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The current study examined the influence of cultural differences on the benefits of the deal of Mergers and
Acquisitions. The study focuses on the current Literature available on M&A, describes the general problem of
international M&A and the low rate of its success, presents two examples of M&A of international companies, and
lists managerial features that helped or brought harm to the process of M&A.
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In today's economic environment, companies need to respond to environmental changes and look
for effective methods for development, competitiveness, profitability and business value. An integral
feature of the globalization of the world economy and the most important method of forming capital
increments based on competitive advantages are mergers and acquisitions (M&A). The
implementation of mergers and acquisitions strategy by companies is becoming more and more
popular. The growth in the number and volume of M&A deals determines the relevance of the study,
as despite the fact that these processes have become common in the modern world economy, they are
still considered the most complex and risky. So according to statistics, only about 30% of transactions
are completed successfully, the rest do not achieve the planned results and synergies. The process of
mergers and acquisitions for several decades was at the center of many management studies. Their
results show that companies face many challenges and difficulties in implementing a restructuring
strategy. The ability of companies to determine the most appropriate strategy, to identify the main
objectives pursued by the parties in the commission of companies restructuring, allows a sufficient
degree of accuracy to assess the effectiveness of such a transaction and its consequences.
The subject of the study is the influence of cultural differences on the effectiveness of M&A deals.
The object of our study is particularly successful and unsuccessful intercultural M&As.
The goal of the study is to reveal the most favorable ways to overcome problems connected with
cultural differences during the M&A process.
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Mergers and acquisitions of companies can be considered as one of the most important
mechanisms for ensuring the competitiveness of firms. Business owners also recognize the fact that
in an ever-changing market, increasing competition, well-designed and successfully carried out
transactions in international mergers and acquisitions can significantly increase the value of their
business. In various studies on mergers and acquisitions, there are a variety of motives pursued by
companies in transactions. The current study elaborates some of the key and essential motives behind
the deal of M&A. One of the main motives for mergers and acquisitions of companies is the desire
to obtain additional production and financial resources needed to expand production and penetrate
new markets, as well as access to new technologies. Patrick A. Gaughan in his work one of the
fundamental motives for mergers and acquisitions deals is the growth of business. «Companies
seeking to expand are faced with a choice between internal or organic growth and growth through
M&As» [5]. M&As advantage over internal company growth is time spent: the company engaged in
internal expansion may lose its temporary advantage over competitors. It is necessary to act
immediately, or a chance can slip away and become an opportunity for larger competitors who may
have more resources at their disposal. Another motive for the process of mergers and acquisitions is
the situation when the company wants to expand to another region of the country. It is often faster
and less risky for international expansion to opt for M&A process to be successful in a new
geographic market. Thus, the company will be aware of all of the nuances of the new market and will
avoid other hurdles such as custom and language barriers. So, M&A, joint ventures, or strategic
alliances, when successful, proved to be the fastest and lowest-risk alternatives.
Among the motives for conducting mergers and acquisitions to most common goal is to come to a
synergistic effect. The synergistic effect is a universal concept that came into the economy from the
natural sciences. It means that the result of interaction of several factors exceeds the total result that
would be obtained from these factors separately. The simplest equation to explain this concept is «2
+ 2 = 5» or «1 + 1> 2», which was first derived at the end of the XIX century [2]. «In business,
synergy means an advantage from the joint activities of several enterprises (companies) compared
with their scattered activities» [7]. According to the dictionary Barron's – «Synergy - the
complementary action of the assets of two or more enterprises, the cumulative result, which is much
higher than the sum of the results of individual actions of these companies» [3]. In this case, a
synergistic effect may arise due to: savings due to the scale of activities; combining complementary
resources; financial savings by reducing transaction costs; increased market power due to reduced
competition (motive of monopoly); complementarity in R&D.
Empirical analysis of specific M&A strategies offers limited insight, largely because of the wide
variety of types and sizes of acquisitions and the lack of an objective way to classify them by strategy.
There is no magic formula to make acquisitions successful. Each M&A started good, had a transition
period with issues and uncertainty, and in the end, resulted in a better company. It was always the
“transition” period that was the most challenging and resulted in the greatest cost on multiple levels.
