

the crisis.

The search for a new CEO started in the Summer 1990. The bank hoped to find a candidate
who could start in the late Summer of 1991. Finn Hvistendahl from Norsk Hydro was
identified as a possible candidate in the Autumn 1990, and took up a position as Gade
Greve's deputy as early as February 1991. In August 1991 he became the new bank’s CEO.

The announcement of Finn Hvistendahl as the new CEO of DnB was received positively by
the employees of the bank and the press. In Dagens Neringsliv 30th November 1990 it was
said that the new CEO had a good reputation in the industrial society. During his time at
Hydro he had been in charge of several turnaround operations. With Hvistendahl s the new
bank’s CEQ, a period of fundamental changes in the bank s strategy and organisation
followed.

Strategic changes

The process of identifying the bank s strategic business units began in April 1991 after Finn
Hvistendahl had been appointed deputy managing director. In contrast to the initial
combination process, this process started by identifying the strategic business units before
deciding the primary structure. Nine strategic business units were identified as a result of
the process. In the Summer 1991, project groups were appointed for each strategic business
unit to elaborate the strategies further.

In a meeting in early October 1991 where more than a hundred managers were present,
Finn Hvistendahl summed up the conclusions of the strategic project. For the consumers
and the small businesses the main problem was too high costs in relation to the income that
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was generated. Important tasks in this area were to reduce costs, standardise products,
centralise operations and focus on sale.

For the medium-sized businesses the problem was not costs, but substantial losses. Thus the
competence, credit rating and following up had to be improved. By centralising the
operations in fewer locations the bank planned to build up this competence.

Other business areas were all profitable. Here the challenge was to adapt to the accelerating
changes in the international financial market. No fundamental structural changes were

planned in these areas.

Change in organisational structure

In the process of identifying the strategic business units it became clear that the primary
structure had to change to fit the new strategy. In a letter to the divisions and staff units in
early September 1991, Finn Hvistendahl wrote that the strategic analysis had identified the
need for structural changes and that these changes would imply fundamental restructuring
of how the different market segments were served.

The most fundamental change in the primary structure communicated at the October
meeting was the creation of two new divisions to serve the consumer and small and
medium-sized businesses segments. These two new divisions; the Retail Banking Division
and the Commercial Banking Division, replaced the Banking Division and major parts of
the Internal Operations Division.

The Retail Banking Division included the consumer mass market, private banking and the
small businesses. At the end of 1991 the Retail Division had 201 outlets organised into nine
regions. The structure implied a simplification of the old Banking Division that had been
structured into regions, district and local banks.

The Commercial Banking Division was organised into nine regions and a centralised
special unit handling non-performing and doubtful loans. The Retail Banking Division was
responsible for the domestic network of outlets and served both the Retail and the

Commercial Banking Divisions’ customers.

In both divisions there was a development towards centralisation. In the Retail Banking
Division the aim was to centralise credit and back-office functions and make the entities
into sales outlets. In the Commercial Banking Division the operations were placed in nine

regions. Representatives from the two divisions describe these changes:
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From the Retail Banking Division From the Commercial Division
We were situated in 160 outlets towards the ~ From being regional managers with quite
mass market with the responsibility for extensive authority, managing a bank which was

accounts, financial affairs, operations and so  looked upon as an institution in the local
on. This has now been centralised either to community... they became operational executive
one location or nine... We had credit officers  officers with minor administrative responsibilities.

situated in 160 locations, now they are To explain that it is business consultant you’ve
placed in nine. We have turned around the always wanted to be, you have always complained
organisation. The outlets are directed about your administrative responsibilities.... It’s a
towards the market, they have no other radical change.

function

At the end of November 1992 it was announced that the International Division and the
Corporate Division were to merge 1st January 1992. The new division was to be named the
International Division. This division included the corporate customers segment, shipping
and international financial institutions.

It seems somewhat unclear whether the merger between these two divisions was a result of
the strategic analysis or not. One key manager says that the announcement of the change
came as a surprise, especially taking into consideration the signals of new fundamental
change in this part of the bank. Other key managers however, claim that this change
reflected the decision to concentrate on Norwegian and Norwegian-related businesses.

Allocation of key positions and functions

Top and middle management. The changes in the primary organisational structure implied
that positions and functions had to be re-allocated. In this re-allocation, two former Bergen
Bank directors left the top management team whereas former DnC managers gained more

powerful positions.

Since the merger in 1989 six key managers from Bergen Bank had left the top management
team. In contrast only two managers from DnC had left the top management team. Two
new managers from Bergen Bank had been recruited to positions in the top management
team. Hence, at the beginning of 1992 there were five directors from former DnC, including
the information director, two directors from former Bergen Bank, and one neutral who was
Finn Hvistendahl.

Comparing this top management team to the team in DnB appointed in 1989, there was a
dominance of managers with a manufacturing industry background. These included most of
the former DnC managers as well as Finn Hvistendahl and Olav Fjell from former Bergen

Bank.
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However, the restructuring did not just affect the top management team, but also employees
at lower levels in the organisation, particularly those in the Retail and Commercial Banking

divisions.

For the middle managers this implied a new period of uncertainty and fighting for
management positions. As opposed to the merger process when there was an equal
distribution of middle management positions, the distribution of positions in this process
was more biased. In the Retail Division seven out of nine regional managers were recruited

from DnC. One key manager says:

The people from DnC felt inferior in the merger process. When one realised that
Bergen Bank had just as many losses as DnC, the managers from DnC reappeared. It
might be an overreaction. The mangers from DnC have had the opportunity to choose
their former colleagues from DnC to a greater extent than is desirable. Today there
are several areas that are strongly dominated by employees from former DnC.

One key manager in charge of selecting managers in the process describes how he chose his
subordinates: "The first thing to do was to choose managers we believed in... I consciously
chose people I believed in independently (of organisational affiliation)." Another manager
from former DnC says that" It was an advantage to have belonged to DnC when X was

appointed and became...manager."

In the Commercial Division the distribution was four managers from each of the former
banks and one who had been employed in both banks before the merger. One reason for this
unbiased distribution may have been that the new managing director had previously been
employed in the corporate banking sector.

Oslo and Bergen. As the merger process proceeded it became clear that the Oslo office was
the real head office. One of the bank’s key managers says:

One always has a feeling of where the bank in reality is managed from. Even if Gade
Greve spent two to three days in Oslo, one could only look at his desks in Bergen and
in Oslo and compare them. The same is true for Finn Hvistendahl who spends one
day in Bergen. You could see that this was a charade.

The reorganisation further strengthened this trend. Firstly, pressure to realise gains implied
that Bergen and Oslo could no longer co-exist as the bank’s two head offices. One manager
from the bank’s top management team says:
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The profitability criterion totally dominated in the reorganisation. This implied that
all double functions between Bergen and Oslo had to be removed. Sentimentality is
no reason to preserve functions that should be closed down.

Secondly, the re-allocation of positions strengthened the Oslo office. Both Gade Greve and
Reidar Lien (former manager of the Banking Division) who had left the organisation in this
period, had been strong defenders of the preservation of Bergen as a strong corporate
centre. The new managers were in contrast seated in Oslo, and re-allocated corporate staff
functions to Oslo. Thirdly, the crisis made it necessary to stay in touch with the new owners
and regulatory authorities who were all situated in Oslo.

Organisation of the process

When comparing the merger process in 1989-90 and the reorganisation, the latter process
seems to be more top-down, process and short-term-oriented. This was a style that fitted the
managers from former DnC and reflected the re-allocation of positions. One local manager
from former DnC says that he recognised the style in this process from the reorganisation

process in DnC.

First, the process was more fop-down than the merger process. One local managers who
compares the process to the merger says that there was a tighter control of the process right
through the details. Another local manager describes the process this way: "... The last
restructuring process was in a sense less compromise-oriented. The concepts were much
clearer. In the merger process we started more or less from scratch.”

Secondly, the process was more process-oriented, in particular in the Retail Banking
Division. This included team building, employee surveys, management and employee
seminars, training in management and marketing skills and so on.

The reorganisation process was also marked by its short-term, crisis management
orientation. Changes were implemented rapidly and the first couple of months were marked
by chaos. One manager describes the process in the Retail Banking Division:

On 23rd March 1992, there were a thousand individuals that changed their jobs all
over the country. Tens of thousands of filing cabinets were removed to one place.
This happened during a weekend. On Monday there was chaos all over the place.
The communications did not work, people did not know where to find information.
This chaos went on for a month or so... The point was to create a revolution and risk
one’s neck or nothing. There was no return. If you proceeded gradually, you could
have turned in the midst of the process. But them there would not have been any
change. Now people just had to adapt.
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One key manager from Bergen Bank says that because the bank was in a crisis, there was a
need to apply a different management approach in this process compared to the merger
process. In particular there was a need for managers who had experience from
implementing radical changes and cutting costs, as well as working in close relation to key
actors in the environment. Few managers from Bergen Bank had obtained these skills from
working in a regulated industry. DnC managers in contrast had gained this critical
competence by working in the manufacturing industry where the environment traditionally

had been more volatile.

Unification of power

There were several factors that positively influenced the unification of power in this period.
These included the change of CEO, re-allocation of management positions and functions
and crisis. These factors changed the unstable power situation in the merged bank and as

such facilitated the unification of power.

Degree of unification of power. This change in the political situation was reflected in the
control over power bases, prevailing style of management, presence of power struggles and

congruence of communication.

One of Bergen Bank’s most important power bases had been the CEO. Hence, the change
to a non-Bergen Bank successor represented a loss of power for Bergen Bank. Although
Finn Hvistendahl was an external successor, he had the same occupational background as

the majority of the top managers from DnC.

Since the announcement of the plans to merge, six managers from Bergen Bank including
the CEO had left the top management team compared to two in DnC. The two Bergeh
Bank managers who were represented on the top management team after the restructuring
process were both recruited after the announcement of the merger. Hence, the balance had
changed in favour of DnC and the manufacturing industry coalition. The change of balance
towards DnC was also apparent in the allocation of middle management positions, in
particular in the new Retail Banking Division. Moreover, there was a shift towards Oslo as

Bergen lost its position as headquarter.

One interesting question is why the distribution of positions and functions changed during
this period. In contrast to the merger process equality was no longer the prevalent allocation
criterion. As such one opened for a more efficient distribution of resources and for the more
politically skilled managers to gain power. One key representative from former Bergen
Bank says:
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Many people from Bergen Bank have left. On the top there are mostly people frofn
DnC and Oslo... I think that maybe DnC’s management was more tough.

Finally, the crisis in the environment further strengthened the managers from DnC’s power.
The reason for this was that their competence in cutting cost and interacting with key actors

in the environment became crucial for the organisation.

The management approach applied in the restructuring process reflected the change of
balance in the top management team. Thus, whereas the merger process was marked by the A
Bergen Bank management style, this process was marked by the DnC management style.
This implied a more top-down, process and crisis short-term-oriented approach.

First, the process was more top-down than the merger process. One local manager who
compares the process to the merger says that there was a tighter control of the process right
through to the details. Another local manager describes the process this way:".. The last
restructuring process was in a sense less compromise-oriented. The concepts were much

clearer. In the merger process we started more or less from scratch."

Secondly, the process was more process-oriented, in particular in the Retail Banking

Division. This included team building, employee surveys, management and employee
seminars, training in management and marketing skills and so on. The reorganisation
process was also marked by its short-term, crisis management orientation. Changes were
implemented rapidly and the first couple of months were marked by chaos.

One key manager from former Bergen Bank says that because the bank was in a crisis,
there was a need to apply a different management approach in this process than in the
merger process. In particular there was a need for management that had experience from
implementing radical changes and cutting costs as well as working in relation to actors in
the environment. Few managers from Bergen Bank had obtained these skills working as
they did in a regulated industry. In contrast, the executives from former DnC had gained
this critical competence by working in the manufacturing industry where the environment

traditionally had been more volatile.

The impression in the Spring of 1994 was that there were still power struggles and lack of
congruence in communication, but that these were along other lines. Hence, instead of
power struggles between Bergen Bank and DnC, these seemed to be more apparent between
the different divisions. The main reason for this pattern was probably the separation of the
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bank into strategic business units, which for a period led to a polarisation of the top
management team. One key manager in the top management team says:

It was obvious that we did not work as a team or a group. We did not co-operate well,
and there were other problems in the organisation. It was very simple. As long as we
could not send out the same signals, then everybody could see that we did not
function well... I presume that each one of us had a theory as to why it did not work,
but there was little disagreement that it did not work.

The overall impression is that the balance of power changed quite dramatically through this .
last period and led to a stabilisation of the political situation in the new bank.

8.5.4 Culture and Identities
Reactions
This section will reflect on the employee reactions to the banking crisis, cost cutting and

change of organisational structure.

Banking crisis. Respondents seem to disagree whether the financial crisis had an integrative
or disintegrative effect on the integration of cultures and identities. Respondents who claim
that the crisis promoted integration, claim that it took people’s attention away from the
cultural clashes between Bergen Bank and DnC. This view is illustrated in the following

statement:

The crisis has directly affected the bank’s existence. Thus, it is no longer important
whether you were formerly employed in one bank or the other...

One the other hand, the crisis also focused people’s attention on which bank was
responsible for the losses. People from DnC in particular seem to have felt a need to restore
the impression of DnC as the weak party at the time of the merger. This is illustrated in the

following statements:

From a local manager in former Bergen Bank: From a local manager in former DnC:
The merger was presented as a necessity for DnC.  Internal documents detecting where the losses
This was difficult for the people in DnC to handle.  originated from were made. Not because there was
When the losses appeared (after the merger), there  a request for them, but to show that Bergen Bank
was little doubt that Bergen Bank accounted for the was no better than DnC or DnC no better than
major part. The people from DnC had a desperate ~ Bergen Bank... One can say that this should not be
need to tell people that this was a phase lead. focused on. But I know it was focused on. There
was almost a malicious pleasure when we found
something....

The crisis also seems to have made people in the bank more individualistic, and self-
centred. One of the bank’s key employees says:
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The crisis has done something with our self-esteem. It has made us better at sticking
to our position... and not sharing with others. We notice this when we consider
mobility, the ability to position oneself and envy.... As such it (the crisis) has
cultivated an individualism rather then a collectivism.

Cost cutting. As a result of the crisis the bank’s performance rapidly deteriorated and
something had to be done to gain profitability. There were two solutions to this problem.
One was to cut operating costs to restore the bank’s long-term profitability, the other was to
try to limit the losses that threatened the bank’s survival in the short run.

Many employees perceived the accelerating losses to be the bank’s major problem and had
difficulties in understanding how yet another round of cutting costs could solve this. One of

the bank s key employees states:

If we think back to DnC, then DnB has reduced the manning by several thousand
employees. We have had a reduction in costs to be proud of, and we have an income
before losses that is reasonable good. So what is the problem ? It is the huge losses,
and we cannot deal with these by cutting personnel. I think it’s wrong to have this
threat of lay-offs hanging round in the corridors any longer. It creates so much
insecurity, we become introverted and aggressive and forget the customers.

At the same time, it seemed to be easier to get people to accept for need for change and cost
cutting because of the banking crisis. One key manager from the top management says:

It was a question of survival and there was a willingness to change that you never
would find in a normal situation. You must remember that in a few years we
downsized 40 per cent. This it difficult to do in a normal situation when there is no
crisis.

Moreover, the top management’s plans to cut costs were legitimised by the pressure from
the new owners. One key employee gives a view of the employees’ perception of the

situation:

The Insurance Fund was the external enemy that we felt we could fight against.
Hermansen (the head of the Government Bank Insurance Fund) was the big bad wolf.
I think that the management consciously used this against us. "This is nothing to
argue about, these are directions from the Insurance Fund".

Change in organisational structure. The division between retail and commercial banking
met considerable resistance from the middle management and the employees. There were

several reasons for this.
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Firstly, a number of people seem to have disagreed with the top management that this was
the right strategic direction. DnB was the only Norwegian bank following this strategy and
as such it was perceived as a risky strategy. Moreover, the time given to the middle
managers and employees to adjust to the new strategy and their opportunity to influence it
was limited. Hence, at the time of the reorganisation there was a lack of acceptance in the

- organisation for the new strategic direction.

Secondly, the division between retail and commercial segments and the resultant
centralisation implied a loss of power for many local managers. A member of the top
management team and a local manager describe the situation:

Top manager: Local manager:

You got constellations between the local employees First, this was new. Secondly, it had a strong impact on

and the local business community. They had a individuals. There was a need for other types of managers
common interest in this and sent us letters. Although with other qualifications than what had previously been

the letters were sent from the local business nourished... Many executives for whom no position was
communities, many were inspired by good created..., left. It was too much for them... Too remote from
informants. their perception of the world, also in relation to what the

competitors did....

For the employees this restructuring meant another period of downsizing, insecurity and
unrest. At the same time it is important to take into account that the employees, in DnC in
particular, had been through several years of constant and radical change. The impression in
early 1992 was that they were worn out and tired of changing. This is illustrated in a report
from one of the local branches in the internal newsletter 10th February 1992:

We need some peace and quiet to do a decent job for our customers... People seem
worn out. We cannot take any more. Our attention is too much focused on internal
matters rather than towards the customers. This cannot go on. We have experienced
constant change since 1987. Let’s have some peace now...

Positioning and downsizing
This section will examine the criteria used, the reasons for and consequences of using lay-

offs and how the groups were unevenly affected.

Criteria. In the beginning of January 1992 the regional managers for the Retail and
Commercial Banking Divisions were appointed. It was decided to use suitability as the
primary criteria for selection. This in contrast to the former process when suitability and

seniority were placed on equal footing.
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Although suitability was the leading criterion it was rather problematic to use because of its
subjectivity and difficulties involved in retrieving sustained records of employee
performance in particular at lower levels in the organisation. Thus, seniority became the
main positioning criterion. Unfortunately, this criterion affected the two employee groups

unequally.

The reason was the lay off process in DnC in 1988 where a number of the employees with
low seniority had been forced to leave the organisation. Thus, when lay-offs were
conducted it was mostly former Bergen Bank employees that had to leave. According to
one key employee in the organisation this made the "old" cultural clashes reappear.

Reasons for and consequences of lay-offs. In contrast to the merger process the signal in
this process was that lay-offs would be implemented if necessary. In the internal newsletter
22nd January 1992 the CEO stated that because of the bank’s need to restructure and cut
costs, lay-offs were possible after the positioning process in March/April.

After the positioning process, 600 employees were in excess. The same day as employees
received notices of positioning 2. March 1992, Hvistendahl stated in the internal newsletter
that it would be difficult to avoid lay-offs. The result was redundancy notices to 340

people.

One interesting question that was raised was why the management chose to conduct lay-
offs, in particular taking into account the negative effects of such actions on cultural
integration. Respondents’ views seem to differ on this matter. The official and most
obvious reason for conducting lay-offs was to cut costs over a short period. This view was
expressed at all levels in the organisation. Moreover, it was important for the management
to show that they responded to their new owners and requirements from external actors. A

member of the top management team says:

I think it would be wrong not to conduct lay-offs in our financial situation. I do not
think we could have reduced our expenses without it. Moreover, I think it would have
been difficult for the outside world to accept if we had not.

Another more subtle reason for conducting lay-offs was to create radical change during a
limited time period. A representative from the top management team explains:

The reason one conducted lay-offs... was to have a means of re-allocating people. The
banking industry is so formalised, and nearly every single appointment has to proceed
through an appointment committee. This does not work if you want 3-500 people to
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re-allocate during a weekend. Then you have to conduct lay-offs. People are made
redundant and then offered another job.

The consequences of conducting lay-offs were a stronger polarisation of the top
management and employees as well as dysfunctional employee reactions. A representative
from the bank’s top management says:

The best approach is to downsize or realise gains without lay-offs. If the unions are
guarantied no lay-offs, they will work with you, be flexible and receptive to change.
But, if you say that lay-offs might be possible... or are necessary, the unions will turn .
against you. You become two parties at once. This is a more difficult situation to deal
with.

Participation

Many people describe the strategic process as a closed process in contrast to the merger
process that was much more open. The work done in the project groups did not seem to be
communicated to the organisation, and few people apparently knew what was going on.

