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Chapter 1 Introduction

1.1 Problem Indication
The business environment is becoming more dynamic and versatile than ever before. Due to this reason, many firms try to diversify and grow quickly in order to survive. An increasingly popular method to achieve corporate development and growth is through mergers and acquisitions. In 2004 alone, more than 30,000 acquisitions took place worldwide with a total value of $1,900 billion (Cartwright & Schoenberg, 2006). Yet many acquisitions fail. According to Porter (1987) nearly half of all acquisitions are rated as unsatisfactory by managers of acquiring firms. An important reason for this disappointing performance is the problem that arises with the integration of the target firm (Haspeslagh & Jemison, 1991). A study by Shrivastava (1986) found that one-third of all acquisition failures, were because of integration problems. An important determinant for a successful acquisition is a correct, clear, and tailored approach to post-merger integration.

An important part of the integration decision process is whether changes should be made in one or both organizations. To achieve a successful post-acquisition, Haspeslagh and Jemison (1991) made a framework consisting of four post-acquisition integration strategies. Their framework is based upon two dimensions: need for strategic interdependence and need for organizational autonomy. Basically, the need for strategic interdependence is the nature of interdependence between the two firms and how that interdependence is to be managed.  This approach links to value creation, since the main goal of an acquisition is that it creates value that only becomes possible when the two organizations are combined, value that would not exist if the acquiring and acquired firm operated separately. Organizational autonomy is related to the concept of organizational fit and is the extent to which strategic capabilities of the acquired company needs to be preserved. In this paper, several acquisition related factors such as relative size of the acquired firm and acquirer, degree of relatedness and acquisition experience are discussed.

The relative size between the acquiring firm and target firm is interesting to investigate since many studies have been performed investigating the relationship between relative size differences in an acquisition and acquisition performance. However, no research can be found linking these findings to post-acquisition integration strategies. This is especially important since integration design has a significant impact on the ultimate acquisition success (Pablo, 1994).

Prior research acknowledged the importance of relatedness between acquiring and acquired companies as a potential source of synergy, which can eventually lead to value creation in acquisitions (Singh & Montgomery, 1987). Synergy exists in an acquisition when the value of the combined entity, exceeds the sum of the values of the two merging firms, when they were operating independently. 

The third variable which will be researched in this paper is the relation between acquisition experience of the acquirer and integration strategy. Acquisition experience is 

There are many studies which investigated the relationship between these factors and acquisition performance (Kitching, 1967; Kusewitt, 1985). However, surprisingly not much research can be found that investigates the relationship between these pre-acquisition firm characteristics and the choice for a specific post-acquisition integration strategy. Consequently, this paper intends to investigate the effects of these pre- acquisition characteristics on the choice of post-acquisition integration approach.
1.2 Problem statement
What are the effects of relative size, degree of relatedness, and acquisition experience on the decision to opt for a specific post-acquisition integration strategy?
1.3 Theoretical framework and research questions
In order to answer the problem statement, the following research questions are formulated:
1. What is the effect of size differences between target firm and acquirer on the choice of post-acquisition integration strategy?

2. What is the effect of relatedness of the two firms on the choice of post-acquisition integration strategy?

3. What is the effect of acquisition experience of the acquirer on the choice of post-acquisition integration strategy?
1.4 Key definitions
This section gives an overview of the definitions of the variables used in the theoretical framework. These variables reflect the pre- acquisition characteristics and are divided in three independent variables and two dependent variables.
Dependent variables
· Need for strategic interdependence: is the nature of interdependence between the two firms and how that nature is to managed. The level of integration of the target firm within the acquirer (Haspeslagh & Jemison, 1991).

· Need for organizational autonomy: Extent to which strategic capabilities of the target firm needs to be preserved,
Independent variables
· Relative size of the target firm and acquirer: in this paper relative size is defined as the ratio of annual sales of the target firm to the acquiring firm.

· Degree of relatedness between target firm and acquirer: The degree of relatedness is defined as the similarity between the target and acquiring firm's products, consumers, and resources (Chatterjee, 1986).