Each deal must have its own strategic logic. The reason for a merger should be more than a simple
desire to increase the stakeholder value. It should have strong strategic thinking behind it and an
understanding of the human issues that could be driving the merger. In the absence of empirical
research, one of the latest approaches is to determine a future transaction in terms of strategic
rationales. The strategic rationale for M&A that creates value typically conforms to at least one of
the following six archetypes: improving the performance of the target company, removing excess
capacity from an industry, creating market access for products, acquiring skills or technologies more
quickly or at lower cost than they could be built in-house, exploiting a business’s industry-specific
scalability, and picking winners early and helping them develop their businesses. An acquisition’s
strategic rationale should be a specific articulation of one of these archetypes, not a vague concept
like growth or strategic positioning.
As soon as the concrete goal is determined, the next step is getting to know the potential partners:
the company from the inside out and the owners in person. Despite the amount of strategies and
advices that try to help companies on this stage, it is still not as easy. Today companies exist in a
global marketplace and are not bound by region or country. The reason cross-country M&A often fail
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is the lack of attention to the different cultural features. The companies with the similar national
culture may still have different approach to the organization of a workflow − different corporate
culture. The companies with two different types of control - tight cultures and loose cultures most
likely will fail to achieve long-term success. Tight company cultures value routine and consistency.
They tend to have little tolerance for rebellious behavior, follow strict rules and use processes to
uphold cultural traditions. Loose cultures are, on the contrary, more fluid. They generally eschew
rules, value discretion and encourage new ideas. Tight cultures have reassuring predictability and
efficient orderliness, but thus less adaptable. Loose cultures are open and creative, but more
disorganized. In loose cultures people prefer visionary, collaborative leaders: those who advocate for
change and empower their workers.
To sustain the positive benefits in M&A of tight and loose cultures it is vital to ensure the postmerger integration success. Profitable growth is expected mainly due to obtaining a new technology
or retaining the acquired talent of employees, whose skills, critical knowledge, and customer
relationships determine the core value of the acquisition. Therefore, the goal of transition period is to
motivate and engage employees through the process. If integration efforts go well, the new combined
entity, teams and people within it, will be more collaborative. The following case study investigates
two major cases of M&As to reveal particular strategic decisions that may lead to a failure or
success.
A great example of achieving long-term success is the Procter & Gamble purchase of Gillette. In
2005, to spark internal growth and innovation Procter & Gamble (P&G) wanted to incorporate
Gillette’s processes into its own. As the key to this integration they regard retaining top talent from
the Gillette. It was not an easy task as headhunters went after Gillette employees. In addition, P&G
also faced a range of business disruptions, such as government inquiries in Gillette’s home state
Massachusetts, or issues in India, occurred as a reaction to distributor changes. P&G overcame the
challenges with a solid strategy. They spend some time on research of possibilities of these two
companies merge, planned how to unite the best processes and talent into one profit-boosting
company. They formed about 100 global integration teams.
Typically, each team would have one executive from each company, and they both were
responsible for similar functions. With the spirit of collaboration, employees of Gillette were allowed
or even encouraged, as in China, to continue using their own methods until they receive training on
P&G’s processes.
Another important strategic point in this merging of talent is taking it slow. During the corporate
integration P&G did not rate Gillette employees on performance but gave the Gillette employees one
year before reviewing the performance and tie bonuses to the outcome.
For successful atmosphere of collaboration, the significant communication was taken. They clearly
communicated a message of inclusion. The communication component of their M&A process
included carefully crafting all external and internal communication around the term “merger,” not
“acquisition,” and arranging town-hall-style meetings that drove home their principles.
P&G emphasized the purpose of taking the best talent and processes from both companies. The
under-performing P&G employees were claimed to be replaced with better-performing Gillette talent
as a bold strategy for their promotion within company. It paid off: P&G leaders were supportive of
this initiative, and most employees found motivation in becoming even better by learning from the
best talent at Gillette.