One local manager says:

The groups that worked within the strategic business units were rather closed. The
number of participants was limited in each group and the organisation had little
knowledge of what was going on in the groups.

Because many middle managers were not involved in the process, and the process was
implemented at such a high pace, they did not get time to get used to the new strategy. This
made it difficult to communicate the new strategic direction to their employees. Two local
managers from former Bergen Bank and DnC respectively, say:

One did not have time to develop ones own opinions before the decision was made
and the process was running. You are either in or you are out. Then you have to go
out and fight for a strategy in the organisation before you have had the time to deal
with your own process. Maybe it is a problem when it happens so fast... This created
frustrations for many of us.

We were to form a message we partly believed in ourselves, and communicate this
with passion to an extremely sceptical and partly ignorant audience.

Employees have expressed that they had little influence on the process. In their opinion
they were invited to participate only to fulfil the management’s legal obligations towards
the employees. One of the key employees in the bank states:
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To a large extent I have felt that the decisions have been made in advance, and that it
has been a form of false democracy. I think that is unfortunate. If you want to
implement decisions you are dependent on their being rooted in the organisation.
...We have been given a voice, but we have had little influence... The people in the
local entities claim that the consultants have decided this in advance and that is a
waste of time and effort to participate.

This lack of participation and influence at middle management and employee levels seemed
to take attention away from the merger process. As such it became more important to fight
the strategy imposed by the top management than pursuing the potential conflicts between
Bergen Bank and DnC. Because of the lack of real influence however, it did not contribute
to tearing down the boundaries between the two organisations.

Effect of organisational change

People describe the process of dividing the Banking Division into two parts as a de-merger
as opposed to the merger between Bergen Bank and DnC. What is important in this sense is
that the de-merger was conducted across, not along, the old cultural boundaries. As such the
managers’ and employees’ attention were focused on building up a new idéntity and
distinguishing themselves from the group they previously had belonged to.

The Retail Banking Division seemed to be the division where the need to build up a new
identity was strongest. These business areas had been largely neglected through the last
couple of years as the banking crisis had hit the medium-sized businesses segment.
Moreover, working towards these customer segments had had low status compared to
working with medium sized and large corporations. These latter areas had also more
promising career opportunities and the employees were usually better educated. One key
manager describes the challenges faced in this division:

In the Retail Banking Division there were several problems in the forthcoming
process. The most important problem was an image problem. Internally we had a bad
image because of low competence. Indeed, people had a negative self-image. They
perceived themselves almost as the low status workers in the bank.

Thus, there was a need for initiating processes that could build up the identity of the
division. In contrast to the other divisions, the manager in the Retail Banking chose to
spend considerable amounts on various interventions. These included measures such as
team development, management training, seminars, employee surveys, sales training

courses for managers and employees and ISO-certification.
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This emphasis on building a new identity and the operation of dividing the Banking
Division into two parts seemed to result in the creation of new sub-cultures in the bank. A
representative from the bank’s top management says that "When there is an objective to
build a strong culture in one entity, then that is not something that has an integrative effect

on the rest of the organisation."

The operation of dividing the Banking Division seems to have shifted the attention from
merger to divisional issues. Local managers say that the discussions of boundaries between
the two divisions took a lot of their attention: "The division became more important. We
fought as divisions rather than DnC and Bergen Bank." "We got new alliances and
enemies... We had to stick together and ensure that they didn’t get all the customers."

Cultural integration

The impression in the Spring 1994 was that the process of integrating cultures and identities
had come a long way. However, this was not so much due to deliberate actions to integrate
the cultures and identities, as to events that overturned the bank after the i_niiial combination

period.

The process of cultural integration seems to have been influenced by the banking crisis, the ‘
downsizing, change in organisational structure and organisation of the process.

The banking crisis seems to have both positively and negatively influenced the cultural

integration process. Positively in the form of a common enemy both parties had to relate to,
and negatively because the crisis focused attention on which party that was to be blamed for
the losses. The need for DnC people to restore the unbalanced power in the initial phase of

the merger seems to have strengthened this negative effect.

Another negative effect of the banking crisis was the pressure on downsizing. This implied
that the boundaries between Bergen Bank and DnC that had started to dissolve, were once
again strengthened. Because the management’s approach in this process was to use lay-offs
the competition among the employees was even more intensified.

The restructuring process seems to have had both negative and positive effects on the
cultural integration process. First, it seems to have disrupted the process of integrating

cultures and identities. One key employee says:

I think the organisation had started to function, but then a new restructuring process
started. Now everything is uncertain again and nobody knows where they belong. I
am not sure who is in command today, at least not at the lower levels in the
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organisation... No one relates to the old organisation because they know something
new is going to happen.

On the other hand, the division between the Retail and Commercial Banking Division
seems to have created new sub-cultures and as such united former Bergen Bank and DnC
colleagues. Moreover, because the division was so controversial and was implemented in
such a top-down, non-participative manner, with little time for the middle management and
employees to adapt, it took the attention away from the cultural integration process between
Bergen Bank and DnC, at least in the short run.

Degree of cultural integration. The overall impression of the cultural integration process is
that the boundaries between DnC and Bergen Bank to a large extent disappeared, but that
they were replaced by new sub-cultures.

In the last section I assessed the degree of cultural integration using four indicators;
mentioning former organisations, keeping score of appointments and promotions,
presenting consistent views of post-merger culture and change of primary membership.

The first indicator that is mentioning former organisations, is somewhat problematic
because the study’s primary data consists of interviews and not observations. In the
interviews I explicitly ask the respondents to reflect on the two former organisations, and as
such they do not represent a good way of assessing this indicator.

However, mention of Bergen Bank and DnC in the internal newsletter strongly subsided
after the initial phase of the merger. In the last couple of years the two former organisations
were rarely mentioned. Instead the newsletters were dominated by articles on the banking
crisis and restructuring process. Because the internal newsletter is an official medium for
the top management however, one should be careful about drawing conclusions.

Regarding keeping score of appointments and promotions, organisational affiliation clearly
lost its importance as a positioning criterion in the restructuring process. Respondents
report that it has become increasingly difficult to remember people’s affiliation. One local
manager expressed that: "The traces have started to obliterate. I constantly have to ask
myself where the various people originally come from. We haven’t been concerned about
putting this together 50/50. We check afterwards whether there are representatives from
both banks, one is sufficient."

Nevertheless, there seems to be some variance according to level in organisation and the
subsequent distribution process. Reports from the interviews indicate that employees at
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lower levels in the organisation still keep track on organisational affiliation. One key
manager says that "If you visit a branch or a small office, people are much more concerned
about organisational affiliation." Secondly, the subsequent distribution process seems to
matter. When the subsequent distribution process was biased as opposed to unbiased,
people seemed to be more concerned about organisational affiliation. In the Investment
Banking Division for example, where the first distribution was biased towards Bergen
Bank, the focus on organisational affiliation in the downsizing process was distinctive. One

key manager from the division says:

In the internal operations in the Foreign Exchange Section in Oslo where there has
been considerable downsizing, the focus on the green (DnC) or the blue (Bergen
Bank) has been considerable. Who has lost their jobs. Themes from the merger still
prevail.

This last issue suggests that it is not just a question of keeping track of promotions and
appointments, but also on the people leaving the organisation. Moreover, re-allocation of
functions should be included. In the Spring 1994 the division between Bergen and Oslo was
still touchy. One member of the top management illustrates this sensitivity and says: "If
you move it from Oslo to Bergen it does not matter... The minute you move a function from

Bergen, then the Oslo-Bergen problems re-appear."

The third indicator of organisational integration is presenting consistent views of post-
merger culture. Although the questions in the interviews had not been sufficiently
developed to fully include this, there are some indications that both merger parties in terms
of the top and local managers perceived the post-merger culture as something new that
neither organisation had before. This seems to be primarily due to the crisis, change of
strategic direction and reorganisation of the bank.

Local former DnC manager Top former BB manager

Although the Strategic Business Units process We were fortunate to have a storm that tore down
came fast and unexpected for some, I think thatit  both houses. Thus, we had the opportunity to build
tore a new house. But it was hard as long as we did not
down the boundaries. It’s something new and have a roof over out heads.

shared neither of us had before.

When comparing the features of the two banks in 1989 and the merged bank in 1994, the
impression is that the new bank was a mixture of new and DnC features. The decision-
making process and the management style seemed to resemble DnC’s top management
team in 1988-89. Moreover, Oslo became the new bank’s headoffice. However, the
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organisational changes that also affected the international network, implied that DnB had
new features that neither of the two had had before.

The fourth indicator of cultural integration was change of primary membership. The
impression is that this was one of the primary factors that promoted cultural integration
between the merging parties. By dividing the organisation into two parts, the divisional
boundaries became more important than membership in Bergen Bank or DnC. The
members from Bergen Bank and DnC became united in their battle against the other
division representing the "enemy" in capturing customers, positions and locations.

8.4.5 Summary
Relationships between phases. In contrast to the merger process, the restructuring process

was characterised by a pressure on realisation of gains. This implied that the gains that had

not been taken out in the initial phase were to a large extent realised in this phase.

The unstable political situation in the initial combination phase changed to become more
stable. This implied a shift in dominance from Bergen Bank managers with long banking

experience to managers mainly from DnC with manufacturing industrial backgrounds. This
shift was amplified by the pressure from the environment.

The cultural integration process was overturned and disrupted by the_ change of CEO and
banking crisis. However, in the restructuring process that followed, new sub-cultures
replacing the former Bergen Bank DnC constellations emerged.

Relationships between task, power and culture. The banking crisis seems to have affected
all three dimensions in organisational integration. Firstly, the crisis facilitated integration of

tasks by putting pressure on realisation of gains and leading to a more effective distribution
of functions. Secondly, the crisis changed the critical competencies and as such promoted
unification of power. Finally, the crisis had both positive and negative effects on the

cultural integration process. The crisis had a positive effect in uniting the two former banks
in a common struggle to survive. The negative effects were related to downsizing and the
development of individualism rather than collectivism. Moreover, the focus on losses

seems to have had a negative effect.

The_change of CEQ and the subsequent radical structural changes had a positive influence

on the unification of power. Moreover, it had a positive influence on the integration of

cultures and identities because it created new sub-cultures, but a negative influence in

disrupting the cultural integration process.
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Regarding the management approach used in the restructuring process it seems to have
facilitated the realisation of gains in the short run by conducting lay-offs, but at the same
time negatively affected the cultural integration by intensifying the competition for scarce

positions. Moreover, the manner in which the process was implemented seems to have
demotivated the employees and may as such have had a negative effect on the bank’s
profitability.

8.6 SUMMARY AND CONCLUSIONS

The purpose of this chapter has been to:
- Explore the factors and features and identify potential new ones

- Examine how the factors and features influence integration of tasks, unification of
power and integration of cultures and identities

- Explore the degrees of organisational integration over time and suggest indicators
for assessing the three dimensions

- Investigate how the integration of tasks, unification of power and integration of
cultures and identities inter-relate.

Identification and examination of factors and features and influences on task power and

culture. The factors and features examined in this chapter were:

Integration of tasks  Unification of power Integration of cultures and identities

Potential gains Balance of power pre-combination Historical backgrounds

Discretionary slack Balance of power in the pre-merger Merger regime

Regulatory negotiations Friendliness

authorities Organisation of integration process Reactions and expectations

Realisation of gains  Organisation of new entity Positioning and downsizing
Allocation of senior positions and Participation
functions Information and communication
Change of CEO Effect of organisational change

Strategic change
Change in organisational structure

As mentioned in chapter seven the themes discussed in this chapter draw upon the
framework suggested in chapter four with some minor adjustments. The new features and
factors that were not discussed in the review chapter were change of CEO, strategic change,
change in organisational structure and effect of organisational change. These were all
features that were discussed in the fourth phase of the merger process.
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The advantages of organising the themes into task, power and culture is that this structure
represents a close linkage to the outcome variable, the comparison and analysis in chapters
nine and ten are facilitated, it becomes more analytical, and it makes the interrelationships

that exist between the task, power and cultural features explicit.

Beside distinguishing between the factors that influenced the three dimensions of
organisational integration, I placed them into four distinctive phases. The purpose of this
structure was to highlight the evolving integration process in the cases.

Indicators for assessing degrees of organisational integration. The indicators suggested in
the literature were tested out and extensions proposed. These extensions were related to
cultural integration and included keeping track of people leaving the organisation, re-
allocation of functions and change of primary membership. Some of the indicators of
cultural integration made little sense in the initial combination process. Moreover, other
data collection methods should be used to include these dimensions. In Figure 8.2 I have
outlined the most important indicators for organisational integration discussed in this

chapter.

Figure 8.2. Organisational integration

Integration of tasks
- Procedural integration
- Physical integration
- Integration of personnel

Unification of power

- Control over power bases

- Prevailing style of leadership

- Precense of power struggles

- Congruence in communication

Integration of cultures

and identities

- Keeping score of appointments,
promotions and people leaving the
organsation

- Keeping score of re-allocation of
functions

- Presenting consistent views of
post-merger culture

- Change of primary identity
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Inter-linkages between the dimensions. When assessing the inter-linkages between tasks,
power and culture interesting patterns emerged suggesting that some features had positive
influence on some dimensions and negative on others. This regarded features such as
realisation of gains, allocation of senior positions and functions and environmental impact.

These patterns will be further explored in chapter 10.

The findings and patterns arising from this case and the Gjensidige case will be compared
and analysed in chapters nine and ten. Chapter nine will contain a comparison between the
two cases and highlight the key differences. A central aspect in this chapter is to explore

why these differences exist.

In chapter ten the two case chapters are analysed in the light of the theoretical perspectives
discussed in chapters two and five. The purpose of this chapter is to identify interesting
patterns that represent potential empirical generalisations, develop models for task, power

and culture, and suggest propositions for future research.
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Chapter 9:
Comparison of Gjensidige and DnB

The purpose of this chapter is to compare and contrast the findings in DnB and Gjensidige.
The main emphasis will be on the differences between the integration processes rather than
the similarities. In particular I intend to identify the key differences, examine why the
combinations differ, and outline possible implications for these differences. Furthermore, 1
will indicate the key theoretical perspectives that can shed light on these differences. A
more thorough discussion of the findings in the light of these theoretical perspectives is

contained in chapter ten.

Because the two post-combination processes in DnB were so different, it is important to
differentiate between the third and fourth phase. The overall impression is that there are
more similarities between the combinations in the third phase than there would seem to be
in the fourth phase.

The chapter starts off by examining the economic climate at the time of the combinations.
Then individual themes concerning tasks, power and cultures and identities are discussed.
The first section on tasks includes a discussion of discretionary slack, realisation of gains,
regulatory authorities and integration of tasks. The second main part examines aspects of
power in the combinations; i.e. relative power pre-combination, organisation of process and
new entity, allocation and unification of power. Finally, the cultural features are explored
including friendliness, positioning, downsizing, participation, communication and

information and integration of cultures and identities.

9.1 ECONOMIC CLIMATE

One of the most important differences between the combinations concerned how the
economic climate affected the integration processes. There were two major reasons for this
difference. Firstly, the combinations occurred at different points in time. Secondly, the
banking sector was more affected by the negative economic conditions than the insurance

sector.

The economic conditions in the period from 1987 to 1993 and the time of the two banking
crises are outlined in Figure 9.1 below. Furthermore I have included the time at which the

two combinations occurred.
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After a period of strong economic growth in the mid-1980s, there was a recession in the
economy in the period from 1987/88 to 1989. This latter period represented the first phase

of the Norwegian banking crisis which hit individual banks including DnC.

Figure 9.1 Economic Conditions in the Period from 1987 to 1993

1987 1989 1990 1991 1992 1993
- | | [ [ [ .
| | | | | 1 -
Banking crisis Moderate Banking crisis Moderate Strong
Phase I growth Phase II economic economic
Downturn in Negative macro- growth growth
the economy economic development
DnB merger Gjensidige’s

acquisition of Forenede

At the time Bergen Bank and DnC announced their plans to merge in 1989, this negative
macro economic development seemed to subside, and the commercial banks’ total results
turned from negative to positive. However, the trade conditions in the early 1990s turned
out to be less favourable than expected from the optimistic macro economic prognoses.
Contrary to the expected growth there was a zero private consumption growth and a slight
reduction in gross domestic product for mainland Norway in 1991. Moreover, the gross
fixed capital formation was reduced by 5.8 per cent from the preceding year, see Table
A9.1 in the appendix below.

This negative macro-economic development was followed by large structural problems in
individual industries, high real interest rate and reduction in real estate prices (Johnsen et
al., 1992). The number of bankruptcies which had decreased in 1990, continued to increase
and reached its peak of 5749 proceedings in 1992.

In 1992/93 the macro-economic development turned and the number of bankruptcies
declined. This was the time when Gjensidige and Forenede merged their operations. This
positive macro-economic development was strengthened in the preceding year when the
economic growth in Norway accelerated.

Beside occurring at different points in time, the banking industry was more severely hit by
the negative economic climate than the insurance industry. The commercial banking
industry which had negative operating profit from 1990 through 1992, was highly exposed
in the commercial sector. The insurance corporations had in contrast most of their portfolio
in the low risk consumer segment. Because the majority of losses occurred in the
commercial sector (see Johnsen et al., 1992 and the increase in bankruptcies in Table A9.1)
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the banking sector experienced a severe crisis whereas the insurance industry was relatively
unaffected.

The timing of combinations and the effect of the economic climate had important
implications for the integration processes in DnB and Gjensidige. First, the downturn in the
economy in the late 1980s implied that both Bergen Bank and DnC, the latter organisation
in particular, had weakened solvency capital and thus a lower level of discretionary slack
compared to Gjensidige. The second phase of the banking crisis acted as a trigger for
change as predicted by the strategic and organisational change literature. In line with the
merger and acquisition literature it negatively affected the level of discretionary slack
through deteriorating performance, and hence put pressure on realising gains. Furthermore,
it changed the distribution of power as suggested by the literature on power and politics on
power dynamics. Finally, it disrupted the cultural integration process. To explain the latter
effect the literature on social identity theory concerning promoters of identification is
particularly important. All these effects on tasks, power and culture will be further explored

in chapter ten.

9.2. TASKS

This section is organised into four parts. First, the focus is on the level of discretionary
slack in the two combinations. Then, the approach to realing gains and the role of the
regulatory authorities is addressed. Finally, I discuss the integration of tasks. The main
differences between the combinations, the reasons for these differences and implications are
illustrated in the Table 9.1 below.
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Table 9.1 Differences in, Reasons for and Implications of Task Dimensions

Tasks Differences Reasons Implications
Gjensidige DnB
Discretionary slack Economic situation | Pressure on gains
- 3rd phase High slack Medium slack | at the outset Cultural integration
- 4th phase High slack Low slack Different economic
climates
Approach to gains Management Pace of task
realisation Income Cutting costs approach integration
- 3rd phase generation Cutting costs | Economic climate Level of gains
- 4th phase Income realisation
generation
Regulatory 6 months to 3 months to Time to process Pace of task
authorities approve approve application integration
Conditioned Unconditioned | Conditioned or
approval approval unconditioned
approval
Changing
regulations
Integration of tasks Discretionary slack
- 3rd phase Middle degree High degree Approach to gains
- 4th phase High degree High degree realisation
Regulatory
authorities

9.2.1 Discretionary Slack

The level of discretionary slack was different both between the two combinations and
between the post-integration phases in DnB. The reason why the slack was different at the
outset of the combinations was primarily due to the parties’ financial situations. As
mentioned above Bergen Bank and DnC had been through the first phase of the banking
crisis in which DnC had been substantially affected when the banks announced their plans
to merge. Though Bergen Bank had survived this period without negative profits, its
financial resources had shrunk substantially, and its capital base was rather weak.
Gjensidige in contrast was among the most profitable corporations in the insurance
industry, and had a high solvency margin, in particular in the non-life insurance sector.
Moreover, it was a was a mutual company. This form of ownership gave the corporation the

ability to act and plan in a long-term perspective.

The most important reason for the diminishing slack in the fourth phase of the DnB merger
was the banking crisis and its negative effect on the bank’s performance. Due to this
banking crisis the corporation had negative profits from 1990 to 1992. Indeed, the
Norwegian government had to rescue the bank from bankruptcy.