· Acquisition experience of acquirer: acquisitions completed by the acquiring firm before the focal acquisitions.
1.5 Research design and data collection
The main purpose of this thesis is to examine why certain characteristics lead to a specific post-acquisition approach. This will be done by analyzing relevant literature on these subjects and putting these theories in a comparative context. Due to time constraints this bachelor thesis contains only a literature review, which is a critical and in depth evaluation of previous literature from secondary data. The literature review consists of the search, evaluation, and the documentation of literature (Sekaran & Bougie, 2010). Most literature that will be used is derived from articles placed in strong academic journals, such as Strategic Management Journal, Harvard Business Review, and the Academy of Management Review. 
1.6 Structure of the thesis
The paper begins in chapter two by reviewing the literature of the post-acquisition integration framework. Every aspect of the post-acquisition integration framework will be analyzed and the framework will be presented. In chapter three several characteristics of an acquisition will be reviewed and tested against the post-acquisition integration framework from chapter two. Chapter four will summarize all the conclusions from this research and will present the limitations and recommendations for future research.
Chapter 2  The post-acquisition integration framework

2.1 Introduction
This chapter discusses the four organizational post-acquisition integration strategies. As stated in chapter one, the framework made by Haspeslagh and Jemison (1991) consists of two central dimensions: the need for strategic interdependence and the need for organizational autonomy. Based on these two dimensions, Haspeslagh and Jemison (1991) identify four post-acquisition integration strategies. These strategies are: preservation, symbiosis, absorption, and holding. In paragraph 2.2 this paper will elaborate the preservation strategy. Paragraph 2.3 will discuss the post-acquisition symbiosis strategy. In addition, paragraph 2.4 will explain the absorption strategy and the holding strategy will be defined in paragraph 2.5. This chapter ends with an overall conclusion and comprehensive overview of the several post-acquisition integration strategies.
2.2 Preservation
In preservation acquisitions there is a high need for organizational autonomy and a low need for interdependence among the two merging firms (Haspeslagh & Jemison, 1991) and this allows the target firm to continue operating independently as before the acquisition. The acquiring firm basically leaves the target firm alone, virtually preserving them as they were before the acquisition. This approach involves very little change in either of the two firms involved given that one of the primary drivers of achieving post-acquisition success is the ability to keep intact those strategic capabilities being obtained from the target firm. A low level of integration makes it possible that unique capabilities of the target firm will be preserved.
2.3 Absorption
An important decision in post-acquisition management is how much to integrate the acquired firm. In absorption acquisitions there is a high level of strategic interdependence and a low need for organizational autonomy. The more extensively the target firm is integrated, the more complex the post-acquisition integration process becomes (Kitching, 1967). The acquiring firm needs to ensure that its vision and way of working is carried out to the acquired company. In order to effectively deal with the challenges ahead in this approach, a transition structure is required which oversees the integration efforts, communications, agenda, and all specificities needed (Ellis & Lamont, 2004). In addition, Larson and Finkelstein (1999) describe the level of integration as the change of interaction and coordination between the organizations. A low level of autonomy, does not necessarily mean that the acquired firm is being ignored by the acquiring firm. On the contrary, a close cooperation between the respective managements is needed in the setting of post- acquisition objectives (Zollo & Singh, 2004). This approach is however difficult to realize, since all the differences between the organizations need to be eliminated, and this is an even more difficult task when the two organizations are from the same size. The key integration challenge in this respect becomes a question of timing rather than the level of integration.
2.4 Symbiosis
Symbiotic acquisitions involve high needs for both organizational autonomy and strategic interdependence, consequently making it a complex managerial challenge. In symbiotic acquisitions the two organizations first coexist separately and then gradually become increasingly interdependent. The needs between the organizations can be kept in balance by securing the boundary between the firms involved to the extent that the acquired company changes its own organizational practices to adapt to the new situation. The preservation of the two separate firms distinguishes the symbiotic acquisitions from the absorption acquisitions, and the advancement of close relations at lower operational levels distinguishes the symbiotic acquisition from the preservation integration strategy. It is therefore very important for firms to develop an incentive for the members of the two firms to cooperate and learn from each other given the need to first coexist before combining the two firms with consequently complex challenges (Ellis & Lamont, 2004).
2.5 Holding
In acquisitions where the firms involved use the holding integration approach, the firm has no intention of integrating and creating value through anything except financial transfers, risk-sharing, or general management capability (Haspeslagh & Jemison, 1991). Therefore, this approach will not be taken into consideration in this paper.
2.6 Conclusions
This chapter discussed the several post-acquisition integration (see table 2.1) strategies formed by Haspeslagh and Jemison (1991). Each integration strategy depends on the level of strategic interdependence and need for organizational autonomy. A high level of autonomy and low level of strategic interdependence is being referred as preservation. Whereas a low level of organizational autonomy and high level of strategic interdependence is named an absorption post-acquisition strategy. The most complex integration strategy with high levels of both strategic interdependence and organizational autonomy is a symbiosis. A not much occurring integration strategy is a holding strategy, where the needs for autonomy and interdependence are both low. Table 2.1 gives an overview of the different post-acquisition integration strategies.