P&G’s commitment to merging and learning from Gillette was carried out carefully across their
global holdings. P&G created a mergers and acquisitions process that:
● Smoothed the transition period – In Brazil, for example, the general manager of the company
for P&G shut down the office and reworked employee placement. On Monday morning, employees
from both companies arrived to new offices on different floors instead of just placing Gillette
employees into the already established layout. This signaled that P&G was willing to change as well,
and both teams would work together in creating success for the new company.
● Involved internal stakeholders in their decision-making process – The decision-making was
not limited to the highest-level executives. Instead, P&G welcomed Gillette with a role in the process.
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● Made the merger easier for Gillette employees – Employees who joined P&G from previous
business mergers reached out with advice to the Gillette employees through intranet postings. P&G
also worked hard to establish cross-company connections, matching seasoned employees with the
new Gillette employees. Through training programs that emphasized soft skills, such as network- and
relationship-building, Gillette employees learned more about the purpose, values and principles
driving P&G.
● Considered the practices and procedures in each country – Not only did P&G take the
important step of establishing appropriate practices and procedures in each country, they also sought
to actively incorporate any of Gillette’s processes that were working better than established P&G
ones. Each country’s staff worked together to merge the best processes of both companies, investing
both teams in the process. This motivated all staff and drove home P&G’s commitment to merging
the best of both companies.
With this calculated approach to merging two companies into a single, stronger one, P&G
experienced significant success. They managed to retain more talent from the acquired team than
most buyers have been able to – 90 percent of Gillette’s top managers accepted their new job offers.
P&G met their revenue and cost goals within a year and enjoyed ongoing growth.
Now, that we studied important insights of successful company mergers, reviewing mergers that
didn’t work can help to reveal and compare other variants of integration strategy. One of the most
famous international mergers to end in failure was the Daimler-Benz merger with Chrysler in 1998.
Originally marketed as a “merger of equals,” it didn’t take long for employees to realize this was not
the case.
When Daimler-Benz sought a merger with U.S. automaker Chrysler, they wanted to create a carmaking leader that spanned across the Atlantic. Less than 10 years later, however, they sold the
venture for $30 billion less than they paid for it.
What went wrong? Looking back, experts point to differences in culture – both national and
corporate – that led to the failed partnership. Unlike other successful mergers, this one lacked a
strategy that:
● Addressed the two different cultures of each company – While Chrysler’s company identity
revolved around being diverse, daring and creative, German Daimler-Benz was safe, efficient and
conservative. Instead of working to bring these two visions and identities together – or defining how
they could exist in unison – Daimler-Benz neglected to address the issue.
● Established mutual trust and respect – A key of successful mergers and acquisitions is creating
mutual trust and respect among the two different companies. Through communications and actions,
other companies made it a point to highlight the importance of the acquired company talent, seeking
advice and establishing teams that worked together for the greater good. In this case, however, both
sides were reluctant to work together and share their resources. Daimler-Benz exacerbated this issue
by trying to dictate the terms of how the new company should work. Seeing key Chrysler executives
resigning or being replaced by Daimler-Benz counterparts attributed to the breakdown of a “merger
of equals” philosophy, resulting in even more lost trust.
● Incorporated best practices from the acquired company – Successful mergers don’t seek to
replace a company. Instead, the goal is to make a company better by adopting new talent, processes
and philosophies. Daimler-Benz had a hierarchy that was based on respect for authority and a clear
chain of command. Chrysler’s was much different. They took a team-oriented approach. DaimlerBenz didn’t try to incorporate any of the best practices of Chrysler, which led to a complete clash in
operating philosophies.
Based on successful and unsuccessful examples of M&A transactions above, we can consider, that
the value is created, besides other factors, by effectively merging cultures. Without a strong culturalintegration plan, mergers and acquisitions fail to deliver long-term value. An effective culturalintegration plan must overcome the most common obstacle to a successful merger: how employees
respond. The human integration efforts are likely to fail, if the employees are in shock and protest the
merger. In this case, many key employees might leave, often with skills and knowledge that are not
easy to replaced. Because of the loss in human capital, the asset value of merger is compromised. To
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ensure that the dial brings value to all invested parties, care must be taken to identify and train leaders
with emotional intelligence and agility around culture — both corporate culture and national culture.