267

The high level of discretionary slack in Gjensidige all through the integration process
provided the organisation with resources to realise gains on a long-term basis and to initiate
actions that could smooth the cultural integration process. This also implied that there was
little pressure on Gjensidige to integrate tasks and realise gains. In contrast the low level of
slack in DnB, in particular in the fourth phase of the combination, put pressure on task
integration and realisation of gains, but left the bank with financial resources to facilitate
the cultural integration process. These effects can be partially explained by literature within
the merger and acquisition field exploring discretionary slack.

9.2.2 Approach to Gains Realisation

The two combinations were similar in terms of the type of gains pursued. Both DnB and
Gjensidige put their major emphasis on realising gains through sharing resources
(Haspeslaph and Jeminson, 1994) as would be expected in horizontal combinations. Their
approach to gains realisation was however quite different. In particular there was a distinct
difference between Gjensidige’s long-term, income generating approach as opposed to
DnB’s short-term, cost cutting approach in the fourth phase of the merger. In the third
phase, the plan was to realise gains through cutting costs on a long-term basis in DnB.

However, the management in DnB was also restricted by the negative economic climate
and deteriorating performance in the fourth phase of the merger. The situation in the fourth
phase of the merger was marked by the bank’s weak performance and its struggle to survive
in difficult environmental conditions. These factors put pressure on realising more gains
and over a more short-term perspective. Gjensidige’s approach in contrast was possible
because of the positive economic conditions and the corporation’s strong financial

situation.

The implication of these different approaches and different economic climates was that
DnB had a higher degree of task integration and realisation of gains than Gjensidige. This
pattern can be traced in the reductions of manning and operating costs. Gjensidige had zero
growth in its manning, but reduced its operating costs through reductions in overtime,
temporary staff and use of consultants. The corporation’s aim was to reduce its relative
costs through growth, an aim that was still prevalent at the end of 1995. From 1992 to 1994
the corporation’s operating costs in percentage of premiums written were reduced from
29.0 to 28.6 in non-life insurance and from 25.4 to 16.9 in life assurance. DnB in contrast
reduced the number of man-labour years by 23 per cent and its operating costs in
percentage of asset capital from 3.0 in 1989 to 2.6 in 1993.
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The different approaches also had important implications for the cultural integration
processes. In particular Gjensidige’s approach facilitated the cultural integration process
whereas DnC negatively affected cultural integration. This negative effect was particularly
prevalent in the fourth phase of the DnB merger. These effects will be further explored in
the section on positioning and downsizing.

9.2.3 Regulatory Authorities

Regulatory environment is one of the key triggers of change identified in the strategic
change literature. The impression of the regulatory authorities is that they delayed the
integration process in Gjensidige whereas they had no effect on the integration process in
DnB. There were three reasons for this difference between the combinations. Firstly, and
most importantly, the authorities took twice as long to process Gjensidige’s application as
DnB’s. Secondly, Gjensidige’s approval was subject tocertain conditions whereas DnB’s
approval was unconditional. Finally, Gjensidige experienced a change in the regulatory

regime in the life assurance sector.

The long delay approving Gjensidige’s application seemed to be related to three factors.
First, there were two applicants who wanted to acquire Forenede. Moreover, a confusion of
ownership rights delayed the process. Third, there was the question of whether one should
protect Forenede from being acquired by a foreign company.

Although an approval of a merger between DnC and Bergen Bank represented a breach
with existing policy, primary consideration was given to DnC’s difficult financial situation.
The impression is that there was much closer and more informal contact between the parties
in the DnB merger and the regulatory authorities than in the case of Gjensidige. For DnB,
this made the outcome of the concession application more predictable.

The conditional approval of Gjensidige’s acquisition of Forenede meant that Gjensidige
had to apply for the regulatory authorities' approval of changes in the legal structure. This
represented a further delay in the integration of tasks.

The third reason why the combinations differed concerned the changing regulatory regime
in the life assurance sector. These changing requirements implied that Gjensidige had to use
nearly all its capacity to upgrade its systems and products, and thus had little time to work

on integrating the two organisations.
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9.2.4 Integration of Tasks

The overall impression is that the process towards integrating tasks was conducted at a
higher pace in DnB than in Gjensidige. Hence, at the end of the initial combination phase,
DnB had achieved a high degree of integration whereas Gjensidige had achieved a partial
degree of integration. Moreover, the process of realising gains seemed to be further
advanced in DnB. There are a number of reasons for this difference.

Firstly, Gjensidige chose a more time-consuming approach to integrating its operations.
This was particularly related to the creation of an internal job market in the combination.
Furthermore, the schedule for integrating tasks seemed to be less tight and easier to deviate
from. Finally, it seems to take longer to realise gains through increasing income than

through cutting costs.

Secondly, the authorities' conditional approval and lengthy processing of Gjensidige’s
concession application delayed the legal integration. Furthermore, the change in the
regulatory regime delayed the process of integration in products and systems. It would also
seem that the task of integrating the production systems in Gjensidige was more complex
than in DnB.

Finally, the diminishing slack in the fourth phase of the DnB-merger put substantial
pressure in the integration of tasks and realisation of gains.

9.3 POWER

This section is organised into five parts. First, the focus is on the relative power
relationships between the merging parties before the post-combination. Then, the
organisation of the process and new entity and allocation of senior positions and functions
are addressed. Finally, I examine the unification of power in the two combinations. The
main differences between the combinations, as well as the reasons for these differences and

their implications are illustrated in Table 9.2 below.
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Table 9.2 Differences in, Reasons for and Implications of Power Dimensions

Power Reasons Implications
Differences
Gjensidige Forenede
Relative power pre- | Acquisition Merger Merger or acquisition | Organisation of
combination Unequal size Equal size Size of merger parties | process and new
Some profit Large profit Profit differential entity and allocation
differential differential
Organisation of Power balance in Realisation of gains
process Bottom-up, long | Bottom-up, management team Cultural integration
- 3rd phase term long-term process
- 4th phase Top-down,
short-term
Organisation of new Timing of strategic Unification of power
entity Deterministic Adaptive and process
- 3rd phase ambiguous Balance of power
- 4th phase
Allocation process Emphasis on Emphasis on Power balance Task integration
- 3rd phase power equality Time Unification of power
- 4th phase Cultural integration
Unification of Organisation of a :
power Stable political | Unstable new entity
- 3rd phase situation political Allocation process
situation Change of CEO
- 4th phase Stable political | Stable political
situation situation

9.3.1 Relative Power Pre-Combination
The power differential between the merging parties in the pre-combination was

considerably larger in Gjensidige’s acquisition of Forenede than in the merger between
Bergen Bank and DnC. The major reason for this difference was that the former was an

acquisition where Gjensidige made an offer directly to the shareholders, whereas DnC was

a merger where the two CEOs signed an intentional agreement.

Gjensidige’s acquisition of Forenede against Forenede’s will was possible because of three

factors. Firstly, Forenede’s unstable ownership situation implied that the shares could come
into play if the dissatisfied minority shareholders were offered an opportunity to sell.
Secondly, although there were two applicants, only Gjensidige was given concession to
acquire Forenede. Finally, Forenede ran into liquidity problems and thus lost its ability to

‘resist the take-over.

At first Bergen Bank perceived itself as the acquiring bank. However, because Bergen
Bank was not sufficiently superior and had limited equity capital the bank chose to enter

merger negotiations with DnC.
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Another important factor explaining the power differential was the relative size of the
parties. Whereas Bergen Bank and DnC were approximately the same size in asset capital
and number of employees, Gjensidige was about twice as large as Forenede in terms of
premium volume and number of employees. Both type of combination (merger or
acquisition) and size of merger parties are thoroughly discussed in the merger and

acquisition literature on relative power.

Because DnB was a merger between two equally sized parties however, it is necessary to
focus on other aspects to explain the power differential between two parties. The most
important factors in this respect seem to be the profitability and the alternatives to
agreement in the negotiations. The first feature is briefly mentioned in the merger and
acquisition literature on relative power. Regarding the second aspect, alternatives to
agreement, one has to turn to other literatures such as the power and politics literature

concerning sources of power.

At the time when Bergen Bank and DnC entered negotiations to merge, DnC was in a
strained financial situation. Although the bank’s new management to a large extent had
succeeded in gaining control over the losses in the domestic portfolio, there were large
losses in the international branches that threatened the bank’s survival. As the merger
negotiations proceeded, DnC’s problems became increasingly apparent. This gave Bergen
Bank, which at the time appeared to be profitable, the upper hand in the negotiations.

The second factor regarded the alternatives to negotiation. Although the CEO in DnC had
been in touch with a number of foreign banks before entering the merger negotiations with
Bergen Bank, these talks had never reached the stage where they represented an alternative
to merge with Bergen Bank. Since DnC could not survive as an independent corporation, it
had no alternative but to merge with Bergen Bank. Bergen Bank in contrast had the
opportunity to withdraw from the negotiations.

In Gjensidige’s acquisition of Forenede there were some differences in profitability, but this
differential did not seem to have any major implications for the relative power relationship
that already was imbalanced.

The power differential in the two combinations had important implications for the
organisation of the integration process, the new entity and allocation of senior positions and
functions. In particular Gjensidige was in a position where it could choose whether to
involve Forenede or not whereas Bergen Bank and DnC had to co-operate. This is in line
with the merger and acquisition literature on relative power that suggest that there are clear
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winners and losers in acquisitions whereas in mergers the parties are likely to be more
evenly matched in terms of size, and thus neither party has authority over the other.

9.3.2 Organisation of Integration Process

The impression is that the integration processes in the third combination phase in
Gjensidige and DnB were fairly similar. In particular the management styles of Bergen
Bank and former Gjensidige reflecting the dominant party at that time, had a number of
similarities. Both emphasised middle management and employee involvement and
influence and conducted a bottom-up process. Moreover, as discussed above, both had a

long-term perspective on realising gains from the combination.

The differences between the approaches seemed to be that Gjensidige’s management went
somewhat further in inviting the employees to participate and that they operated with a
more long term perspective. Moreover, Gjensidige’s management was more process-
oriented and sensitive to the cultural integrating process.

The main difference between the approaches seems to be between DnB and Gjensidige in
the third phase and DnB in the fourth phase. The reason for this difference was a change of
dominating party in the fourth phase. From being dominated by Bergen Bank in the first
post-combination phase, the balance of power changed in favour of DnC’s former
management. This management had a very different style from Bergen Bank and
Gjensidige. The change of power balance can be further explored with the help of power
and politics literature on dynamics of power.

As opposed to the bottom-up approach in the third phase the reorganisation in DnB was a
top-down process implemented at a high pace. The employees were invited to participate to
a certain degree, but felt that they had little influence. Moreover, the bank was in the midst
of a crisis and the bank had neither the resources nor the time to implement this
restructuring over a long time period. The different time perspectives can be further
explored applying the two schools of timing change discussed in the merger and acquisition
literature. Moreover, the literature on organisational responses to change gives interesting
insights into the differences in crisis orientation.

The different approaches in the third and fourth phases of the two combinations had
important implications for the realisation of gains and the cultural integration process. The
conclusion reached in the cases is that DnB’s approach in the fourth phase facilitated the
integration of tasks and gains realisation but disrupted the cultural integration process. In
contrast Gjensidige and DnB’s approach in the third phase had the opposite effect.
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9.3.3 Organisation of a New Entity

The main difference regarding the organisation of new entity in Gjensidige and DnB was
that Gjensidige’s acquisition of Forenede was quite deterministic whereas the process of
establishing a new entity in DnB was more adaptive and ambiguous. The reason for this
difference seems to be two-fold. Firstly, DnB’s management chose to implement the
process in two stages, postponing the strategic process. In Gjensidige the acquisition was
implemented in one stage. Secondly, the power balance between the parties seemed to
make the process in DnB more ambiguous and uncertain.

In Gjensidige’s acquisition of Forenede, Forenede’s management was invited to draw up
the strategy for the corporation towards year 2000. Considering this strategy and the
concessions given in the declaration of intentions, a primary organisational structure was
chosen. This organisational structure implied some minor changes for the Gjensidige
corporation and some rather radical changes for Forenede, in particular in the distribution

of insurance.

In DnB one chose to postpone the strategic process at the corporate level until after the two
corporations' operations had been integrated. The management in DnB feared that too much
change could put the whole process at stake, and thus decided only to implement minor
changes in the primary organisational structure. When Finn Hvistendahl, DnB’s new CEO,
entered the organisation, initiatives were taken to set a new strategic direction for the new
bank. This new strategic direction implied radical changes for both parties in the merger.
To explain and understand the character of these change processes, the literature on
strategic and organisational change is particularly relevant.

These different change processes had important implications for the unification of power in
the two combinations. In particular the two-step process and balanced power relationship in
DnB implied a more unstable political situation than the one-step process and imbalanced

power relationship in Gjensidige.

9.3.4 Allocation Process

The allocation of senior positions and functions in the two combinations seemed to be
based on three kinds of criterion; equality, power and competence/suitability/efficiency. All
these criteria were present in the two combinations, but their relative importance differed
both between the combinations and within the DnB case. There seemed to be two primary
reasons for these differences. First, the use of allocation criteria seemed to vary according
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to the relative power relationship between the parties. Secondly the use of criteria changed

over time,

In the third merger process in DnB equality seemed to be the primary criterion reflecting
the equal balance between the combination parties. This marked the distribution of top and
middle management positions as well as the distribution of functions between Oslo and
Bergen. When there were conflicts between equality and competence/suitability/efficiency,
the equality criterion seems to have been given primary consideration.

In Gjensidige’s acquisition of Forenede, Gjensidige’s dominant position in the pre-
acquisition phase reflected the distribution of senior positions and functions. This
dominance was apparent in the top management team, choice of distribution system and

allocation of local area managers.

The extensive use of equality as the primary criterion in the distribution of senior positions
and functions in DnB, seemed to create an inefficient and unstable allocation. This made
changes in the distribution of power more likely. This in contrast to Gjensidige where
former Gjensidige’s dominance seemed to create a more stable and efficient allocation.

In the fourth combination process when the bank was under substantial pressures from the
external environment and experienced a change of CEQ, equality lost its importance as an
allocation criterion, and was replaced by power and efficiency. Hence, equality lost its
importance over time. An illustration of the use of power is that some managers from
former DnC apparently used their new more powerful positions to select managers they
knew from before the merger. As for efficiency, this criterion affected the distribution of
functions between Oslo and Bergen. This redistribution of resources created a more stable
and efficient allocation of positions and functions.

The use of different allocation criteria had also important implications for the integration of
tasks and cultures. These will be further explored in chapter ten.

To identify the relevant allocation criteria it is useful to draw on the literature both on
power and politics (exercise of power) and distributive justice. Furthermore, the merger and
acquisition literature on allocation processes and the distributive justice literature give

important insights into the trade-offs between these criteria.
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9.3.5 Unification of Power
~The impression of the political situations in the two combinations is that Gjensidige had a
stable political situation after the initial integration phase, whereas the situation in DnB was
characterised by instability. This situation changed in DnB in the fourth integration process
when there was a change of CEO and top managers and Oslo became the head office.

The unstable political situation in DnB in the third combination phase was related to the
equal distribution of resources, postponed strategy process and possible change of CEO.
This instability was characterised by dual power bases, power struggles, lack of congruence .

in communication and two prevailing management styles.

The change in the fourth phase of the combination process which was strengthened by the
banking crisis, implied that the dominant coalition gained control over power bases and
that Bergen Bank’s traditional banking management style disappeared. Although there was
still a lack of congruence in communication and power struggles these were between other

parties than the merging organisations.

In Gjensidige’s acquisition of Forenede, Gjensidige’s dominance was sufficient to create a
stable political situation that lasted through the third and fourth combination phases. Firstly,
Gjensidige controlled many of the important power bases such as the board of directors, the
CEO, key management positions and the distribution system. Secondly, the stable political
situation could be traced to Gjensidige’s management style, congruent communication and

lack of power struggles.

9.4 CULTURE

This section is organised into four parts. First, the focus is on friendliness and secrecy in the
pre-combination phase. Then, the positioning and downsizing process, participation and
information and communication are addressed. Finally, I discuss the integration of cultures
and identities in the two combinations. The main differences between the combinations, the
reasons for these differences and the implications are illustrated in Table 9.4 below.
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Table 9.3 Differences in, Reasons for, and Implications of Cultural Dimensions

Culture Differences Reasons Implications
Gjensidige DnB
Friendliness Unfriendly Friendly Merger or Polarisation of
acquisition organisations
Approach to top Restricted
management participation
Secrecy No Yes Fear of leakage Restricted
participation
Positioning Free re-allocation Controlled re- Management Cultural
- 3rd phase allocation approach integration
- 4th phase Controlled re- Forced re- Ec. climate
allocation allocation Disc. slack
Downsizing Management Gains realisation
- 3rd phase No downsizing Downsizing /no | approach Cultural
lay-offs Ec. climate integration
- 4th phase No downsizing Downsizing / lay- | Disc. slack
offs
Participation Friendliness Cultural
- 3rd phase Extensive voice and | Extensive voice Secrecy integration
influence and influence Management
- 4th phase Little voice and approach
influence Ec. climate
Disc. slack
Info. and
comm. Management Cultural
- 3rd phase High quality Middle quality approach integration
- 4th phase
Cultural
integration Positioning
- 3rd phase Low degree - good | Low degree - Downsizing
basis for further some basis for Participation
process further process Information and
- 4th phase High degree based | High degree communication.
on Gjensidige’s based on new
corporate culture sub-cultures and
areas of attention

9.4.1 Friendliness and Secrecy

One of the major contrasts between the cases is the degree of friendliness. There are two
important factors which can explain the different degrees of friendliness. First, a merger is per
definition friendly, whereas an acquisition can be both friendly and unfriendly.

Secondly, Bergen Bank and Gjensidige had two ver different approaches to the target
company’s management. Gjensidige’s unfriendly take-over attempt started when Jan Willy
Hopland, Forenede’s CEQ, received a phone call late at night the 10th December from
Gjensidige asking whether Forenede wanted to enter a co-operative agreement. If not,
Gjensidige would inform the Oslo Stock Exchange of its intention to acquire Forenede the

following morning.
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Gjensidige’s request was perceived as an unfriendly take-over attempt by Forenede’s
management. They claimed that if Gjensidige had seriously desired Forenede’s co-operation,
the invitation would have been made in a different manner. Gjensidige however, knew of
Forenede’s strategy to carry on as an independent company and saw no alternative but to
pursue an unfriendly take-over.

The unfriendliness implied a polarisation of the people working in the two corporations and as
such had a negative influence on the forthcoming cultural integration process. This effect can
be explored applying the literature on social identity theory on promoters of identification.
Furthermore, the unfriendliness restricted the participation meaning that Forenede did not take
part in the process.

Nevertheless, there were two factors which somewhat moderated this effect. The first aspect
concerned the conflicts of interests within the Forenede corporation and meant that the
employees in Oslo were much more positive to the acquisition than the employees in
Trondheim. Secondly, Gjensidige’s acquisition regime counter-acted the unfriendliness
communicated in the take-over attempt. u

In DnB the two CEOs from Bergen Bank and DnC entered negotiations on the basis of a
merger between equal parties. The impression is that the friendly climate and equality
facilitated the cultural integration process.

Another important difference between the two combinations was the level of secrecy in the
pre-combination process. Whereas Gjensidige’s middle management and employees were
informed about the acquisition when Gjensidige made its offer to Forenede, the middle
management and employees in DnB did not get to hear about the merger until it was
announced publicly. The reason for not informing the board of directors or the key union
representatives in DnB seemed to be the fear of leakage.

This secrecy implied that the middle managers' and employees' ability to influence the process
was restricted and may as such have delayed the cultural integration process.

9.4.2 Positioning and Downsizing

The approach to positioning and downsizing were fundamentally different in the two
combinations and in the third and fourth combination phases in DnB. The most important
reasons for these differences seem to be the management approach, economic climate and

discretionary slack.
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The positioning process in Gjensidige was to a large extent a free process where it was left
up to the employees whether they wanted to re-allocate or not. The aim of the process was
to encourage the most competent -employees to seek new opportunities within the
organisation. This in contrast to the third combination process in DnB where one sought to
identify employees in excess and encourage employees who did not have a critical
competence to voluntary leave the organisation voluntarily. The implications of these
differences were that the cultural integration process in Gjensidige was more positively
affected than in DnB. Part of this effect can be explored with the help of social justice
theory on procedural justice.