Table 2.1: Acquisition integration strategies (Haspeslagh & Jemison, 1991)
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Chapter 3 Hypotheses

3.1 Introduction
This chapter discusses the research questions set up in chapter one. Firstly, this paper will discuss the effects of relative size differences between the firms involved on the choice of post-acquisition integration strategy. Secondly, in paragraph 3.3 this paper wants to investigate the influence of relatedness between the two firms on the choice of integration approach. Paragraph 3.4 will discuss the relationship between acquisition experience of the acquiring firm and the choice of a specific post-acquisition integration strategy. Finally, this paper will summarize all conclusions made in this chapter and will give an overview of the hypotheses set up.
3.2 Relative size of the acquired firm and acquirer
This section of chapter three evaluates the relationship between size differences and the choice of post-acquisition integration strategy. Firstly, a review of existing literature will be done on the effects of relative size differences on acquisition performance. From this, the most suitable post-acquisition integration strategies will be deployed from their explanation in chapter two. Consequently, at the end of this paragraph hypotheses are derived by answering the following research question: What is the effect of size differences between target firm and acquirer on the choice of post-acquisition integration strategy?
3.2.1 Size differences and acquisition performance
There are many determinants that play a role in merging two firms. For example, integrating a family owned business into a large multinational with several subsidiaries and a complex matrix structure is a much more difficult assignment than integrating the same family business into a more diversified company with a less complex organizational structure. However, Haspeslagh and Jemison (1991) suggest that significant differences between firms have more to do with the stage of the acquired business's development in both a market and an organizational sense than  they do with pure size. This basically suggests that target firm's characteristics play a significant role in the decision making process. If a firm needs investments to make it become more viable, it will enforce more requirements on the maturity and quality of the acquirer's decision making than will an investment in a business that essentially can look after itself (independent entity).

Many studies have hypothesized that relative size differences between the acquiring and target firms influences acquisition performance. A study by Kusewitt (1985) states that there is a negative relationship between relative size (ratio of the acquired firm to the acquiring firm) and acquisition performance. Results from this paper state that very small acquisitions can compose more problems than they are worth in terms of the disproportionate management attention they require in comparison to their small profit contribution. On the other hand, large acquisitions appear on average to increase the risk to acquisition performance and tend to be the a case of ‘biting off more than you can chew' from both managerial and financial standpoints. Therefore, Kusewitt (1985) recommends to avoid excessively small or large acquisitions.

In contrary is an earlier study of Kitching (1967) who found a positive relationship between larger relative size of a target firm to an acquiring firm and organizational performance. This study by Kitching stated that in 84% of all acquisition failures, the target firm's sales volume was less than 2% of the acquiring company's sales volume at the time of acquisition. An interesting note is that in 81% of all these failures, the organizational structure has been changed after the acquisition. This tells us that adapting the organizational structure within the target firm after the acquisition has a negative impact on performance of the acquisition. From this it can be concluded that when acquiring a small firm, it is important to preserving the target firm and subsequently choosing the preservation strategy.