The goal of the integration team is to successfully identify and integrate the new talent. Without
integrating the two companies fully, we can only have two separate entities that are losing out on
valuable connections. It takes hard work to discover, stimulate and institutionalize innovation. The
new enterprise is most likely to succeed when it optimizes the resources from both companies. To
fully integrate, the company needs to:
● Identify the processes that offer the best value and adopt them.
● Consider those systems that need to be consolidated and centrally run (financial systems) vs.
those that can have some autonomy.
● Provide training to employees on new processes and technologies that result from the integration.
● View the integration in three steps: running the two companies’ side by side, then combining into
one company in which you work to unify cultures, and finally creating the new company that works
together for a new future.
While the success of a merger is defined in profit numbers, the people are the driving force behind
the performance. There are some key steps to effectively define new corporate culture.
● Recognize differences in the two companies’ corporate cultures and take steps to bridge the gap.
● Identify the new combined company’s values, attitude, and voice.
● Set goals and objectives for the merger and communicate them clearly for managers to carry out.
Once it is identified how the integration will proceed, next step is clear communication between
all the invested parties. When there is a void of knowledge about what is happening, employees are
left to fill in the gaps with speculation is are often fueled by anxiety. Besides, companies involved in
any global merger or acquisition activity face the added challenge of integrating national cultural
differences in addition to corporate or organizational differences. When other national cultures are
involved, one can expect additional complexity around the following activities: communication style
(indirect vs. direct), decision-making (risk vs. certainty) and group and team structure (egalitarian vs.
hierarchical status). One of the first steps to ensure that national cultural differences do not become
an impediment to a merger is to recognize the differences early on. This is a step that should take
place before the merger is announced, and mere recognition is not enough. Having members of the
integration team be fully prepared to recognize and leverage the diversity among the combined
employees is critical. This may require some cultural awareness training during the integration phase
for both sides. The faster employees know how to work in a cross-border context, the quicker the
combined strength of the new company will emerge. Through effective cross-cultural training,
employees:
● Become aware of their own work style vs. that of colleagues from outside their home country.
● Will form more highly productive teams and functional groups.
● Have actionable advice on how to communicate with peers from other countries.
Early commitment by management to learn as much as possible about the various culture(s) of a
target company is key. Many mergers and acquisitions are planned with financial and operational
strategy in mind, and HR is often the last to get involved. And yet, the human integration piece is the
most difficult. Those involved will benefit from having a strategy mapped to the cultural differences,
both before and after the deal is signed. As part of this, a plan to educate managers on how to address
and leverage these cultural gaps (corporate and national) will make the transition much smoother and
faster. With clear communication based upon a commitment to integrate the best of both
organizations, the new company will be stronger and more innovative for the long term.
Numerous studies of mergers and acquisitions suggests that most mergers and acquisitions do not
reach their goals. And still, mergers and acquisitions are a very convenient form of investment for
companies wishing to strengthen their competitive position in the global market by acquiring those
business units that fit into their strategic plans corresponding to the internal competitive needs of each
particular company. For such companies, owning assets owned by another firm, such as technical
competence, a well-known brand, a developed sales and supply network, can mean an immediate and
significant increase in profits, an increase in market share and, ultimately, a strengthening of

42

Lokteva А. E, Kazanskaya А. Yu
Cultural effect on success of mergers and acquisitions

competitive advantages. Experts point various reasons for failure of mergers and acquisitions, which
include difference in company strategies, cultural and social differences, poorly organized integration
of companies, problems arising from the human resources of uniting organizations. In order to
achieve the expected effect of a merger and acquisition transaction, it is necessary to follow certain
principles. The study has provided several key points on the question of effectively merging cultures,
which proved to be one of the hardest and though one of the most crucial aspects. All in all, automatic
synergy never appears. We must carefully search, select and plan sources of synergy.
Despite evidence of greater number of failures than successes, organizations still view M&A as a
beneficial strategic activity. More and more companies find themselves in a position to think about
acquiring a competitor or making a strategic acquisition to bolster yourself for the years ahead. But
buying another company is more than just a financial transaction. You have to think about everything
from meshing computer systems to sorting out your sales and marketing team. In other words, making
a merger or acquisition is a lot of hard work.
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