To make the cultural integration process as smooth as possible, Gjensidige chose not to
downsize the permanent employees. Hence positions did not become a scarce resource. In
DnB downsizing was an explicit goal to cut costs. However, to minimise the negative effect
on the cultural integration process, no lay-offs were conducted in the parent bank. This
implied that the competition for positions was less fierce in Gjensidige than in DnB. To
explore the effects of competition on cultural integration, the social identity theory on

promoters of identification is particularly useful.

Gjensidige’s approach was possible because of the positive economic climate and its high
level of® discretionary resources. However, DnB’s approach had a more positive effect on
task integration and gains realisation at least in the long run. The reason for this was that it
seemed to take longer to realise gains through generating income than through downsizing.
In the fourth combination process Gjensidige still had a problem with employees in excess.
The aim was still to solve this through increasing income.

The positioning process in DnB in the third phase differed from the fourth phase in one
important respect and that was the use of lay-offs. By conducting lay-offs the competition
between the employees became fiercer as found in the merger and acquisition literature on
realising gains. Moreover, the use of lay-offs affected employees in Bergen Bank more
strongly than the employees in DnC and as such strengthened the boundaries between the
two former banks. The rationale for this effect can be further explored applying social
identity theory on promoters of identification. Finally, the use of lay-offs resulted in a
demotivation of employees and polarisation of top management and employees.

Regarding the effect on integration of cultures and identities the process in Gjensidige
seems to have had the most positive effect. The reason for the positive reactions in
Gjensidige was twofold. Firstly, the positioning process resulted in an extensive job
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rotation in which the boundaries between Gjensidige and Forenede were torn down.
Secondly, by choosing not to downsize there was less reason to preserve or strengthen the
boundaries between the merging organisations.

As for the two positioning and downsizing processes in DnB, these processes seem to have
strengthened the boundaries between the two organisations, and as such negatively
influenced the integration of cultures and identities. The use of lay-offs in the fourth

process accelerated this negative effect.

9.4.3 Participation

The extent and character of participation varied both across the various phases in DnB and
between the two combinations. The reasons for these differences seemed to be variations in
friendliness, secrecy, management approach, economic climate and discretionary slack.

Because Gjensidige’s acquisition of Forenede was unfriendly, there was no interaction
between the merging parties until the post-combination phase. In DnB in contrast, both
merging organisations were involved, but only at board and top management level.

In the third combination phase both parties in the combinations and the employees seemed
to be given extensive say and influence. The most important reason for this similarity
seemed to be that the management approaches in the two combinations were fairly similar
in the third integration process.

In the reorganisation process in DnB, the employees were to some extent invited to
participate, but expressed that they had little influence on the outcomes. The process
seemed to be more closed than the former, and fewer people knew what was going on.
Moreover, because the restructuring of the corporation was implemented at such a high
pace, there was little time to feel akin to the new strategy. The reason for the breach in the
participation approach from the third phase seemed to be a combination of a change of
management approach, a difficult economic climate and a low level of discretionary slack.

The impression is that the employees in the third phase in Gjensidige and DnB were more
motivated than the employees in the fourth reorganisation phase. The extensive
participation in the third phase brought the employees together and thus had a positive
effect on cultural integration.

The effect of the lack of participation in the cultural integration process in the fourth phase
is somewhat difficult to detect. Although the restructuring process took the attention away
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from the merger, it is difficult to assess whether the cultural integration process was put

aside permanently or only temporarily.

To identify key dimensions in participation, the literature on procedural justice is
particularly useful. In particular the literature suggests that voice and influence should be
distinguished. This will be further explored in chapter ten.

9.4.4 Information and Communication

In both Gjensidige and DnB I focused on information quality rather than quantity. The
impression from the two cases is that the quality of information and communication in
Gjensidige was better than the quality in DnB. The reason for this difference seemed to be
that the management in Gjensidige was much more attentive and skilful in facilitating the
cultural integration process through communication than DnB’s management.

The most important differences in communication and information were reflected in the
consideration of the cultural integration process, congruence between what was said and
done, realistic merger previews and the emphasis on keeping promises.

The conclusion reached in the cases was that Gjensidige’s approach to information and
communication facilitated the cultural integration process, whereas the communication
strategy in DnB may have disrupted this process. The quality dimensions and their effects
on cultural integration can be further explored with the help of merger and acquisition
literature on communication and procedural justice literature.

9.4.5 Integration of Cultures and Identities

The impression of the cultural integration in the second data collection was that the process
had come a long way in both corporations but that there were considerable differences in
how this integration was achieved. In general the management approach seemed to play a
more important role in Gjensidige in facilitating the cultural integration process than in
DnB. In DnB the cultural integration seems to a large extent to be a result of unintended
effects of actions from the top management and pressure from the environment in the fourth
phase. Furthermore, the process of cultural integration seems to have proceeded at a higher
pace in Gjensidige than in DnB.

The cultural integration in Gjensidige was a process where Forenede was absorbed into
Gjensidige. This process can be observed by focusing on the change of primary identity
from Forenede to Gjensidige and the presentation of consistent post-merger views. This
absorption which started in the first post-combination phase seemed to proceed fairly
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smoothly for a number of reasons. First, many employees in Forenede were attracted to
Gjensidige’s culture. Furthermore, the employees in Oslo shared common interests. Third,
there was apprehension among the people in Forenede that they had to adapt given
Gjensidige’s dominance. Finally, the employees and middle managers in Forenede had a
history of change, as opposed to Gjensidige’s history of stability.

In DnB there seemed to be a fight between the survival of the new DnC culture and the
traditional Bergen Bank culture. Neither of these two cultures seemed to be attracted to one
another, and neither organisation was sufficiently dominant to try to impose its culture on
the other party.

The impression in the third combination phase was that both cultures were very much
present, though some basis for cultural integration was created. The only place where there
seemed to be some cultural integration in the form of change of primary identity was in
Oslo. Here the people in Bergen Bank, in particular in the corporate entities, felt both
culturally closer to DnC Oslo than Bergen Bank Bergen, and had common interests in the

allocation process.

In the fourth phase of integration the bank was organised into new strategic business units
and new sub-cultures were established that transcended the boundaries between former
Bergen Bank and DnC. In that sense this was a structure that represented something new
for both organisations. The reorganisation process together with pressure from the
environment, also took attention away from the cultural integration process. In the sense
that time represents a positive influence on the cultural integration process, these events
might have had a positive effect. However, if they just represented a disruption of the
cultural process, the "old" boundaries might reappear.

9.5 SUMMARY

In this chapter the main differences between the two combination processes, the reasons for
these differences and their implications have been discussed. The aim of the chapter has
been to review these differences in relation to task, power and the cultural dimensions
explored in the two cases. As has been stressed in the discussion all through this chapter, it
has been important to distinguish between Gjensidige and DnB in the third and the fourth
combination phase. A review of the reasons and implications of the differences between the
cases and the relevant theories for exploring these differences are outlined in Table 9.4

below.
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The theories listed in the table created the linkages to chapter ten where the analysis of case
patterns will be conducted with the help of theory. Furthermore, detailed models for tasks,
power and culture will be developed in addition to propositions for future research.
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Table 9.4 Differences in Organisational Integration Dimensions in the Two Combinations

ORG. INT. Reasons Implications Theoretical perspectives
Economic Timing of combination Discretionary slack Merger and acquisition
climate Effect of downturn in the Distribution of power (environmental impact)
economy Management of cultural Strategic and organisational change
integration process (triggers of change)
Social identity theory
(promoters of identification)
Tasks
Discretionary | Economic situation at the Pressure on gains Merger and acquisition
slack outset Cultural integration (discretionary slack)
Different economic climates
Approachto | Management approach Pace of task integration Merger and acquisition
realising Economic climate Level of gains realisation | (strategic fit)
gains Cultural integration
Regulatory Time to process application | Pace of task integration Strategic change
authorities Conditional or Unification of power (triggers of change)
unconditional approval Cultural integration
Changing regulations
Integration Discretionary slack
of tasks Approach to gains
realisation
Regulatory authorities
Power
Relative Merger or acquisition Organisation of process Power and politics (sources of power)
power pre- Size of merger parties and new entity and Merger and acquisition
combination Profit differential allocation (relative power)
Organisation | Power balance in Realisation of gains Strategic and organisational change
of process management team Cultural integration (organisational responses)
process Merger and acquisition (Timing change)
Power and politics (dynamics of power)
Organisation | Timing of strategic process | Unification of power Strategic and organisational change
of new entity | Balance of power (types of change)
Allocation Power balance Task integration Power and politics (exercise of power)
process Time Unification of power Social justice (distributive justice)
Cultural integration Merger and acquisitions (allocation)
Unification Organisation of process and
of power new entity
Allocation process
Culture

Friendliness

Merger or acquisition

Polarisation of

Social identity theory

Approach to top organisations (promoters of identification)

management Restricted participation
Secrecy Fear of leakage Restricted participation
Positioning Management approach Cultural integration Social identity theory

Economic climate (promoters of identification)

Discretionary slack Social justice theory

(procedural justice)

Downsizing Management approach Gains realisation Social identity theory

Economic climate Cultural integration (promoters of identification)

Discretionary slack Merger and acquisition (realisation of gains)
Participation | Friendliness/ Secrecy Social justice

Management approach Cultural integration (procedural justice)

Economic climate

Discretionary slack
Info. and Management approach Cuitural integration Merger and acquisitions (info. and comm.)
comm. Social justice (procedural justice)
Cultural Positioning
integration Downsizing

Participation

Information and comm.
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Chapter 10:
Analysis and
Development of Propositions

The purpose of this chapter is three fold. First, I explore the patterns that arise from the
cases representing possible empirical generalisations. Then I develop three abstract models
for task integration, unification of power and integration of identities and cultures. These
models use the framework outlined in chapter three as a starting point, and refine the
framework with the help of theory and empirical findings. Finally, I propose a number of
propositions for future research. These propositions have been selected according to three
criteria, i.e. the ones that are: (1) best linked to the cases, (2) strongest in terms of future

research, and (3) most researchable.

This chapter follows the structure of the two case chapters and is divided int6 four main
parts; tasks, power, culture and inter-relationships. This structure is outlined below.

Table 10.1 Outline of Chapter

TASKS POWER CULTURE INTER-

Discretionary slack Relative power pre- Cultural fit RELATIONSHIPSHI

Approach to gains combination Friendliness PS

realisation Relative power Management of Approach to gains

Complexity relationships post- cultural int. process realisation

Environmental impact | combination Economic climate Environmental impact

Realisation of gains Changes in distribution | Structural changes Allocation of senior

Integration of tasks of power Integration of cultures | positions and functions
Unification of power and identities

10.1 TASKS

In this part I discuss discretionary slack, environmental impact, realisation of gains and
integration of tasks. Each section explores how the features can be assessed and possible

variations across cases and time. Furthermore, I examine how the features are influenced by
other factors, and relate to task integration.

To analyse the findings on tasks, the literature on mergers and acquisitions reviewed in
chapter two is most relevant. This regards the sections on discretionary slack and strategic
fit. Equally important however, are the patterns arising from the cases themselves.
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10.1.1 Discretionary Slack

Discretionary slack is a feature that has been recently introduced into the merger and
acquisition literature (Schweiger and Walsh, 1990 and Schweiger, Csiszar and Napier,
1994). As mentioned in chapter two, there seems to be no empirical work that explores this
concept, and hence there is a need to identify indicators of the concept and explore how it
affects organisational integration.

»

Schweiger, Csiszar and Napier (1994) define discretionary slack as the availability of

discretionary resources during a change process. I found three factors to be important in the .
assessment of discretionary slack in the two cases. These were type of ownership, i.e.
mutual or limited company, solvency and profitability. Here it is important to note that it is

the sustained performance assessed over a number of years that is taken into account.

One of the factors suggested in the merger and acquisition literature (ibid) that influence
discretionary slack, is business conditions. Changing economic climate was an important
factor to take into consideration when explaining variations in slack across the cases and
over time. First, the level of slack was considerably lower in Bergen Bank and DnC than in
Gjensidige due to the first phase of the banking crisis. Second, the second phase of the
banking crisis that hit DnB in the fourth phase of the combination led to rapidly

diminishing slack.

The merger literature suggests that when discretionary slack is not available, as was the
case in the fourth phase of the DnB merger, firms face short-term pressure to achieve
"normal" business results. Moreover, this might lead to shortened time to implement
needed organisational changes and require unplanned actions. As such, they argue, little or
no discretionary slack will undermine the achievement of synergy.

When comparing the findings in the two cases, the relationship between discretionary slack
and realisation of gains or synergy seems to be somewhat contradictory to the merger
literature.

The cases support the notion that discretionary slack facilitates change processes in terms of

the cultural integration process. In particular, discretionary slack provides the management

with resources to initiate actions and conduct downsizing in manners that facilitate the

cultural integration process.

When it comes to task integration however, little or no discretionary slack seems to put a
pressure on the realisation of gains. As such it facilitates the process towards task
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integration. The impression from the cases is that Gjensidige due to its high slack, i.e. high
solvency, profitability and mutual ownership, lacked the pressure to realise gains. DnB on
the other hand, was forced to rationalise and downsize because of its rapidly diminishing
slack in the fourth phase of the merger. In formal terms:

Proposition 1: The higher the discretionary slack, the lower the pressure to realise
gains. .

10.1.2 Approach to Realising Gains

The merger and acquisition literature distinguishes between four types of gains that can be
realised in mergers and acquisitions (Haspelaph and Jemison, 1991). These include
operational resource sharing, transfer of functional skills, transfer of general management
skills and combination benefits. I will concentrate on operational resource sharing since this
has been most important in both cases and because it is most closely related to task

integration.

In operational resource sharing, value is created through economies of scope or scale. The
integration challenge encountered in sharing resources typically involves either combining
assets or co-ordinating their joint use (Haspelagh and Jemison, 1994).

There are two important features of resource sharing that vary between the cases and over
time. These concern whether gains are sought to be realised over a long or short term, and

whether the management seeks to realise gains through cutting costs or generating income.

The long-term, income generating approach was particularly prevalent in the Gjensidige
case. Gjensidige’s management chose not to downsize personnel in the short run. Rather the
corporation hoped to solve the problem of employees in excess through long-term growth.
At the end of 1995 this approach had not been fully successful. Nevertheless, Gjensidige’s
management seemed to be prepared to observe the situation for a couple more years before

starting to downsize employees.

In the third phase of the DnB-merger a long-term, cost cutting approach was pursued. This
approach aimed at achieving a moderate level of gains based upon a bottom-up approach
and downsizing through other means than lay-offs.

This approach was changed in the fourth phase when a short-term, cost cutting approach
was implemented. This approach aimed to maximise gains in the short run and was

characterised by drastic cost cutting and lay-offs.
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The different approaches to realising gains seem to reflect a balance between maximising
gains in the short run and facilitating cultural integration in the long run. The impression is
that Gjensidige’s management was more concerned with cultural integration than DnB’s
management in the fourth phase. |

The approach to realising gains over a long or short period and generating income or

cutting costs seems to be influenced by two factors. The first regards who is the domirtant
coalition at the time. This will be further discussed in the next section on power. Secondly,
there is the question of the available slack. High slack seemed to be a necessary condition
to pursue a long-term, income generating approach. In a low slack situation, the
management’s choice of approach is much more restricted. In formal terms:

Proposition 2: The higher the discretionary slack, the more long-term, income
generating the approach to realise gains.

I would argue that the integration of tasks and gains realisation are facilitated by a short-
term, cost cutting approach. Thus, a long-term, income generating approach might slow
down the process of integrating tasks and realising gains. These contrasts were illustrated
by Gjensidige’s approach to gains realisation in both post-combination phases (long-term,
income generating) and DnB’s approach in the fourth phase (short term, cost cutting). This
argument can be expressed in the following proposition:

Proposition 3: The more long-term, income generating the approach to realising
gains, the longer time it takes to integrate tasks and realise gains.

However, a short-term, cost cutting approach does not necessarily provide a basis for a
cultural integration. Case evidence suggests that the different approaches reflect a balance
between maximising gains in the short run and achieving cultural integration in the long
run. Indeed, the impression is that Gjensidige’s management was more concerned with
cultural integration than DnB’s management, in particular in the fourth phase.

10.1.3 Complexity
The degree of complexity was a feature which was not discussed in the literature chapter,

but appeared as an important factor in the two cases for influencing the pace of task

integration.

Based upon case findings the complexity of integrating operations at business unit level
seems to be reflected by five indicators. These include the balance of power between the

operations, the difficulties involved in_integrating the production systems, the geographical
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distribution and the size of operations and the number of entities involved in the
integration.

In Gjensidige the life assurance area was described as a more complex area to integrate than

non-life insurance due to factors such as relative size, production technology and

distribution of operations between Oslo and Trondheim. Because of its complexity the

integration process in this area was very much perceived as an evolving process. This *
complexity in integrating the life assurance operations implied that it would take several

years before the operations were fully integrated.

The differences in complexity between the divisions in DnB were due to factors such as
distribution and size of operations and number of entities involved in the integration

process. All divisions faced complexity in terms of balanced operations.

Based upon the fact that more than 65 per cent of the employees in the parent bank were
employed in the Banking Division (size of operations), and its offices were scattered all
around Norway (distribution of operations), the integration process is described as most
complex in this division. This was in contrast to the Corporate Division which employed

less than five per cent of the bank’s employees and whose operations were located in Oslo.

The complexity of number of entities involved is illustrated in the construction of the

Internal Operations Division. The integration process in this division was complex in the
sense that this was a new division which neither bank had encountered before and for which
the employees had to be recruited from several different areas in the bank.

The conclusion reached in the two cases was that the indicators reflecting the complexity of
integrating the operations influence the pace of task integration. In particular there seemed

to be a tendency for areas with high complexity to be more time-consuming than low
complexity areas. In formal terms:

Proposition 4: The higher the complexity, the longer time taken to integrate tasks.

10.1.4 Environmental Impact

As mentioned in chapter two there has been surprisingly little research looking at how the
environment influences the integration process. The few exceptions to this trend seem to
have been preoccupied with the effects on cultural integration, and as such will be
discussed in the section on cultures and identities.
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In chapter five I suggested that characteristics in the environment could be grouped into
four categories using Pettigrew, Whipp and Rosenberg’s (1989) framework. These included
the economic, business, political and social environment. The two most important ;
environmental factors in these two cases were the economic climate and the regulatory
authorities. These will be discussed subsequently.

Economic climate

The first factor regards the economic climate in which combinations take place. As
discussed in chapter nine, the economic climate in which the combinations took place
differed fundamentally from one case to the other. Moreover, the climate worsened
substantially in DnB in the fourth integration phase.

To trace the development in the economic climate I used macro-economic indicators such
as private consumption growth, gross domestic product for mainland Norway, gross fixed
capital formation and bankruptcy proceedings.

The literature on strategic change emphasises that triggers of change such as pressure from
the environment, performance crisis and change of CEO and ownership often operate
simultaneously (Pettigrew, 1985), and that it may be difficult to distinguish between the
original stimulus and mere catalysts for change (Grinyer et al., 1988). Indeed in the case of
DnB all these stimuli occurred simultaneously. In particular the banking crisis (negative
change in economic climate) resulted in a performance crisis reducing the discretionary
slack to a minimum. Moreover, the performance crisis made the bank dependent on the
government for capital and through these operations the Government became a major
owner in the bank (change of ownership). These changes happened shortly after there had
been a change of CEO initiating fundamental changes in the strategy and organisation.