A study by Hackbarth and Morellec (2008) found that larger deals tend to be more risky for acquiring firms. Larger deals as a percentage of the acquiring firms' equity experience consistently lower post merger performance, possibly reflecting the challenges of integrating, large target firms and realizing projected synergies on a timely basis. In addition, Kuehn (1975) stated that post-merger integration costs are larger when the target firm pursued by the acquiring firm is relatively large. Firstly, it requires more integration effort and secondly it may stress the financial position of the acquirer.
3.2.2 Relative size and post-acquisition integration strategy
The considerable diversity in the findings of the effects of relative size between the target and acquiring firm on acquisition performance, gives us many interpretations to use in order to choose the post-acquisition integration strategy. When size differences between target firm and the acquirer are large (target firm is small and acquiring firm is large), the acquiring firm most likely will choose for the absorption post-acquisition integration strategy. One reason for this is the greater tendency to fall automatically into the “make them like us” syndrome because the power balance is simply in favor of the larger firm when it is integrating a much smaller organization (Haspeslagh & Jemison, 1991). However, as mentioned before, Kusewitt (1985) identified a negative relationship between relative size differences and acquisition performance.

Furthermore, Kitching (1967) found a positive relationship between relative size and acquisition performance, but identified that in 81% of all acquisition failures the organizational structure was changed.

Furthermore, these arguments lead to the next hypothesis:
Hypothesis 1a: The larger the size differences between acquiring and target firm, the higher the degree of post-acquisition integration.

Hypothesis 1b: The larger the size differences between acquiring and target firm, the lower the degree of organizational autonomy.

3.3 Degree of relatedness between acquirer and target firm
This section of the paper investigates the impact of  the degree of relatedness on the choice of post-acquisition integration strategy. In this paper, the definition of the degree of relatedness is defined as the similarity between the target and acquirer's products, customers, and resources (Chatterjee, 1986). Hence, to investigate the degree of relatedness in acquisitions, in this paper it is divided into related and unrelated acquisitions. Singh & Montgomery (1987) classified an acquisition as related when the acquiring and target firm have at least one of the following characteristics in common:

- Similar production technologies

- Similar science based research

- Similar product (type and function in use) and/or markets

In this section of the paper, related acquisitions are compared to unrelated acquisitions and their performance implications are discussed in subparagraph 3.3.1. Furthermore, these findings will be applied to the post-acquisition integration framework and hypotheses will be given for each situation.
3.3.1 The impact of relatedness on performance
One of the most widely used perspectives on acquisitions is the resource based view of the firm. The resource based view considers firm-specific resources as the principal driver of competitive advantage (Barney, 1991). At the heart of the resource based view is the premise that firms differ in fundamental ways as each firm possesses a unique set of resources, routines and capabilities (Wernerfelt, 1984). A way to obtain these resources, routines and capabilities can be through acquisitions. To give an example, when entering a new market, an acquirer in general has little knowledge of how to manage this field. Therefore, an acquisition provides the acquirer the opportunity to learn from the target's top management team who constitute inimitable resources for the acquiring firm. Consequently, acquisitions provide a key mechanism for businesses to acquire, exchange, or redeploy valuable, unique, inimitable, and organizationally embedded resources (Capron et al., 1998). In another study by Capron (1999) he found that the extent of resource deployment and knowledge transfer among the two organizations is significantly related to increased performance, thereby providing supplementary evidence that achieving at least a minor degree of integration among the two organizations offers some benefits.

According to Singh & Montgomery (1987) potential gains (synergy) in a related acquisition can arise from three main sources: economies of scale, economies of scope and market power. Economies of scale refers to the situation that a combined entity can reduce fixed costs by expanded production of a specific product, but also through other specific areas as manufacturing, R&D, selling, and distribution. Simply by their nature, these economies are available to related acquisitions, and not to unrelated acquisitions (Seth, 1990).