Findings from the case suggest that these triggers of change, i.e. a negative change in
economic climate, performance crisis and change of ownership, put pressure on the
realisation of gains through reducing discretionary slack and as such positively facilitated
the process of task integration. I will argue that the economic climate will influence
realisation of gains through negatively influencing performance reducing the discretionary
slack. These relationships are outlined in model 10.1 below. In formal terms:

Proposition 5: A negative change in economic climate will put pressure on
realisation of gains through negatively influencing performance and reducing
discretionary slack.
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Regulatory authorities

The regulatory authorities influenced the pace of integration both in the pre-and post-
combination phases. In the pre-combination phase the authorities used twice as long to
process Gjensidige’s concession application as they did to process DnB's. The conclusion

drawn in these two cases was that due to this factor the integration of tasks in Gjensidige
was slowed down compared with the merger between Bergen Bank and DnB.

Regarding the post-combination process, the process of integrating tasks in Gjensidige was
slowed down for two reasons. First, the authorities’ approval of Gjensidige’s application
was made conditional. This meant that Gjensidige continued to be dependent on the
authorities’ approval of their concession applications. Secondly, the change in regulatory

regime in the life assurance sector implied that the resources and attention in the life
assurance operations were concentrated on attending to the new requirements. The
impression is that the need to apply for concessions and the change in regulatory regime
slowed down the integration of tasks. In formal terms:

Proposition 6: The longer the time taken to process concession applications and the
more change in regulatory regime, the longer the time it takes to integrate tasks.

10.1.4 Integration of Tasks

Before discussing the integration of tasks it is important to relate it to gains realisation and
performance. I will argue that the integration of tasks influences the gains that are realised
from the combination. The realisation of gains needs to be substantiated through a
rationalisation of the resources that become superfluous as a result of task integration. This

causal relationship can for example be seen in the time lag between integrating personnel
and realising gains from the integration. This was the case in the initial combination phase
in both DnB and Gjensidige where personnel had been integrated, but gains had not yet
been realised. One important reason for this is the time-consuming process of integrating
tasks, and requirement for personnel resources during the initial combination phase.

Furthermore, I would argue that the realisation of gains influences performance. That is to
say the higher the gains achieved from the integration of tasks, the better the performance.

These relationships and the discussion of factors above can be summed up in the following

model:
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The unbroken lines in the model indicate relationships that occur up until the fourth phase
of the combination. The dotted lines indicate the changes in the fourth combination process.
In the following discussion I will refer to the different relationships in the model by T1 to
T10.

Relationships in model 10.1. The rationale behind the relationship between discretionary
slack and the approach to realising gains (T1) is that the level of discretionary slack will
influence the approach to gains realisation. In particular I have argued that the lower the
slack the more short-term, cost cutting the approach to gains realisation. This as opposed to
a high slack situation which gives the management the means to pursue a long-term income
generating approach.

Similarly the level of discretionary slack will influence the realisation of gains. Findings in
the DnB case suggest that the lower the level of slack the more pressure on gains realisation
(T2). In DnB the level of slack was reduced dramatically in the fourth phase of the merger
due to a negative change in economic climate (T9) and subsequent deteriorating
performance (T10). Furthermore, the change of ownership put further pressure on gains
realisation (T8).

Task integration is influenced by three factors. Firstly, task integration is influenced by the
approach to realising gains (T3). In particular I argued that the more long-term, income
generating the approach, the lower the degree of task integration. Secondly, the degree of
complexity influences the pace at which tasks can be integrated (T4), i.e. the higher the
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complexity the longer the time it takes to integrate tasks. Finally, the regulatory authorities
influence the pace of task integration through their processing of concession applications
and regulatory regime. I argued that the longer the time it takes to process the applications
and the more the change in regime, the longer the time it takes to integrate tasks.

The pace or degree of task integration will influence performance though the impact on
gains realisation (T6 and T7). In particular, the higher the degree of task integration, thte the
higher realisation of gains and the better the performance.

The propositions outlined above represent the relationships in model 10.1 that are best
linked to the cases, strongest in terms of future research and most researchable. These

propositions are summed up in Figure 10.1 below.

Figure 10.1 Propositions for Task Integration

Proposition 1: The higher the discretionary slack, the lower the pressure to realise gains.

Proposition 2: The higher the discretionary slack, the more long-term, income generating
the approach to realise gains.

Proposition 3: The more long-term, income generating approach to realise gains, the
longer the time it takes to integrate tasks and realise gains.

Proposition 4: The higher complexity, the longer the time it takes to integrate tasks.

Proposition 5: A negative change in economic climate will put pressure on the realisation of
gains through negatively influencing performance and reducing discretionary slack.

Proposition 6: The longer the time taken to process concession applications and the more
cchange in the regulatory regime, the longer the time it takes to integrate tasks.

Indicators for assessing the degree of task integration. 1 used three indicators to assess the
degree of task integration in the two cases. These were adopted from Shrivastava (1986)
and included procedural integration, functional integration and physical integration of
personnel. In chapter three I suggested that these indicators should be adapted to

combinations that do not result in a parent subsidiary relationship and to the service
industry. This implied tracing the integration process beyond the top management teams in
the two organisations and making personnel integration an important part of the

assessment.
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10.2 POWER

This section contains four parts. The first part outlines the power relationships before the
combinations took place. Secondly, attention is given to features where the relative power
in the first post-combination phase can be traced. Then I focus on the changes in the
distribution of power and end the section by discussing the unification of power.

The most relevant perspective with regard to the findings on power is the power and *
politics perspective discussed in chapter five. The first section on sources of power is useful
when analysing the relative power between the parties in the pre-combination. Secondly,
the literature on exercise of power is helpful in exploring the allocation processes. Finally,
the section on dynamics of power can be applied to understand the character of organising

the integration process.

Other important literatures to explore the patterns of power are the literatures on
distributive justice and strategic and organisational change. The distributive justice
literature is particularly relevant for analysing the allocation process. Regargliﬁg strategic
and organisational change, this is an interesting perspective to help understand the character
of change in organising a new entity and to look at the typical organisational responses in

organising the integration process.

10.2.1 Relative Power Pre-Combination

The two most commonly used indicators for measuring relative power in the merger and
acquisition literature seem to be relative size and whether the combination is a merger or
acquisition (Levinson, 1970; Humpal, 1971; Mirvis, 1985; Cartwright and Cooper, 1990;
Haspeslagh and Jemison, 1991b; Rentsch and Schneider, 1991; Ollie, 1994).

In the two cases I found that these two indicators, i.e. relative size and whether the
combination was a merger or acquisition (hereafter named type of combination), were
sufficient to outline the relative power relationships in Gjensidige. The most important
seemed to be that Gjensidige was the acquirer, and because this was an unfriendly take-over
this power discrepancy between Gjensidige and Forenede became even more apparent.
Secondly, Gjensidige was twice as large as Forenede.

When using the two suggested indicators for the DnB case, the power relationship between
the two parties seems very balanced. To explain why the merger was not fully balanced,
one has to look at other indicators beside size and type of combination.
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Additional indicators suggested in the literature are quality of the loan portfolio (Halvorsen,

1984), and pre-acquisition performance of the acquired firm relative to that of the acquiring

firm (Hambrick and Cannella, 1993). Assuming that the quality of the loan portfolio is
reflected in the performance, relative pre-acquisition performance is a good indicator of the
imbalance in the DnB merger. DnC’s sustained negative performance as opposed to Bergen
Bank’s superior performance provided Bergen Bank with a strong position both in the

negotiations and in the integration process.

A fourth indicator that is related to the former is alternatives to negotiation. As discussed in .
the cases above, the CEO in DnC, Kristian Rambjer, had tried to contact foreign banks
when entering merger negotiations with Bergen Bank. These talks did not however reach

the stage where they represented a real alternative to the negotiations with Bergen Bank.
Moreover, as the negotiations with Bergen Bank proceeded, it became evident that DnC
could not survive as an independent corporation throughout the year. Bergen Bank on the
other hand, had the opportunity to survive as an independent institution and walk away

from the negotiations.

The strength of alternatives is thoroughly discussed in Emerson (1962). Emerson argues
that the basis of power will be dependent on the availability of resources outside the parties’
relation. This implies that having alternatives to negotiated agreement will strengthen one’s
negotiating position (Fisher and Ury, 1981).

A fifth indicator of power relationships is the extent of preparedness before the

negotiations. When entering the merger negotiations, Bergen Bank was much better
prepared than DnC due to its thorough strategic analysis and extensive discussions on the
board and in the top management team. DnC on the other hand, had been forced to take
action because of its performance problems and only a small group of people was involved

in the discussions.

Summing up, I suggest that the power relationships or relative strength between the
merging parties consist of relative size, whether it is a merger or acquisition, relative pre-

combination performance, alternatives to negotiations and preparedness.

Evidence in the case suggests that the relative power relationship between the combination
parties before the integration process influenced the organisation of the new entity,
allocation of senior positions and functions and organisation of integration process. This
supports power models which hypothesise that the organisation that possesses the greatest
power, will receive the greatest reward from the interplay of politics.
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However, as I will come back to in the next part, the relative power in the pre-combination
phases cannot solely explain the distribution of power in the post-combination processes.

10.2.2 Relative Power Post-combination
The relative power in the post-combination phase can be traced in three features, i.e.

organisation of the new entity, organisation of integration process and allocation of senior

positions and functions. These three features will be discussed subsequently.

Organisation of new entity

In the section on strategic and organisational change in chapter five, I discussed how
changes can be characterised along different dimensions including depth, pervasiveness and
size (Mohrman et al., 1989) and whether the change was evolutionary or revolutionary
(Miller and Friesen, 1980; Pettigrew, 1985; Tushman and Romanelli, 1985).

When applying the dimensions discussed above to mergers and acquisitions, it is important
to take into consideration that mergers and acquisitions involve more than one organisation.
This implies that the two merging parties may experience different types of change.
Moreover, I will argue that one should focus on the relative rather than the absolute sizes of
the merging parties. I have chosen to regard this factor as influencing the change process,

not as a part of it.

Findings suggest that the change processes were fundamentally different across and within
the combinations. In Forenede the change process can be characterised as deep, pervasive

and revolutionary. This as opposed to the changes implemented in Gjensidige that also
were pervasive, but did not fundamentally affect the beliefs and values (depth). As such it
can be characterised as more evolutionary. Because Forenede was absorbed into
Gjensidige, there was little ambiguity and uncertainty about how the corporation was to be
structured in the future. In particular, Gjensidige’s co-operative structure and distribution

system were preserved.

In DnB both parties seemed to be equally affected. The change process can be characterised
as deep, pervasive and revolutionary and fits Nadler and Tushman’s (1989) description of
large-scale changes. Nadler and Tushman claim that large-scale changes often entail
multiple and incomplete transitions, uncertain future states and transitions over a long

period of time.



296

The DnB merger was carried out in two distinct stages (multiple transitions), it was cut
short by the banking crisis (incomplete transitions), had a high level of ambiguity
(uncertain future states) and took at least five years to complete (long transition time).

The transitional period of five years is in accordance with Miller and Friesen (1982) who
claim that a period of five years was sufficiently long to reflect a sequence of structural
changes that aimed at responding to key changes in strategic goals or environment.  *

After having provided the evidence of different change processes within and across the
combinations, it is important to ask why the processes were so different. One feature which
appears in the merger and acquisition literature is the degree of integration related to
strategic objective (Siel and Smith, 1990 and Datta and Grant, 1991). Following this line of
research one would expect the degree of change to be evolutionary when there is a low

degree of integration and revolutionary when there is a high degree of integration. Since
both my cases are characterised by a high level of integration, revolutionary change would
be expected. Thus, the level of integration cannot explain why there are important

individual differences within and across the cases.

One factor which can help in explaining these differences is the balance of power or
relative power in the pre-combination process. This can provide the reason for why the

parties in the combination were unequally affected and why the level of ambiguity was
different in the two combinations.

In acquisitions where the acquirer is the larger party, the acquiring organisation has the
opportunity to impose changes and integrate the other organisation into its existing
operations. In mergers, neither party can unilaterally impose its frame of reference on the
other company (Ollie, 1994). This implies that the parties in imbalanced combinations are
likely to be unequally affected whereas parties in balanced combinations probably will be
equally affected. Moreover, the more balanced the combination, the higher the ambiguity.
These relationships between level of integration, power balance and change characteristics
are illustrated in Table 10.2 below.

Interestingly, this pattern can be replicated at the divisional level in Gjensidige. The process
in non-life insurance where Gjensidige’s operations were substantially larger than
Forenede’s, was very different from the one in life assurance where the parties were more
equal. In non-life insurance Forenede’s employees had to adapt to Gjensidige and as such
the outcome of the process was known. In the Life Assurance Division, the process affected
the two parties more equally and there was a much higher level of ambiguity.
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Table 10.2 Determinants of Change Processes

DEGREE OF INTEGRATION
Low High
Balanced Evolutionary Revolutionary
Low ambiguity High ambiguity
POWER
RELA- Imbalanced Evolutionary Evolutionary for less '
TIONS Low ambiguity powerful party
Revolutionary for more
powerful party
Low to middle
ambiguity

The next important issue regards how these characteristics of change relate to unification of

power. Findings in the cases suggest that the more revolutionary, large-scale the change and
the higher the ambiguity, the longer it will take to establish a stable political regime. In
Gjensidige’s acquisition of Forenede a stable political situation was created in the initial
combination phase. This remained stable throughout the process. This was contrasted in the
DnB-case where there was an unstable political situation in the first combination process.
Due to several triggers of change that operated simultaneously, the political situation was
changed in the fourth phase of the merger. These dynamics of power will be further
discussed below. The relationship between type of change and political regime can be

expressed in the following proposition:

Proposition 7: The more revolutionary the change and the higher the ambiguity in
the organisation of a new entity, the longer it takes to establish a stable political
regime

Organisation of process

Beside organisation of a new entity, the distribution of power in the post-combination phase
can be traced in the organisation of the integration process. As opposed to the two other
areas, organisation of new entity and allocation of senior positions and functions (see
discussion below), this is an area where few compromise solutions seem to be available.
Indeed, the analysis in chapters seven and eight suggested that the management styles in
both combinations were largely incompatible. This implied that in "integrating" the styles
one had to choose between them. Thus, one needs to focus on the individual management

styles within both combinations.

There seem to be four main features where the management styles or approaches differed in
the four corporations. These regard timing of change, extent of crisis orientation, the degree
to which the top management invited the middle management to participate and influence,
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and process orientation. In Figure 10.2 and Table 10.4 below I have outlined the
dominating party in the combinations and the profiles in the four companies subsequently.
It is important to emphasis that Figure 10.2 focuses on the relative rather than the absolute

differences between the corporations.

Figure 10.2 Profiles of Management Styles

Timing change short  DnC/F BB Gj. long
Extent of crisis high  DnC F Gj./BB low
orientation ) "
Participation and little . DnC F BB Gj. much
influence N "
Process little . DnC/Gj. F BB much
orientation N "

Table 10.3 Dominating party in the integration process

Third phase Fourth phase

Gjensidige/Forenede |Gjensidige Gjensidige

Bergen Bank/DnC Bergen Bank | DnC

When it comes to timing change the different management styles reflect the two basic
schools of thought in the merger and acquisition literature (Searby, 1967; Jones, 1982;
Robino and DeMeuse, 1985; Buono and Bowditch, 1989; Business International, 1992;
Schweiger, Csiszar and Napier, 1993 and 1994). The first suggests that the changes should
be made as quickly as possible to minimise the employee trauma associated with prolonged
uncertainty and insecurity. Authors in favour of this school have argued that immediately
after the merger there is a period when people in the new organisation expect and perhaps

even want change.

The second school of thought suggests that a longer time perspective should be employed,
and that the firms should study and learn as much as possible about each other before
changes are designed and undertaken. Slow change will enable the two cultures to adjust to
each other, rather than clash from the beginning. Moreover, it may be wise to wait a while
before introducing controversial changes such as reorganisations and re-allocations.
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As illustrated in Figure 10.2 above, DnC's and Forenede’s management styles reflected the
first school of thought, whereas Gjensidige and Bergen Bank preferred to realise gains over

long term and smooth the integration process over time.

The second aspect illustrated in the figure above regards the extent of ¢risis orientation.
Marks and Mirvis (1985) claim that management in mergers and acquisitions often behave

in a crisis management manner. Attributes associated with crisis management are features
such as centralisation, short-term focus, decreasing morale, politicised interest groups, no
slack, increasing conflict, and lack of teamwork (Cameron, Kim ana + netton, 1987,
Cameron, 1994).

As illustrated in Figure 10.2 above, DnC’s management style was most strongly related to a
crisis orientation. This style had marked the reorganisation process in DnC before the

merger, but was largely incompatible with Bergen Bank’s management style.

The third aspect regards the extent of participation and influence. This feature is included in

the third part on culture and will be extensively discussed there. However, as suggested in
Figure 10.2 there were important differences in the profiles regarding this feature. In
particular, Gjensidige and Bergen Bank seem to favour a bottom-up process inviting
extensive participation and influence from the employees and middle management. DnC's
and Forenede’s management styles were in contrast marked by a more top-down approach,
and less participation and influence.

Gjensidige's and Bergen Bank’s dominance in the initial combination phase were reflected
in the long-term approach, lack of crisis orientation and extensive participation. Moreover,
Bergen Bank’s domination reflected a task orientation as opposed to process orientation.
This was not an important difference in the Gjensidige Forenede combination.

In the fourth combination phase this balance of power was changed in the DnB merger, and
as such DnC’s management marked the reorganisation process that followed. This change
in the balance of power is the theme in section 10.2.3.

Allocation of senior positions and functions
Another important feature where the power relationships in the post-combinations can be
traced is the allocation process. I have chosen to focus on positions and functions which

represent key power bases in the post-combination process, are highly visible and give
important signalling effects to the organisation. Senior positions include the chairman of
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the board, the CEO, the top management and divisional team and the managers in charge of
the local entities. As for positions I focused on the head offices.

I have chosen to focus on the distributive rules that determine the outcome of the allocation

process. A discussion of procedural rules will follow in the section on culture. As
mentioned in chapter nine, three types of allocation criteria seemed to be apparent in the
two combinations, though their relative importance differed. The three criteria were  *

equality, power and competence/suitability/efficiency.

In the third merger process in DnB equality seemed to be the primary criterion. This
marked the distribution of top and middle management positions as well as the distribution
of functions between Oslo and Bergen. When there were conflicts between equality and
competence/suitability/efficiency, the equality criterion seems to have been given primary
consideration. Nevertheless, both the chairman of the board and the CEO were recruited
from Bergen Bank reflecting Bergen Bank’s dominant position. However, because Gade
Greve was likely to retire, Bergen Bank’s power bases were likely to change.

In Gjensidige’s acquisition of Forenede, Gjensidige dominated the distribution of positions
and functions. This dominance was apparent in the top management team, choice of
distribution system and allocation of local area managers. Nevertheless, the two other
criteria were also present. First, three managers from Forenede who were appointed to the
top management team seem to have been recruited on the basis of their skills. Competence
was also used as a major criterion in selecting key middle managers. The area where the
equality criterion seemed to be most prevalent was in the distribution of positions between

Oslo and Trondheim.

The use of equality as the primary distribution criterion in DnB had important implicaﬁons
for the unification of power. Case evidence suggests that the use of this criterion in the

allocation process provided an unstable political situation that lasted until the new CEO and
pressure from the environment lead to a redistribution of positions and functions. In
Gjensidige’s acquisition of Forenede in contrast, Gjensidige remained dominant, though the
power discrepancy from the pre-acquisition was somewhat reduced. Thus in Gjensidige a
stable political regime was in place from the start of the integration. These relationships can
be expressed in the following two propositions:

Proposition 8a: The more the use of equality as the distribution criterion in the
allocation process, the more unstable the political regime
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Proposition 8b: the more the use of power as the distribution criterion in the
allocation process, the more the stable political regime

Findings in the cases suggest that the relative power in the post-combination process in the
form of organisation of a new entity, organisation of integration process, and allocation of

senior positions and functions is influenced by three factors. The first and most apparent

factor, relative power in the pre-combination process, was discussed in section 10.2.1
»

above. This is a feature that reflects the potential or structural sources of power in the

allocation process. Secondly, the merger and acquisition regime may constrain the use of
power. Finally, case evidence indicates that the will and skill in mobilising the resources
available (Pettigrew and McNulty, 1994), moderate the relationship between potential
power and relative power in the post-combination process. In formal terms these

relationships can be expressed:

Proposition 9: The effect of relative power in the pre-combination process on post-
combination power, is dependent on the merger and acquisition regime and
political skill.