Economies of scope arise when a given number of resources are used in the joint production of two or more products (Seth, 1990). This is the case when the merged firm obtains cost savings as it increases the variety of the activities it performs. In comparison to unrelated acquisitions, related acquisitions provide greater synergistic benefits coming out of economies of scale and scope. Most commonly, both partners in a related acquisition bring some complementary skills to the new entity such that value is created as a result of the acquisition. In contrary, this is much less evident for unrelated acquisitions, given the unrelated nature of the products brought together  (Hughes et al., 1980). In addition, possibilities of transferring core skills across involved firms are also associated with such acquisitions (Datta, 1991).

Market power effects are operating when a market participant has the ability to influence prize, quantity, and the nature of the product in the market place. In turn,  market power  may  lead  to excess  returns. In  related  acquisitions a firm's market power may be increased through horizontal  acquisitions (where  the  acquiring  and  the acquired firm are operating  in  the  same product market). These findings are in line with the study by Anand & Singh (1997) who state that horizontal and related acquisitions tend to contribute more to the firm's strategic competitiveness, than would the acquisition of a firm that operates in different product markets from those in which the acquiring firm competes.
3.3.2 Degree of relatedness and the choice of integration strategy
An important dimension of the post-acquisition integration process consists of the degree to which pre- existing resources within the acquired firm are replaced with similar resources of the acquirer. Highest among the types of firm resources is the human and social capital embedded in the employees, particularly in the acquired firm's top management team.

When acquiring an unrelated firm, retention of target's top management team is important since the acquiring firm has no to little experience within the new line of business (Schweiger & Very, 2003). In addition, the resource-based view also regards firm-specific resources as the trigger for competitive advantage. Since each firm possesses a unique set of capabilities, it is important to keep those intact. Therefore, acquisitions in unrelated businesses are often given a high level of autonomy (Datta & Grant, 1990). From table 2.1 (chapter 2) it can be derived that when the level of organizational autonomy given is high and need for strategic interdependence is low, this is reflecting a preservation strategy.

When acquiring a related firm, synergies should be achieved primarily through coordination of the target firm and a bit through standardization and consolidation (Schweiger & Very, 2003). Benefits from integrating a related target to a large extent are those arising out of economies of scale and scope which leads to sharing and transferring resources across the combined entity. Another advantage of related acquisitions is that acquiring managers are more familiar with target operations and resources. Since the objective of an acquisition is to extend the scope of products or services offered to customers, the target firm should be on the same line and positively perceive the acquirer's strategy. However, managers of the acquiring firm will often be overconfident in their own managerial capabilities and be much more willing to undertake management of the target rather than to use the target's managerial capabilities (Walsh, 1988).

But, departure of target's firm key- people can be problematic when the acquiring firm has not successfully secured and integrated knowledge about the target products and technologies (Schweiger & Very, 2003). Therefore, from these findings the recommendations are to first operate the two firms independently, as before the acquisition. This indicates that the preservation strategy is the best choice. Once the acquirer is becoming more knowledgeable about the target firm's products, technologies, structure, and management the second stage can start and that is integrating the target firm slowly into the acquiring firm. As a result from this recommendation, this paper states that:
Hypothesis 2a: The higher the degree of similarity between target and acquiring firm, the higher the need for integration of target firm.

Hypothesis 2b: The higher the degree of  similarity between target and acquiring firm, the lower the need for organization autonomy.

3.4 Acquisition experience
This paragraph want to investigate the effects of acquirer's acquisition experience on the choice of post-acquisition integration strategy. Acquisition experience is defined in this paper as the former acquisition experience of the acquirer before the focal acquisition. Firstly, this chapter attempts to examine the effects of previous acquisition experience on acquisition performance, by reviewing the basic assumptions from the organizational learning theory. In addition, from these findings hypotheses will be derived reflecting the best possible post-acquisition integration strategies for firms. Therefore, in this section this paper intends to answer the following research question: what is the effect of acquisition experience of the acquirer on the choice of post-acquisition integration strategy?
3.4.1 Experience and acquisition performance
This section examines the influence of prior organizational acquisition experience on the acquisition performance. The key concept in explaining the relationship between experience and performance is experiential learning (Meschi & Metais, 2006). The organizational learning theory tells us that organizational behavior is guided by routines that arise from experience (Nelson & Winter, 1982). Furthermore, organizational learning theories assume the existence of experiential learning, especially regarding intangible resources linked to knowledge: this accumulated experience offers a company the opportunity to be more effective (Epple et al., 1990). This relationship is based on the notion that an action which is constantly repeated by an organization, will lead to knowledge creation and extension. This will help to correct past errors and improves organizational performance. For instance, firms with the same levels of experience might have developed various kinds of written tools, practices or information systems related to the management of the acquisition processes (Zollo & Singh, 2004).