The relative power in the pre-combination process, the merger and acquisition regime and
the political skill will be discussed subsequently. Since, the moderating factors are most
distinct in the allocation of position and functions, I will concentrate the discussion on this

feature.

Relative power in the pre-combination process. The first factor that influences the
allocation of senior positions and functions is the potential power or the relative power in

the pre-combination process.

The difference between balanced and imbalanced relationships and their effects on
allocation processes are discussed in Kabanoff (1991). Kabanoff relates justice and power
perspectives and contrasts the distributive orientations and conflict behaviour in equal and
unequal relationships. He argues that as the power difference in an organisational
relationship increase, the psychological orientations of both parties tend to reflect a greater,
though not necessarily equal, acceptance of equity as the distributive rule. Moreover, he
argues that the greater the power difference, the less likely that the weaker party perceives
inequitable distributions that favour the more powerful party as inequitable.

Evidence from the cases seems to support this view. The balanced relationship between the
parties in the DnB merger apparently created expectations of an equal distribution of
positions and functions. Indeed, the impression is that the choice of criterion was to a large
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extent restricted by this balance. As such the use of equality as the primary criterion was to

a large extent unavoidable.

In Gjensidige there seemed to be no such expectations of equality. Quite the contrary, the
employees and managers in Forenede expected Gjensidige to be more dominant than
actually turned out to be the case, due to its behaviour in the pre-acquisition process. This
implied that Gjensidige had a much freer choice of distribution criterion than DnB. *

Although the merger between DnC and Bergen Bank was fairly balanced, Bergen Bank had .
a dominant position in the pre-acquisition process due to its superior performance,
alternatives to negotiated agreement and extent of preparedness. Gjensidige’s dominant
position in the pre-acquisition process was related to the fact that Gjensidige was the
acquirer and that the corporation was twice as large as Forenede.

Findings in the cases indicate that both Bergen Bank and Gjensidige became less dominant

in the post-combination process than in the pre-combination process. Thus, one has to seek

other factors that can provide explanation for this finding. As mentioned above, there seem

to be two features that are particularly relevant in this connection. The first regards the will
to exercise power and is related to the merger and acquisition regime. The second concerns
the skill in exercising power and forming alliances.

Merger and acquisition regime. The most important reason why Bergen Bank and DnC
constrained their use of power can be traced in the merger and acquisition regime. These
regimes show that both Bergen Bank and Gjensidige gave important concessions to the
other party in the combination by letting justice and equity concerns constrain their use of
power (Cook and Emerson, 1987).

Bergen Bank faced the choice of trying to acquire DnC or entering merger negotiations on
the basis that this was to be a merger between equal parties. The impression is that by
acting in line with this regime, Bergen Bank constrained its use of power. Indeed, the
impression is that this resulted in a more extensive use of equality than would otherwise
have been the case.

Gjensidige’s acquisition regime was reflected in the declaration of concessions sent to
Forenede’s board of directors at the end of December 1991. The declaration written by
Gjensidige’s top management became a kind of a constitution for the forthcoming process.
This declaration contained a number of important concessions on behalf of Gjensidige, and
demonstrated the corporation’s intent to treat Forenede as an equal party in the process.




303

The relationship between merger and acquisition regime and post-combination power can

be expressed in the following proposition:

Proposition 9a: The more the merger and acquisition regime stress equality, the
more the relationship between relative power in the pre- and post-combination is
moderated.

*

The important question in this connection is why Gjensidige and Bergen Bank chose to
make more extensive use of the equality criterion than necesarry. The literature on mergers -

and acquisitions and social justice provides a number of reasons why equality may be a
desirable criterion. However, there are also some problems related to this criterion. In the
table below I have listed the advantages and disadvantage mentioned in these literatures.

Table 10.4 Equality as Distribution Criterion

Advantages Disadvantages
Both parties are represented in crucial decisions Discriminatory against the best talent available
Provides learning and understanding Does not take into account the different

management styles and philosophies
Is symbolic in the sense that members of both

organisations will be treated fairly and with Makes the organisation unstable and prolongs the
respect. (Schweiger, Csiszar and Napier, 1994) integration process (Schweiger, Ridley and
Marini, 1992)

Promotes solidarity and social cohesiveness
(Kabanoff, 1991) Results in top-heavy teams (David and Singh,
1993 and Ollie, 1994)

Fosters group harmony and commitment to the
group in the long run (Lind and Tyler, 1988)

This list of advantages and disadvantages suggests that there is a balance to be struck
between facilitating cultural integration and creating a stable political regime and an
efficient distribution. Hence, the impression from the cases is that the equality rule was
adopted to facilitate the cultural integration process at the expense of the unification of
power and task integration. The trade-offs between the different allocation rules will be
further discussed in the section on inter-relationships below.

Political skill and formation of alliances. Another factor beside the merger and acquisition
regime that seems to have moderated the relationship between potential power and
allocation of positions and functions is political skill and the formation of alliances.
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Interestingly, Bergen Bank’s dominant position seems to have been weakened by these
factors, whereas Gjensidige’s position was strengthened.

Findings in the DnB-case indicate that the managers and employees from DnC were more
political skilled than their counterparts from Bergen Bank. Respondents from Bergen Bank

observed that people in DnC acted in groups in contrast to the people from Bergen Bank
who acted as individuals. Moreover, the people from DnC seemed to be much more *
prepared for and experienced in change processes. The relationship between will and skill
and relative power in the pre- and post-combination can be expressed in the following

proposition:

Proposition 9b: If the weak party in the combination has more (less) political skill
than the strong party, then the relationship between pre- and post-combination
power will be moderated (strengthened).

Another feature that weakened Bergen Bank's position in the initial combination phase was
the divergent interests between Bergen and Oslo. This resulted in alliances formed between

the people in Bergen Bank Oslo and DnC.

The same pattern occurred in Gjensidige’s acquisition of Forenede. In this combination

however, Forenede’s position was weakened by the alliances formed between the
employees and managers in Oslo. As such Gjensidige gained power because of these

alliances.

10.2.3 Changes in Distribution of Power

In the first part of this chapter I discussed change in environmental conditions as one
important trigger for change. Another vital trigger for change that appeared in the fourth
phase of the DnB merger was the change of CEO.

These changes in the environmental climate and CEO had important implications for the
balance of power between the merging parties. In the following discussion I examine how
the change of CEO led to a redistribution of positions and functions that changed the power
balance in favour of the former DnC. Furthermore I explore how this change in power
balance was accelerated by changes in the environmental climate.

Change of CEQ. The literature on strategic and organisational change has found that
succession of CEO positively influences revolutionary transformations or breaks the

organisational momentum (Miller, 1994; Tushman and Romanelli, 1994).
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Research has also suggested that there is a significant difference in the likelihood of
initiating revolutionary change between inside and outside successors. Indeed, Tushman,
Newman and Romanelli (1986) found that outside successors were three times as likely to
initiate framebreaking change than existing executive teams.

When studying mergers and acquisitions, it is important to bear in mind that the CEO of the
joint corporation will be a mixture of an insider and an outsider unless he or sheis  *
externally recruited. Egil Gade Greve for example, was an insider in relation to the

employees in Bergen Bank, but an gutsider for the people in DnC.

Nevertheless, it is plausible that such a manager will be subjected to some of the same
problems as insiders face in initiating revolutionary change. These include commitment to
administrative arrangements, selective perception and being content with leaving things the
way they are (Miler, 1994; Tushman and Romanelli, 1994).

When comparing the changes in DnB before and after the change of CEO, the changes in
the latter period were evidently of a more revolutionary character in line with propositions
in the literature. When Gade Greve was appointed CEO for the joint corporation, only
minor changes were implemented. Moreover, he chose to postpone the work on a new
corporate strategy until after the integration process had been completed.

When Finn Hvistendahl entered the organisation early in 1991, he started work on setting a
new strategic direction in conjunction with key members of the top management team.
Although Egil Gade Greve was one of the initiators of this process, the impression is that
the changes suggested in the new bank’s strategy were far more revolutionary than Gade
Greve had planned when the two banks announced their merger plans. This concerned the
separation of the Banking Division into two divisions and the extensive centralisation that

took place.

The new corporate strategy led to significant changes in the primary structure and in the
allocation of senior positions and functions. Moreover, the organisation of the restructuring
process reflected DnC’s type of management style in terms of a short-term, crisis-oriented

and top-down process.

The most important change in DnB’s primary structure was the decision to divide the
Banking Division into two parts. Moreover, the bank’s Corporate Customers and
International Division were integrated into one division.
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The replacement of CEO and the following changes in the top management positions
changed the balance of legitimate power (French and Raven, 1959) from Bergen Bank to
DnC dominance. According to Brass and Buckhardt (1993), legitimate power is one of the
strongest sources of potential power. Before Finn Hvistendahl was appointed two senior
managers from each bank had left the top management team. After Hvistendahl became the
CEO, four managers from former Bergen Bank left the team.

This change in the top management implied that the positions were no longer equally
distributed between the merging parties. The impression is that the managers were recruited

on the basis of power and competence as opposed to the former process when equality was

the primary criterion.

This pattern was replicated at lower levels in the organisation where organisational
affiliation no longer seemed to be a legitimate criterion for selection. The result of this was
that some areas became very DnC dominated. |

This redistribution of senior positions also had important implications for the distribution of
functions between Bergen and Oslo. Egil Gade Greve and Reidar Lien had both been
situated in Bergen and were strong defenders of preserving Bergen as one of the head
offices. When these two managers left the bank, the head office functions were moved to
Oslo, and as such Bergen became a district bank in line with the other districts in the bank.

Change in environmental climate. Shortly after Finn Hvistendahl entered the bank, major
problems in the Norwegian banking industry started to become apparent. From 1990 to
1992 the number of bankruptcy proceedings increased by 51 per cent.

The commercial banking industry which was largely affected by this development had
negative operating profits from 1990 to 1992. For DnB this performance crisis seriously
threatened the bank’s survival, and the bank became dependent on the government for
equity capital. Through these operations the Norwegian state became a majority owner in
the bank and ordered the bank to rationalise and cut costs.

According to Emerson (1962) power is organised around critical and scarce resources.
When the organisation is dependent on the environment to obtain these scarce and critical
resources, the literature on power and politics predicts that participants who furnish these
resources will gain power in the organisation. As such changes in the environment may
alter the distribution of power in the organisation requiring new approaches, skills and
relationships (Pfeffer, 1992).
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Evidence in the DnB case suggests that the changes in the environment and subsequent
changes in performance and ownership, strengthened DnC's and the manufacturing
coalition’s power bases in the form of expert and relationship power and personal prestige
(Pettigrew, 1973; Finkelstein, 1992; Pettigrew and McNulty, 1994).

First, the bank’s performance crisis put significant pressure on cutting costs. This was a
form of expertise or_expert power that the managers from DnC had acquired through
working in the manufacturing industry. Moreover, they had been in charge of a
fundamental restructuring process in DnC before the merger with Bergen Bank. The Bergen
Bank managers on the other hand, had gained their expertise in a regulated environment, an
expertise that was "outdated" in a deregulated and more turbulent environment.

Because DnB became dependent on the Norwegian state to provide capital, interacting with
the external environment became a critical competence. This relationship power was a

competence the managers with manufacturing industrial backgrounds, Finn Hvistendahl in
particular, had gained through their work in the industry.

Moreover, the banking crisis changed the bank managers’ prestige power. This power base
reflecting managers’ reputations in the institutional environment and among stakeholders
influences other’s perception of their influence according to Finkelstein (1992).

Through the two phases of the banking crisis, bank managers’ respect and good reputation
were seriously damaged. Many of the traditional banking managers were replaced by
managers with other backgrounds to restore the trust, reputation and profitability of the
banks.

The changes in the top management reflected these changes of power bases. At the time of
the merger, there was a balance between managers with long banking and manufacturing
industry experience. After Finn Hvistendahl was recruited as the new CEO, several
managers with long banking expertise were replaced by managers from the manufacturing
industry.

Beside the change of CEO and the negative change in the economic climate, the unstable
political situation from the third phase of the DnB merger made changes in the distribution
of power more likely. These relationships can be expressed in the following proposition:

Proposition 10: In situations where there is a change of CEO, a negative change in
economic climate and an unstable political regime, there is a higher likelihood of
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Jfundamental changes than in situations where there is no change of CEQ, a positive
or no change in economic climate and a stable political regime.

10.2.4 Unification of Power

As for the integration of tasks, it is important to give some indication of how unification of
power is reflected in performance. I will argue that an unstable political regime with all the
inherent conflicts in the top management team, is harmful to performance. This relationship
however, has to be further explored in future studies.

This relationship and the relationships between the factors and feature and unification of

power discussed above, are outlined in model 10.2.

Model 10.2 Unification of Power

Merger or
acquisition Organisation Change in
regime of new entity economic climate
P2 P4
y
Relative power Pi Allocation of senior nification pP7 Perform-
pre-combination positions and functions P3 f power [ . mance
- :
~P5
Political skill Organisation of Change of CEO 1:"6
integration process :

The unbroken lines in Model 10.2 represent the second and the third phase of the
combination processes. The dotted lines illustrate what happened in the fourth phase. In the
following discussion I will refer to the different relationships in the model by P1 to P6.

Relationships in model 10.2. The relationship between relative power in the pre-and post-
combination phases is moderated by two factors (P1). These are merger and acquisition
regime expressing political will to exercise power and political skill. In the discussion
above, I argued that the more the merger and acquisition regime stressed equality, the more
the relationship between relative power in the pre- and post-combination phases was
moderated. Furthermore, I hypothesed that if the weak party had more political skill than
the strong party, this relationship would also be moderated.
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The unification of power was influenced by two factors in the Gjensidige combination and
in the third process of the DnB merger. These were organisation of a new entity (P2) and
the allocation of senior positions and functions (P3). In particular, I argued that the more
revolutionary the change and the higher the ambiguity in the process of organising a new
entity, the longer it would take to establish a stable political regime. Regarding the effect of
allocation, the use of primary allocation criterion seemed to determine whether a stable or
unstable political regime was established. The use of power seemed to have the most *
stabilising effect, whereas extensive use of equality resulted in an unstable political regime.

In the fourth phase of the DnB merger two additional features influenced the unification of
power. First, the negative change in the economic climate stabilised the political situation
(P4). Similarly the change of CEO had a stabilising effect (P5). These factors and the
unstable political regime from the third phase of the merger led to a new change process
(P6) and resulted in a reorganisation of the new entity, re-allocation of positions and
functions, conducted in the manner of the dominant coalition.

Finally, I argued that the unification of power would influence the performance of the new
corporation. In particular, it was proposed that the more unstable the political regime, the

more negative the influence on performance.
As for task integration the propositions outlined above in the discussion on power represent
the relationships in model 10.2 that are best linked to the cases, strongest in terms of future

research and most researchable. These propositions are summed up in Figure10.3 below.

Figure 10.3 Propositions for unification of power

Proposition 7: The more revolutionary the changes and the higher the ambiguity in the
organisation of new entity, the longer it takes to establish a stable political regime.

Proposition 8a: The more the use of equality as the distribution criteria in the allocation
of senior positions and functions, the more unstable the political regime.

Proposition 8b: The more the use of power as the distribution criteria in the allocation
of senior positions and functions, the more stable the political regime.

Proposition 9: The power effect of relative power in the pre-combination on post

combination power, is dependent on the merger and acquisition regime and political

skill.
Proposition 9a: The more the merger and acquisition regime streses equality, the more the
relation between relative power in the pre- and post combination is moderated.

Proposition 9b: If the weak party has more (less) political skill than the strong party, then the
relation between pre-and post combination power will be moderated (strengthened).

Proposition 10: In situations where there is a change of CEO, a negative change in economic climate
and an unstable political regime, there is a higher likelihood of fundamental changes than in situations
where there is no change of CEO, a positive or no change in economic climate and a stable political
regime.
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Indicators for assessing the degree of unification of power. In chapter three I suggested
four indicators of unification of power. These were (1) control over power bases, (2)
congruence of communication, (3) presence of power struggles, and (4) prevalent
management style. I chose to assess these indicators in relation to the top management
team, because of their powerful and visible positions. When measuring these indicators
however, it is important to focus on the relationships between the merging parties, not the
top management as such. In DnB for example, there were still power struggles in the fourth
phase, but along other lines than the merging parties.

CULTURE

According to Elsass and Veiga (1992) the acquiring of one organisation by another yields,
by definition, two distinct sub-cultures, or cultural groups, "each with values, goals, and
technologies that may or may not be compatible" (p. 441). Social identity theory would
indicate that because these two groups are made aware of one another, the existence of a
boundary between them would be underscored (Ashford and Mael, 1989). Moreover, in the
absence of a strong organisational identity, which indeed is the case in mergers and

acquisitions, the desire for comparisons generates much conflict between differentiated and
clearly bounded sub-groups. This is especially so if a group’s status is low or insecure.

The purpose of this section is to identify factors that facilitate or impede cultural
integration. Facilitating cultural integration implies that the boundaries between the two
merging organisations are torn down. Impeding cultural integration on the other hand,
implies that the features contribute to the preservation or strengthening of the former
corporate identities. Before identifying these features and factors however, it is necessary to
get a grasp of these boundaries or corporate identities.

The section on cultures and identities will be divided into six parts. The first two issues,
organisational fit and friendliness are related to the first two phases in the process. Then
follow three aspects regarding how the integration process was managed, including
downsizing and positioning, participation and information and communication. Third, the
effects of the changes in organisational structure and economic climate that happened in the
fourth phase of the combinations are examined. The section ends with a discussion of

cultural integration.

The two perspectives most relevant for analysing the findings in these areas are social
identity theory and social justice. Regarding social identity theory the section on promoters
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of identification is particularly relevant for analysing the cultural fit, the friendliness in the
combination, the effect of competition in positioning and downsizing processes and the
economic climate’s effect on cultural integration. As for the social justice perspective the
section on procedural justice is relevant for explaining findings in the positioning and
downsizing process, participation and communication.

10.3.1 Cultural Fit i
Cultural or organisational fit is one of the most extensively researched areas in the
organisational stream of merger and acquisition literature. However, as mentioned in
chapter two, it is a literature in its early stage of theory development in which there is a lack

of established concepts and consistency.

The main hypothesis in this stream of research is that different cultures impede the
integration process. The main stream of the literature does not however provide the answer
as to why different cultures are harmful to integration. One exception to this trend is Elsass
and Veiga (1994). They use social identity based upon social categorisation and social

comparison theory to explore the inter-group attitudes and behaviour.

According to Elsass and Veiga (1994) initial impressions are formed on the basis of salient,
observable behaviour. To the extent that those behaviours reflect consensus values within
organisational groups, intergroup differences in culturally expressed values will lead to
strong intergroup biases. The more dissimilar out-groups are perceived to be, the stronger
the negative feelings in-group members are likely to hold.

According to Larsson (1991) however, not all cultural differences are equally hazardous to
the integration process. He argues that different cultures should be assessed according to
whether they are unrelated, complementary or conflictual.

To "assess" the organisational fit, I focused on the historical backgrounds of the merging
parties. I focused on the dissimilar features in line with the merger and acquisition
literature. Moreover, I followed Larsson’s recommendations and analysed the differences
according to whether they were unrelated, complementary or conflictual.

Because I focused on the differences rather than the whole area of organisational or cultural
fit, the selected features in the two combinations somewhat differed. Nevertheless, three
features seemed particular important in both cases. These were the organisational structure,

management style and decision-making process.
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As for the individual combinations, I found that the core competencies and personnel policy
reflecting the reward structure was important in assessing the differences between
Gjensidige and Forenede. Moreover, I found that the different change processes DnC and
Bergen Bank had been through before the merger, were important to take into account. This

is a feature that has not been suggested in the previous literature.

Another area that has received only scant attention in the merger and acquisition literature
is the existence of sub-cultures. The contributions assessing corporate culture in the
merging organisations typically focus on the dominant culture in the organisation (Buono,
Bowditch and Buono, 1985; Buono and Bowditch, 1989; Nahavandi and Malekzadeh, 1988
and 1994). However, as many of the authors point out, but fail to use in their studies,
culture is multifaceted and complex. I chose to view the organisation as ideographic
(Ashforth and Mael, 1989) and found the focus on sub-groups and sub-cultures particularly
useful for explaining the pattern of cultural integration.

I found interesting patterns regarding sub-cultures in both the combinations I studied. In
Bergen Bank and DnC for example, there were two distinct sub-cultures in both
organisations. In Bergen Bank these sub-cultures consisted of a corporate culture in Oslo
and a more retail-oriented culture in Bergen. As for DnC, the merger happened in the midst
of a cultural revolution. This revolution was characterised by the top management’s breach
with the "old and traditional banking culture" aiming to replace it with a more change-
adaptive culture reflecting the manufacturing industry. In both Bergen Bank and DnC, the
impression was that the within-cultural differences were larger than the across cultural

differences.

Similar patterns to those in Bergen Bank could be found in Forenede. Although Forenede's
head office was situated in Trondheim, a substantial part of Forenede’s operations took
place in Oslo. Because Forenede’s strategy was to strengthen its operations in Trondheim at
the expense of the Oslo office however, the tension between Trondheim and Oslo was

increasing.

Taking these sub-cultures into consideration, one would expect that alliances would be
formed between Bergen Bank Oslo and DnC, and DnC'’s banking culture and Bergen Bank
and Forenede Oslo and Gjensidige. Case evidence suggests however, that although the

identification of sub-cultures gives indications of where alliances might be formed, sharing
a common culture is not sufficient for cultural integration to occur.
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For cultural integration to occur, it is necessary for the two sub-groups to share common
interests in the distributions of positions and functions. This was the reason why alliances
were formed between Bergen Bank and DnC in Oslo, and between Forenede and
Gjensidige in Oslo. As for the common culture between Bergen Bank and DnCs banking
culture, alliances were not formed because the two groups had divergent interests in the

allocation process. In formal terms:

Proposition 11: The more the sub-groups across the organisational boundaries
share common interests in the allocation, the more likely that alliances are formed
that promote cultural integration.

The effect of competition for positions and functions will be further discussed in section
10.3.3 below.

10.3.2 Friendliness and Merger and Acquisition regime
Another feature which is included in a number of theoretical frameworks, but has seldom
been empirically tested, is the degree of friendliness. Few studies have examined the effect

of this feature on the integration process in depth. Hence, I argued that there is a need for
exploratory, empirical research investigating the links between this concept and other

concepts of integration.

Hambrick and Cannella (1993) classify social climate into three categories; mutually
negotiated unions, uncontested tender offers and contested tender offers. In mutually
negotiated unions, the executives and boards of both firms participate. The negotiation

process allows an open and extended discourse, reducing potential social conflict. The
merger between Bergen Bank and DnC would fall into this category. As predicted by the
merger and acquisition literature, this form facilitates the cultural integration process by
bringing both parties in early in the process and allowing them to influence the outcome
mutually.

Contested tender offers represent the other extremity, and represent an extreme in social

conflict. In these instances, the target and acquiring party battle against each other in a very
public forum, each claiming the other party’s inadequacy. The atmosphere surrounding
such an acquisition is likely to be characterised by bitterness and acrimony, making smooth
social integration after the deal unlikely (ibid). Gjensidige’s acquisition of Forenede can be
characterised as a contested tender offer. As predicted by Hamrick and Canella, the battle
between the two corporations was covered in the public press and the atmosphere was

hostile.
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Nevertheless, the prediction that smooth integration after the deal is unlikely in such
combinations, was somewhat contradicted in this case. In particular I find evidence that the
identity in Forenede was strengthened through the period of the take-over, but that the take-
over did not affect the organisations equally, and the négative effect rapidly diminished
over time. As such the unfriendliness varied across respondents or groups and over time.
Moreover, the negative effect was moderated by the merger and acquisition regime.

*

The strengthening of the Forenede identity in the second phase of the combination can be
viewed in the light of social identity theory. This theory predicts that the existence of a
shared threat promotes the tendency to identify with groups. In particular I found that the
unfriendly take-over attempt had two effects. Firstly, the battle against being acquired
seemed to have a cohesive effect in bringing the people working in Forenede closer
together. Secondly, the unfriendly atmosphere meant that there was little or no contact

between Gjensidige and Forenede.

According to Tajfel (1981) there is a clear convergence in the literature that suggests that
external conflict increases internal cohesion under certain conditions. One of these
conditions is that the entire group and all its members should be equally and

indiscriminately affected.

Evidence in Gjensidige’s acquisition of Forenede suggests that the employees in Forenede
were not equally affected. Working for keeping and upgrading the operations in Trondheim
was not in the interest of the employees in Oslo and the surrounding regions. Quite the
contrary, Gjensidige represented an important alliance partner for the employees in Oslo
who had recently experienced the removal of important functions to Trondheim. As such
the degree in which the take-over was perceived as unfriendly varied across the groups in

the organisation.

The other factor that moderated the negative effect on the cultural integration process was
Gjensidige’s acquisition regime. To maximise the values of Forenede, Gjensidige decided
not to act as an acquirer once it had gained control over the company, but to treat Forenede
as an equal party. In line with this approach Gjensidige made a number of concessions in a
letter of declaration to Forenede’s board of directors.

The impression from the case is that this letter of concession had some moderating effect on
the cultural integration process in the second phase of the combination. In formal terms:

Proposition 12: The effect of an unfriendly take-over on cultural integration, is
moderated by an acquisition regime that stresses equality.

-
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As time passed, and Gjensidige’s management showed by their actions that they kept the
promises made in the letter, the positive effect on the cultural integration accelerated. The
effect of keeping one’s promises is further discussed below in the section on information

and communication.

10.3.3 Managing the Cultural Integration Process

Three features seem to be particularly important in the management of the cultural
integration process. These include downsizing and positioning, participation, and
information and communication. These features will be discussed subsequently.

Downsizing and positioning

There are two issues that are important when discussing case findings in the light of the
literature. The first regards the effect of competition and extent of scarcity in the process of
positioning and downsizing. The second aspect concerns how the downsizing and

positioning are conducted.

Effect of competition and extent of scarcity
In the merger and acquisition literature the selection process is often characterised as a

highly political process where competitors jostle for positions to take-over particular roles
(Buono and Bowditch, 1989; Marks and Mirvis, 1992b). Few contributions within the
merger and acquisition field however actually discuss how this competition affects the

cultural integration process.

One exception to this tendency in the literature is Elsass and Veiga’s (1994) paper. They
argue in line with the social identity theory, that the structure of intergroup relationships,
i.e. different perceptions of status and intergroup conflict or competition, is one of the
major factors that influence cultural differentiation (which implies a strengthening of the
former cultural boundaries).

The notion that competition exacerbates the cultural differentiation process is extensively
discussed and supported in the social identity theory. Ashford and Mael (1989) for
example, argue that during competition lines are drawn more sharply, values and norms are
underscored, and them/usdifferences are accentuated. This tendency is exacerbated by
competition between sub-units for_scarce resources and by reward and communication that
typically focus on sub-unit functioning and performance.
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Case evidence supports the proposition in the social identity theory that competition
strengthens the former organisational identities and is thus harmful to cultural integration.
In both the cases the aim was to achieve economies of scale and scope, and the initial phase
of the integration process was characterised by competition for scarce positions and
functions.

I also found that the effect on cultural integration varied according to degree of scarcity.

Gjensidige chose not to downsize the permanent employees, and hence positions did not
become a scarce resource. This implied that the competition for positions was less fierce
than in DnB where downsizing was an explicit goal in the integration. It is also evident that
Gjensidige’s approach was possible because of its high discretionary slack and the positive

economic climate.

Thus findings suggest that the greater the scarcity, the more intense the competition and the
more harmful the effect on cultural integration. The relationships between scarcity and
competition in the downsizing process can be expressed in the following proposition:

Proposition 13: The more competition and scarcity in the downsizing process, the
more negative the effect on cultural integration.

How positioning and downsizing is conducted

Three issues are of particular importance when assessing the effect of positioning and
downsizing processes. The first two regard the procedures for the positioning process in the
form of fairness and freedom. Secondly, there is the question of how to downsize the

employees.

Fairness. The research on procedural justice acknowledges that individuals are not just
concerned about the outcome of decisions, but also about the fairness of procedures used in
making decisions. In fact, research suggests that people are affected by such procedures
regardless of the perceived fairness of the decision itself (McFarlin and Sweeney, 1992).

The literature on procedural justice has suggested a number of rules which in this context
should guide the positioning process. These include formal characteristics in terms of

consistency, bias suppression, accuracy, correctability and ethicality; participation in terms
of input and influence, and communication in terms of providing an explanation for the
decision and treating people with dignity and respect.

When applying these rules to the initial combinations in Gjensidige and DnB, managers in
both combinations seemed to be concerned about treating the two parties equally
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(consistency), providing systematic appraisal (bias suppression), and to base the positioning
on as accurate information as possible. Moreover, union representatives participated in both
combinations, and the employees were extensively informed through internal newsletters.
In Gjensidige the employees were also allowed to reserve their decisions to accept a job
offer. The participation and communication features will be further explored below.

In the fourth phase of the DnB merger positions and functions were re-allocated. The *
conclusion reached in the case was that the procedures for positioning in this process were
not as thorough and fair as in the first process. First, the two merging parties were no longer.
treated equally. Furthermore, the selection process, especially at management level seemed
to have been more biased in allowing personal self-interest to be pursued.

Procedural justice theorists have argued that fair procedures serve two purposes. The first
purpose is to protect individuals' interests and is thus associated with positive attitudes
toward a decision such as satisfaction, agreement, and commitment. The second function of
fair procedures is symbolic and "helps to strengthen individual’s relationsl}ip' with a group,
leader, organisation" (Korsgaard et al., 1995, p. 66) and promotes group harmony, trust in
leader, and organisational commitment. Similarly Lind and Tyler (1988) argue that
procedural justice enhances commitment and loyalty to groups and institutions.

This second function of fair procedures provides an explanation as to why establishing fair

procedures is so important in promoting cultural integration. The impression from the two
cases is that the fairness in the positioning processes in DnB and Gjensidige promoted
cultural integration. In the fourth phase of the combination in DnB however, the effect on

cultural integration seemed to be more negative, primarily because the two merging

organisations were unequally affected.

Freedom. In chapter nine I claimed that the main difference between the two combinations,
was the extent of freedom in the positioning processes. The positioning process in
Gjensidige can be characterised as a free process where it was left up to the employees to
decide whether they wanted to re-allocate or not. The aim of the process was to encourage
the most competent employees to seek new opportunities within the organisation. This was
in contrast to the third combination process in DnB where one sought to identify employees
in excess and encourage employees who did not have critical competence to leave the

organisation voluntarily.

The impression from the cases is that the freedom in the positioning process in Gjensidige
had a more positive effect on cultural integration than the process in DnB for two reasons.
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Firstly, by stimulating the employees to re-allocate freely, one did not create dissatisfied
losers. Secondly, the creation of an internal job market resulted in an extensive job rotation
that seemed to tear down the boundaries between the two former organisations.

Terminating employees. When activities are eliminated or absorbed in mergers and
acquisitions, the result is often termination of individuals in redundant positions (Schweiger
et al., 1994). Research on mergers and acquisitions suggests that the way employees are
terminated can significantly affect morale and attitudes (Buono and Bowditch, 1989; Mirvis
and Marks, 1992b), and those who leave and those who stay (Ivancevich, Schweiger and
Power, 1987; Leana and Feldman, 1989; Panos, 1989).

Several ways of downsizing have been suggested in the literature including voluntary
turnover, early retirement, change of jobs and lay-offs (Cabrera, 1982; Ivancevich et al.,
1987). Of these approaches lay-offs is regarded as having the most negative impact on
affected employees (Leana and Feldman, 1989).

The main difference between Gjensidige and DnB, was that Gjensidige chose not to
downsize, neither in the initial combination process, nor in the fourth phase of the
acquisition. In DnB, in contrast, downsizing was conducted both in the third and fourth

phases of the combination.

The approaches used in the two phases varied considerably however. Case evidence
suggests in line with the merger and acquisition and downsizing literature that the_use of
lay-offs had the most negative effect on cultural integration. This implied a more fierce

competition among the employees and promoted individualism at the expense of
collectivism and group loyalty. Moreover, it hit the two former organisational groups
differently, and as such strengthened the old cultural boundaries.

Regarding the effect on performance, the literature on downsizing has found interesting
patterns regarding different approaches. Cameron (1994) investigated the organisational
effects of downsizing and found that a gradual, incremental approach to downsizing is the
strategy associated with organisational improvement and effectiveness. This strategy
outperformed the strategy chosen by the majority of managers which was to apply a "rapid,
quick-hit approach to downsizing" (p. 201). In fact, the author found that downsizing
through lay-offs negatively influences effectiveness.

Although two cases do not provide a sufficiently broad base for detecting performance
patterns, it is evident that the approaches to downsizing differed substantially in the two
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combinations, especially between Gjensidige and DnB in the fourth phase. I would suggest
that DnB’s approach to positioning and downsizing in the fourth phase of the merger had a
positive direct effect on performance in the short run by cutting costs rapidly. However, it is
also likely that the long-term effects were negative because the process created anxiety and
unrest in the organisation. Gjensidige’s approachon the other hand, had a negative direct
effect on performance in the short run, but a long-term positive, indirect effect on
performance through facilitating organisational integration. :

These different approaches seem to reflect the balance between long-term and short-term
goals. In Gjensidige the long-term positive effect of the positioning process was given
primary consideration. In DnB on the other hand, there was strong pressure to restore the
bank’s profits in the short run.

Participation

Although the importance of participation in bringing about organisational change is often
mentioned in the merger and acquisition literature, few authors have explored this feature in
depth. In chapter two I discussed two dimensions to participation. The first horizontal
dimension concerns the involvement of both parties in the combination. Furthermore there
is a vertical dimension related to the involvement of employees. In the two combinations I
studied, this involvement of employees was first and foremost organised through union

representatives.

One interesting finding in the DnB case concerned how the extent and character of
participation varied over time. This variation seemed to be related to the shift in dominant
coalition from a management with a bottom-up approach to a coalition with a more top-
down style. Indeed, the restructuring process was very much in line with Buono and
Bowditch's (1989) finding that the process is usually tightly controlled by the top

management.

To understand fully what happened in the restructuring process however, it is necessary to
distinguish between voice and influence. This is in line with social justice theory (Thibaut
and Walker, 1975; Korsgaard et al., 1995) which focuses on the role of both these features
of participation.

Thibaut and Walker (1975) found that procedl\lres were perceived as more fair when
affected individuals had an opportunity either to influence the decision process or offer
input. Korsgaard et al. (1995) argué however that voice does not ensure that a process is
perceived as fair unless the decision-maker shows consideration of others' input.
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Korsgaard et al’s argument is supported by the finding in the DnB case in the fourth phase
of the merger. Although participation in the form of voice was somewhat more restricted in

the fourth than the third phase, the major difference seemed to be in the form of influence.
In particular the employees and middle managers were given the opportunity to express
their opinion, but had little or no influence on the outcome. This seemed to create major

»

frustration and unrest in the organisation.

Apart from being influenced by the management approach, I found that participation was
influenced by the degree of friendliness and secrecy. As for degree of friendliness an
unfriendly combination restricts the horizontal dimension in participation by resulting in

minimum contact between the merging parties. Secrecy on the other hand, influences the

vertical dimension by limiting the employees participation.

The merger and acquisition literature mentions a number of advantages in inviting
participation. Contributors say that participation provides input (Buono and Bowditch,
1989; Mirvis and Marks, 1992b), gives opportunity to learn about the acquired firm’s
business (Shrallow, 1985), facilitates communication, (Buono and Bowditch, 1989;
Shanley and Correa, 1992), reduces resistance (Marks, 1982), gains commitment and
ownership to the new organisation (Hunsaker and Coombs, 1988; Burke and Jackson,
1992), and promotes agreement between management teams (Shanley and Correa, 1992)
and with the decision to merge (Shirley, 1973).

The factors most closely related to cultural integration are gaining commitment and
ownership to the new organisation. Furthermore, the social justice theory proposes a
linkage between participation, perception of fairness and organisational outcomes such as
group harmony and loyalty to groups and institutions Lind and Tyler, 1988; Korsgaard et
al., 1995) (see Figure 5.1 in chapter five).

Observations in the two combinations indicate that there is some correlation between
participation and cultural integration. In particular, members of the organisation that were
highly involved in the process both in the form of voice and influence, such as the top
management team and key union representatives, reported a higher degree of cultural
integration than members that had only been involved to a limited extent. As such, the case
evidence suggests that participation contributes positively in tearing down the boundaries

between the two former organisations.
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Information and communication
In chapter two I distinguished between two dimensions of information and communication.
The first aspect, quantity of information, includes the questions of how frequent the

communications should be, for how long and through which media. Secondly, there is a
quality dimension related to the information and communication in merger and acquisition
processes. In the two case chapters I chose to put the main emphasis on the quality of

*

information.

Various aspects of quality of information and communication frequently mentioned in the .
merger and acquisition literature are realistic merger previews (Schweiger and Ivancevich,
1985; Schweiger and DeNisi, 1987; Buono and Bowditch, 1989; Mirvis and Marks, 1992b;
Schweiger et al., 1994), honest communication (Shirley, 1977; Hunt et al., 1987; Schweiger
et al., 1987; Davy et al., 1988; Haspeslagh and Jemison, 1994), keeping promises (Pritchett,
1985; Kanter, Ingols and Myers, 1987; Galosy, 1990; Larsson, 1990), congruence between
communication and action (Bastien, 1987; Elsass and Veiga, 1994), and clear and accurate
information (Pritchett, 1985; Buono and Bowditch, 1989).

Furthermore, the interactional justice perspective (Bias and Moag, 1986) emphasises the
role of clear and adequate explanations and treating people affected by the decisions with

dignity and respect.

As commented in chapter eight, the content of information from DnB’s corporate
management was marked by an_emphasis on the good news. One example of this

mentioned in the case was the internal newsletter which was nicknamed "Pravda" by the
bank’s employees. This biased picture created major frustrations among the employees,
particularly as the environmental climate worsened and the bank’s performance
deteriorated. Rather than contributing to certainty and a sense of security, this
communication strategy created anxiety and uncertainty making a fruitful exchange of
information and cultural elements between the merging parties rather difficult. Moreover,
the lack of information about losses led to speculations about which party was responsible
for the bank’s deteriorating performance. These effects led to the organisational boundaries
being preserved and strengthened, and as such the information strategy had a negative

effect on cultural integration.

The information and communication strategy in Gjensidige was marked by an emphasis on
keeping the promises made in the declaration of concessions and a congruence between
what was said early in the process and what was carried out. Because this was an unfriendly
acquisition, the employees in Forenede had negative expectations about the outcome of the
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forthcoming integration process. They did not believe that the promises made in the

declaration of concessions would be carried out.

By keeping their promises and acﬁng according to the intentions, Gjensidige’s management
seems to have succeeded in turning the negative attitudes in Forenede to positive, and in
building trust in Gjensidige’s management. Several respondents reported that this
communication strategy was one of the major reasons why the cultural integration had run

so smoothly. In particular, this strategy contributed positively in tearing down the
organisational boundaries in Forenede that had been strengthened through the unfriendly

take-over.

10.3.4 Effect of Economic Climate
As mentioned above, the social identity theory argues that a common, external enemy
increases the tendency to identify with groups. To promote identification however, the

external threat needs to affect the entire group and members equally and indiscriminately.

The important question when discussing the effect of the change in the economic climate,
was whether the banking crisis was a feature that facilitated the cultural integration by
uniting the two banks against a common enemy, or contributed to a cultural differentiation.
In the case I found the cultural integration was affected in several ways.

Respondents who claim that the crisis promoted the integration claim that it took people’s
attention away from the cultural clashes between Bergen Bank and DnC and made them

concentrate on fighting the crisis together. This supports the view that the crisis united the
two banks and contributed positively to building a new, corporate identity.

One the other hand, the crisis also focused people’s attention on which bank was
responsible for the losses. People from DnC in particular seem to have felt a need to correct
the impression of DnC as the weak party at the time of the merger. This implied that the
two parties perceived themselves as unequally hit by the crisis and as such the old
organisational boundaries were strengthened.