Firms can share their accumulated knowledge through resource deployment. The creation of synergies through acquisitions is usually achieved through resource deployment. Resource deployment is the use by a target or acquiring firm of the other firm's resources. Acquisitions enhance performance by allowing businesses to obtain access to resources that cannot be purchased in the competitive market. As a result, acquisitions can create value and enhance revenues by redeploying resources from the target firm to the acquirer and the other way around (Capron, 1999). In line with this statement are the findings in the paper of Zollo and Singh (2004). They found that the transfer of resources and capabilities from the acquirer to the target firm outperforms the opposite activity, through which the acquiring firm learns from the target firm.

However, Hayward (2002) identified three factors why he questions whether acquirers will benefit from their previous acquisition experiences. The three factors are the following:

- Acquisitions are heterogeneous because, they are made for different reasons

- There is significant variation in firm's acquisition performance

- Acquisitions just occur irregularly.

Therefore, Hayward (2002) concluded in his research that: “firms with experience in acquiring businesses that are not too similar of different to another one are best placed to select a focal acquisition.”

In addition, according to Zollo and Singh (1998) the number of prior acquisitions is considered to be a significant determinant of the acquirer's performance, only if this acquisition experience is homogenous, basically if it comprises related acquisitions (same industry and geographic market). Thus acquiring a firm from another geographic area might help to increase market power and expansion, but does not necessarily add value to the creation of synergy in an acquisition. This finding is consistent with that of Haleblian and Finkelstein (1999). According to them prior literature has shown a positive relationship between  acquisition experience and performance and is based on two assumptions:
1. An organization's acquisitions are similar to each other, and

2. Past acquisition experience is generalized from one organizational acquisition to another.
When these two conditions are met, acquisition performance should be higher. In addition, Zollo and Singh (1998) showed in their study that acquisition experience is a key determinant of the acquirer's post-acquisition performance (variation in returns on investment and abnormal returns), but only if the accumulated knowledge is tacit.

In the long run, firms need to establish a balance between the search for new knowledge (exploration) and the exploitation of existing knowledge resources (Levinthal & March, 1993).
3.4.2 Acquisition experience and the post-acquisition integration strategy
In this section, the paper intends to relate the findings from the relation between acquisition experience and acquisition performance to the post-acquisition integration framework. This gives us insight in the choice of post-acquisition integration strategy pursued by experienced acquirers. Building on behavioral learning theory, Haleblian and Finkelstein (1999) showed that the relationship between acquisition experience and acquirer's performance is curvilinear (U-shaped). This suggests a negative relationship between acquisition experience and performance.

However, acquiring firms with higher levels of acquisition experience and with more sophisticated acquisition tools tend to integrate the acquired organization to a greater extent and are more likely to replace top management (Zollo & Singh, 2004). This finding suggests that the acquirer will choose the absorption integration strategy . However both which leads to the following hypothesis:
Hypothesis 3: The greater an acquiring firm's homogenous acquisition experience, the more likely the acquirer will choose the absorption integration strategy.
In addition, lots of research ((Haleblian & Finkelstein, 1999; Zollo & Singh (1998)) conclude that acquisition experience is positively contributing to acquisition performance of the acquisition depends on whether the organizations acquisitions are similar.
Chapter 4 Conclusions
In this final chapter, the results of this thesis will be summarized and the problem statement will be answered. Furthermore, this chapter shows how this thesis contributed to existing literature and how these results can be implemented by managers. Finally, the lim