The crisis also had implications for cost cutting and downsizing. In particular, the crisis led
to_more scarce resources and in line with social identity theory, led to a strengthening of
former organisational identities. Moreover, the downsizing in the form of lay-offs affected

former Bergen Bank employees more than former DnC employees. The conclusion reached
in the case was that these effects negatively influenced the cultural integration process.
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Furthermore, I found that the crisis resulted in individualism rather than collectivism. This
finding is in line with Milburn, Schuler and Watman (1983) who suggest that one of the
short-term responses to crisis is a breakdown of cohesiveness among groups in the
organisation. Hence, the effects that broke down the boundaries among former Bergen
Bank and DnC members seemed to be stronger than the effect that brought them closer
together. In formal terms:

Proposition 14: The overall effect of a negative change in the economic climate on
cultural integration is likely to be negative.

10.3.5 Effect of Structural Changes
Another approach to promoting cultural integration which has the same effect as a common
enemy (affecting the parties equally), is to implement radical structural changes that

transcend the boundaries of the old corporate identities.

This factor seemed to be the most important contributor to the cultural integration process
in DnB, and was not discovered until the second data collection. The seemed to be two
major reasons why these structural changes in DnB promoted cultural integration.

The first effect of the radical change was that new in-groups and out-groups were created
through the division of the Banking Division across the old cultural boundaries. Thus,
people became more concerned about fighting against the new out-groups rather than the
merging party from 1989. As such people from DnC and Bergen Bank became united
against a new common internal enemy. This argument can be expressed in the following

proposition:

Proposition 15: Structural changes that transcend old organisational boundaries,
are likely to have a positive effect on cultural integration.

The need to distinguish oneself from the new outgroup seemed to be strongest in the new -
Retail Division which was regarded as the low status group in the bank. Respondents from
other parts of the bank claimed that the Retail Division went too far in their efforts to
differentiate themselves from the new out-groups, and in initiating actions that did not serve
the bank as a whole.

This finding is in line with social identity theory which says that the identity of a low status
group is implicitly threatened by a high status group (Tajfel, 1982). A high status group
however, is less likely to feel threatened, and thus in less need of affirmation. Accordingly,
while a low status group may go to great lengths to differentiate itself from a high status
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comparison group, the latter may be relatively unconcerned about such comparisons and
form no strong impression about the low status group (Ashford and Mael, 1989).

The second reason why the radical changes promoted cultural integration was that it took
the attention away from fighting against the old boundaries to challenging and resisting the

changes initiated by the top management. The new strategic direction was perceived as
radical and was widely contested throughout the bank. It was a change implemented at a

high pace in a top-down approach. Moreover, the employees and middle managers claim
they had little influence on the changes made. This resistance from the middle management .
level in the bank can be analysed applying the work of Guth and MacMillan (1986).

Guth and MacMillan argue that middle managers will put little effort into implementation
of a particular strategy when they believe that (1) they have a low probability of performing
successfully in implementation the strategy; or 2) even if they do perform successfully
individually, that performance has low probability of achieving the organisational desired
outcome; or 3) the organisationally desired outcome does not satisfy their individual goals.

In the case of DnB, all these three conditions seemed to be present. Firstly, because some of
the middle managers had not been involved in the strategy formulation process, they faced
difficulties in "selling" the new strategic direction their employees. Secondly, a number of
managers did not believe that the new strategic direction represented the right strategic
move for the bank. Indeed they pointed out that DnB seemed to be the only Norwegian
bank following this path. Third, the new strategic direction was not compatible with their

individual goals.

According to Guth and Macmillan interventions from middle managers can be both active
and passive. In DnB the resistance towards the new strategy seemed to take both forms. An
example of active intervention was when bank managers allied with local community
members to write letters to the bank’s top management.

10.3.6 Integration of Cultures and Identities

As for the integration of tasks and the unification of power, it is necessary to discuss how
cultural integration relates to performance. I would argue that there is a positive
relationship between cultural integration and performance because it serves the new
organisation not to have two closely integrated sub-groups constantly fighting one another.
However, as discussed above, the features that positively influence cultural integration

might also have a direct negative effect on performance in the short run. This is an area that
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has to be further explored in future research, but which these two cases give some

interesting indications in.

The relationships between the factors and features and cultural integration discussed above,

are outlined in model 10.3.

Model 10.3 Integration of Cultures and Identities :
Management of Environmental
cultural int. process climate | 7T
- - c8 e
Discretionary Ci Downsizing and : Cll 79 710
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Organisation c2 Communication (06 Cultural €10 erformance
of process and information integration
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friendliness C6 i | Structural
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acquisition regime [Common interests

n allocation

The unbroken lines in Model 10.3 represent the second and the third phase of the
combination processes. The dotted lines illustrate what happened in the fourth phase. In the
following discussion I will refer to the different relationships in the model by C1 to C11.

Relationships in model 10.3. The first relationship in the model concerns how the level of
discretionary slack influences the positioning and downsizing process. I argued that the
higher the slack, the more resources which can be spent in the positioning and downsizing
process, and the longer the time perspective that can be adopted (C1). However, the
approach to downsizing and positioning will also be reflected in the management style of
the party dominating the integration process, i.e. organisation of process. Beside
influencing the downsizing and positioning process, the dominating party will have an
impact on the information and communication strategy and the involvement of members of

the organisation (C2).
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Participation will also be influenced by the secrecy and degree of friendliness in the pre-
combination process. Secrecy will as mentioned above restrict the horizontal level of
participation, i.e. the middle management and employees (C3), whereas unfriendliness will
imply that the target organisation is not involved (C4).

In the section on culture I discussed how the management approach to cultural integration
influenced cultural integration (CS5). In particular, I argued that the less competition ahd
scarcity of positions, and the more fairness and fewer lay-offs there were, the more positive
the effect on cultural integration. Furthermore, I suggested that the higher the quality of
communication the more the cultural integration process will be facilitated. Finally, the
more the members of the organisation are involved in the form of voice and influence, the
more positive the effect on cultural integration.

Beside affecting cultural integration through participation, the effect of degree of
friendliness is conditioned by the merger and acquisition regime (C6). A regime that
stresses equality and implies concessions on behalf of the weaker party in the combination
moderates the negative effect of unfriendliness on cultural integration.

The three other features beside management of cultural integration process and the degree
of friendliness that influence cultural integration are common interest in the allocation
process, environmental climate and structural changes. I argued that common interests
across the organisational boundaries in the allocation process would facilitate the cultural
integration process (C7). Furthermore, it was proposed that the overall impact of a negative
change in economic climate on cultural integration would be negative (C8). Finally, major
structural changes that transcend the old cultural boundaries were proposed to facilitate
cultural integration (C9).

Regarding performance I argued that the higher the degree of cultural integration, the more
positive the effect on performance (C10). Moreover, the performance would be directly
affected by how the downsizing and positioning process was conducted. The effect of the
economic climate on discretionary slack (T9 and T10) was discussed in the section on task

integration above.

As for task integration and unification of power the propositions outlined above in the
discussion on culture represent the relationships in model 10.3 that are best linked to the
cases, strongest in terms of future research and most researchable. These propositions are

summed up in figure 10.4 10.3 below.
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Figure 10.4 Propositions for Cultural Integration

Proposition 11: The more the sub-groups across the organisational boundaries share common
interests in the allocation, the more likely that alliances are formed that promote cultural
integration.

Proposition 12: The effect of an unfriendly take-over on cultural integration
is moderated by an acquisition regime that stresses equality.

Proposition 13: The more competition and scarcity in the downsizing process, the more
negative the effect on cultural integration.

Proposition 14: The overall effect of a negative change in the economic climate on cultural
integration is likely to be negative.

Proposition 15: Structural changes that transcend old cultural boundaries are likely to have
a positive effect on cultural integration.

Indicators for assessing the degree of cultural integration. In chapter three I suggested
three possible indicators. These included mentioning former organisations, keeping score of
appointments and promotions and presenting consistent views of post-merger culture.

These indicators were based on suggestions made in the merger and acquisition literature.

The first indicator, mentioning former organisations, proved rather difficult to assess
because the study’s primary data consisted of interviews and not observations. In the
interviews I explicitly ask the respondents to reflect on the two former organisations, and as
such they did not represent a good way of measuring this indicator.

Keeping track of promotions and appointments seemed to be a well functioning indicator. I
suggested that this indicator should be extended to include terminations and re-allocation of
functions also. One interesting finding in both cases was that this indicator was most
prevalent in the fourth phase of integration in areas where the distribution was biased in the
initial combination process.

Regarding presenting consistent views of post-merger culture, the questions in the
interviews were not sufficiently refined to fully reflect this indicator. Nevertheless, in both

Gjensidige and DnB there were indications that the parties presented consistent post-merger
cultures. In Gjensidige both representatives from former Forenede and Gjensidige described
the emerging culture as very similar to Gjensidige’s corporate culture before the merger. In
DnB on the other hand, both parties expressed that something new had partly or fully
replaced the old cultures.
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A fourth indicator that came up as a result of the case studies, was change of primary
identity. This approach to measuring cultural integration involves detecting when members
of the organisation no longer primarily identify with their old organisation affiliation. It
draws on the social identity theory which acknowledges that members of the organisation
have several identities, and focuses on which is the most important in allocation processes

*

in particular.

In both combinations this change of primary identity happened in the allocation of positions.
and function between the two head offices. Both people from Forenede and Bergen Bank
located in Oslo gave their Oslo identity primary consideration at the expense of their old
organisational affiliation. Later in the process the people from Forenede changed their
primary identity to Gjensidige, and in DnB the old organisational affiliation was replaced

by new sub-cultures.

Using Schweiger et al.’s (1993, 1994) typology for integration options, I argued in chapter
three that organisational integration could be achieved through either assimilation (forced
or voluntary), or novation. Assimilation which is a form mentioned by many authors
(Haspelaph and Jemison, 1991b; Mirvis and Marks, 1992; Nahavandi and Malekzadeh,
1988, 1994; Elsass and Veiga, 1994), implies that one unit is absorbed into another.
Novation occurs when the two units are combined and a new identity created.

When comparing the two cases, it seems evident that their acculturation processes have
been different. The conclusion reached in Gjensidige’s acquisition of Forenede was that
Forenede was very much enfolded or absorbed by Gjensidige. This assimilation seemed to
be voluntary, based on employees in Forenede’s attraction to Gjensidige’s culture and its
somewhat negative perception of its own culture (Nahavandi and Malkzadeh, 1988, 1994).
Furthermore, based on the power asymmetry (David and Singh, 1993), the employees in
Forenede seemed to assume that they were the ones that had to adapt.

In DnB the acculturation process seemed to be characterised by integration first (Nahavandi
and Malekzadeh, 1988, 1994; Schweiger et al., 1994) followed by a mixture of novation
and assimilation. In the initial combination neither party seemed to want to adhere to the
other party’s culture. Hence, only the structural features of the two organisations were
combined. After the banking crisis, new sub-cultures that transcended the old cultural
boundaries were created. As such, one can argue that new identities were formed based on
novation. However, the new cultures seemed to resemble the old industrial DnC culture
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more closely than the old Bergen Bank banking culture. Hence, one can argue that Bergen
Bank employees were somewhat assimilated into the DnC culture.

It is often argued the socio-cultural integration will take the longest time to achieve
(Shrivastava, 1986, Buono and Bowditch, 1989). Integrating tasks on the other hand, is
often viewed as a less complicated and time-consuming process. This implies that the time
it will take to achieve integration will differ according to the various dimensions.  *

In chapter three I argued in line with the merger and acquisition literature that task
integration would probably take the shortest time to achieve followed by unification of
power and cultural integration. The DnB case seems to follow this pattern, but in
Gjensidige the cultural integration and unification of power seemed to proceed at a faster
pace than task integration. One reason for this contradictory finding might be the
substantive attention Gjensidige put on cultural integration, sometimes at the expense of
task integration and gains realisation. Moreover, the process of unifying power seemed to
progress fast because of Gjensidige’s dominant position.

10.4 INTER-RELATIONSHIPS

In this section I have chosen three indicators that seem to be particularly important when
studying the inter-relationships between the dimensions in organisational integration. These
include approach to gains realisation, environmental impact and allocation of senior

functions and positions.

10.4.1 Approach to Gains Realisation
In the section on tasks I discussed two indicators which dealt with the approach to realising
gains. These concerned whether gains were sought to be realised over a long or short term,

and whether the management pursued gains through cutting costs or generating income.

Beside focusing on how these indicators foster organisational integration in different ways,
it is important to look at the short-term and long-term consequences of these approaches.
The possible effects derived from the case data are illustrated in the table below.

Table 10.5 Approaches to Gains Realisation

Effect on integration of
cultures and identities

Effect on task integration/
gains realisation

short long short long
Short-term/ + -
long-term - - + +
Cutting costs/ + + - /-
increasing income
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Before discussing the various effects, it is important to emphasise that the possible effects
of various approaches indicated in the table above should be further explored in future
studies.

The short-term approach to gains realisation marked the fourth phase of the DnB merger.

Because this restructuring happened as late as in the fourth phase, it was difficult to assess
the long-term effects of this approach. As for the short-term effects, this approach seemed
to disrupt the cultural integration process, but facilitated the integration of tasks and

realisation of gains.

The long-term approach which marked the integration process in Gjensidige, had

apparently positive short-term and long-term effects on cultural integration. However, this
approach also implied that fewer gains were realised in the short term. As for the effect in
the long run, this may be positive provided that one succeeds in realising gains. In
Gjensidige this was still an ongoing process at the end of 1995.

The second indicator regarded cutting costs or increasing income. Findings in the two cases
indicate that it takes a longer time to realise gains through increasing income than through
cutting costs. Thus, cutting costs has the most positive effect on gains realisation in the
short term. In the long run, the effect of increasing income might be positive, provided that

one succeeds in generating a higher income.

As for the effect on cultural integration, increasing income produces less scarcity of
positions than cost cutting, and hence has a more positive effect. The short-term and long-
term effects of cost cutting will also be dependent on how the costs are cut. If lay-offs are
pursued for example, the effects in the short and the long run will probably be more
negative than if other alternative forms of downsizing are pursued.

10.4.2 Environmental Impact
The banking crisis seems to have affected all three indicators in organisational integration.
Firstly, the crisis facilitated the _integration of tasks by putting pressure on the realisation of

gains and leading to a more effective distribution of functions. In Gjensidige there was no
such pressure facilitating the realisation of gains.

Secondly, the crisis changed the distribution of power and as such promoted unification of
power. In DnB this implied that the situation was changed from an unstable to a stable

political regime.
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Finally, the crisis had both positive and negative effects on the cultural integration process.
The crisis had a positive effect in uniting the two former banks in a common struggle to
survive. The negative effects were related to downsizing and the development of

individualism rather than collectivism. Moreover, the focus on losses seems to have had a

negative effect.

10.4.3 Allocation of Senior Positions and Functions

When comparing the different allocation criterion I found that they fostered organisational -
integration in different ways. In particular the case evidence suggested that choosing
between the criteria is a difficult matter of judgement. This is illustrated in Table 10.5

below.

Table 10.6 Equity, Equality and Power

Task Power Culture
Equity + ) )
Equality ¢ - +
Power ) + -

First, equity promotes task integration by leading to a more efficient distribution of
resources. It is also reasonable to expect that it facilitates unification of power because an
equal distribution is avoided. However, it might hinder cultural integration because of its
emphasis on short-term efficiency and productivity (Lind and Tyler, 1988).

Equality on the other hand facilitates cultural integration for the reasons quoted in Table
10.2 above, but disregards the achievement of short-term productivity and efficiency. Thus,
it hinders the process of task integration. Similarly, an equal distribution creates an unstable
political situation because neither party has sufficient control to impose its own frame of
reference unilaterally on the other company (Ollie, 1994).

As for the power criterion, this form of distribution rule creates a stable power regime and
thus facilitates the unification of power. On the other hand, this biased distribution is likely
to have the opposite effects from equality in terms of cultural integration. As for integration
of tasks, case evidence suggests that a power distribution rule led to a more efficient
distribution of resources. This effect needs to be explored further however.
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In this chapter I have (1) suggested possible indicators to assess the various features and

factors, (2) explored how these features influence and relate to one another, and (3)

examined how the factors relate to organisational integration.

In the final section I chose three features which influenced the three indicators of

organisational integration in various ways. These included the approach to gains realisation,

*

the economic climate and the allocation of senior positions and functions.

In Table 10.6 below I have listed the factors and features and the suggested indicators.

Table 10.6 Possible Indicators for Assessing the Task, Power and Cultural Features

Tasks Power Culture

Discretionary slack Relative power pre-combination | Cultural fit

- type of ownership - relative size - organisational structure

- solvency - merger or acquisition - management style

- profitability - relative pre-acquisition - decision-making process
performance - reward structure

Approach to gains realisation - alternatives to negotiation - change processes

- short/long-term - extent of preparedness

- cutting costs or generating Friendliness

income

Complexity

-balance of power

- integration of production
systems

- distribution of geographical
operations

- size of operations

- number of entities involved

Environmental impact
- economic climate
- regulatory authorities

Organisation of new entity
- evolutionary/revolutionary

- degree of ambiguity

Allocation of senior positions
and functions

- equity

- equality

- power

Organisation of process

- timing

- crisis orientation

- participation and influence
- process orientation

Downsizing and positioning
- competition

- Scarcity

- fairness

- freedom

-termination

Participation
- horizontal

- vertical

- voice

- influence

Communication

- quality
- quantity

The outcome of this chapter is three-fold. First, I identified patterns in the cases which

represent possible empirical generalisations. Then I refined and developed more detailed
models of organisational integration than the framework suggested in chapter three. In
particular I developed models for task integration, unification of power and cultural

integration. Third, I proposed 15 propositions to be tested in future research.
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To aid me in achieving these outcomes I applied the merger and acquisition theory
reviewed in chapter two and the five theoretical perspectives outlined in chapter five. Apart
from a few features, the merger and acquisition literature proved to be somewhat
insufficient to explain the findings in these cases. When examining the findings on tasks,
this implied that the findings from the cases had to be explained to a large extent by the

»

patterns arising from the cases themselves.

Regarding power, the perspectives on power and politics, strategic and organisational
change and distributive justice were particularly useful. Put together with the patterns
arising from the cases, the application of these theories led to a number of interesting
conclusions. This concerned issues such as identifying the character of change that is likely
to take place in various types of mergers and acquisitions and analysing how the power

relationships change over time.

As predicted in chapter five, the social identity theory gave some interesting insight into the
cultural features of the combination. In particular this theory was useful for understanding
the integrative and disintegrative forces influencing the cultural integration process. The
other theoretical perspective that was particularly relevant was the literature on procedural
justice. This concerned identifying underlying indicators and exploring the linkages to

cultural integration.

Based on this chapter I would argue that studies on mergers and acquisition highly benefit
from borrowing from other fields of research. My research confirms Schweiger and
Walsh’s (1990) contention that M&A theorists and researchers must look beyond the
current M&A literature to the wealth of other literatures that may help them understand and
study this complex phenomenon better.
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Chapter 11:
Conclusions and Implications

This chapter is divided into four parts. The first part discusses the major contributions of
this study to the organisational stream of merger and acquisition literature. In the next
section possible limitations of the dissertation are outlined. Then I examine the implications

for practitioners and for future research.

11.1 CONTRIBUTIONS

The discussion of contributions to the organisational field of mergers and acquisitions is
divided into five parts including (1) applying theoretical perspectives, (2) introducing a
framework that combines task, power and culture, (3) assessing organisational integration,
(4) assessing features and examining linkages, and (5) studying combination processes over

time.

11.1.1 Applying New Theoretical Perspectives

Researchers in the organisational field of mergers and acquisitions have recently started to
apply theory from other fields, in particular literature on organisational culture, cultural
anthropology, psychology, strategic management and organisational theory. The potential
of contributing to the merger and acquisition field by applying literature from other fields is
however far from exhausted. Schweiger and Walsh (1990) say:

M&A theorists and researchers must look beyond the current M&A literature to the
wealth of other literatures that may help them better unde