DEVELOPING AN
EFFECTIVE STRATEGY FOR
INTERNATIONAL MERGERS

AND ACQUISITIONS

In the past four years the merger
and integration market has seen
unparalleled growth. Each year has
exceeded the previous year in
terms of total cransaction dollar
amount. While the number of
transactions has decreased slightly,
the size of the average transaction
has increased dramatically. In fi-
nancial terms, 1998 merger and
acquisition activity will exceed
$1.7 trillion. Several reasons are
cited for this merger frenzy,
among them deregulation, cheap
money, industry consolidations,
and the need ro grow in order to
survive. In any case, this trend is
not one thar will slow down in the
foreseeable furure.

This merger activity is occur-
ring in spite of the clearly docu-
mented risks involved in acquiring
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and successfully integrating a
company into an existing prof-
itable organizadon. Studies have
determined that between one-half
and two-thirds of all acquisitions
fail to meet pre-transaction ex-
pectations in terms of profitability

EXECUTIVE SUMMARY

B Merpers and acquisitions of compa-
nies internationally have a high failure
rate, often attributable to poor handling
of aultural issues—pertaining to both
company and country aultires.

N The planning approach to managing
the transaction can depend on whether it
is @ merper, stand-alone acquisition, in-
corporation, or a hybrid.

B Planning should include a determi-
nation of the type of leadership to man-
age the merper—an expatriate, the local
manager, or a regional expatriate man-
ager who acts as a go-between.

B An awareness of the elements of

company and country culture can pre-
vent some of the communication and

other problems that may jeopardize
the merger.
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and subsequent value to the share-
holder. Nonetheless, merger and
acquisition activity continues at a
record pace with the fundamental
hope that the next acquisinon will
be the one that brings double-
digit growth and value to the ac-
quiring company.

THE REASON FOR FAILURES
Like a marriage, no one goes into
an acquisition with the expecta-
tion of failure. However, like many
marriages, not enough post-trans-
action planning goes into the in-
tegration phase. In addition, obvi-
ous potential obstacles are often
overlooked in the pressures of
consummating the deal. This leads
to an overly emotional situation in
which the analysis of financial and
legal due diligence often, and in-
appropriately, supersedes potential
differences in operating style and
cultural differences. This issue is
magnified when the companies
involved in the transaction are in
different countrics or, as often
happens, on different continents.
In a study of failed acquisi-
tions, managers of the acquired




companies were interviewed post
hoc to discover the reasons for in-
tegration failure, Eighty-five per-
cent of these managers indicated
that the reason for failure was the
inability of the acquiring compa-
ny to understand the manage-
ment practices and the culture of
the company being acquired.’
Further, only one in five compa-
nies does adequate preparation
and planning for post-transaction
integration,”

The issue of understanding the
company being acquired as well as
conducting adequate planning for
the integration is further compli-
cated when considering interna-
tional mergers and acquisitions.
Studies of international acquisi-
tions show that 60 percent of man-
agers believed that the acquiring
company did not understand either
the management practices or the
culture of the company being ac-
quired. Thirty-five percent of these
managers did not believe that the
acquiring company did an ade-
quate job of cultural due diligence
on the country in which the com-
pany resided. Another 29 percent
perceived the acquiring company
as having a lack of understanding
of local business practices.”

In short, the failure to articulate
a clear strategy, to develop an inte-
gration plan, and to adequartely
understand both the culture of the
company and the nuances of the
country increase the likelihood of
post-integration failure.

DEVELOPING A MERGER

INTEGRATION STRATEGY

International mergers and acquisi-
tions are complex on several levels
simultaneously. The acquiring
company must first consider its
own business practices, competen-
cies, markets, policies and proce-
dures, and cultural distinctions.

International mergers and
acquisitions are complex on
several levels
simultaneously.

The same practices and processes
of the target company must be
considered. Finally, the character-
istics that define the culture of the
country in which the target com-
pany conducts business need to
factored in. To say that these ac-
quisitions are complicated is an
understatement.

Successfully merging two com-
panies, in different countries, re-
quires a sophisticated plan. In fact,a
well-articulated front-end strategy
is essential to drive a successful in-
tegration. This is critical in order to
reach anticipated financial rargets.
A business strategy must go further
than simply stating a desire to
grow. A strategy, is by definition,
longer-term thinking that includes
the consideration of the many vari-
ables necessary for business success.

In developing a strategy to
grow through acquisition, a com-
pany needs to answer a number of
questions, including: What is che
focus of a growth strategy? Is the
purpose of acquiring to increase
the distribution of existing prod-
ucts and services? s it to increase
the number of offerings of prod-
ucts and services? Is it to decrease
labor costs through acquiring a
cheaper labor force? Is it o cap-
ture greater market share through
buying markets (i.e., the competi-
tion)? Is it to venture into new
markets hitherto closed to prod-
ucts and services? Is it to use a lo-
cal resource (e.g., 2 manufacturing
plant) for local or regional sales, or
to use a local resource for global
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sales and distribution? Is it to have

greater access to cheaper materi-
als? Is it to leverage a number of
resources (e.g., enhanced processes
and efficiencies for higher pro-
ductivity, consolidation to increase
margins) in order to have greater
margins with reduced overall op-
erating expenses? Regardless of
the particular reasoning, a well
understood and clearly articulated
strategy for growth through ac-
quisition must developed and test-
ed against all acquisicion targets.

Often the most successful acqui-
sition is the one not made. When
the momentum of the acquisition
process overcomes the testing of the
acquisition against the business
strategy, the real champions of the
organization should raise red flags.
It is often the absence of these
champions that characterizes a bad
acquisition deal.

IDENTIFYING

A MARKET STRATEGY
Strategy, as it relates to purpose,
has to further address how a com-
pany intends to grow, keeping the
marketplace in mind. Three strate-
gic orientations have been identi-
fied that help a company deter-
mine what markets it will serve
through an acquisition.*

Distribution. The first strategy is
one in which products made in
one country are simply expanded
through distribution vehicles into
another country or region. Hav-
ing a production facility in the
U.K. and acquiring a major south-
ern European distribution center
for distribution of products into
Italy, Spain, and Portugal is an ex-
ample of this strategy. This is a do-
mestic growth strategy.

Self-sufficient markets. A sec-
ond growth strategy is having op-
erations in many countries that



serve their own markerplace. Ex-
panding on the example above,
Italy would have production and
distribution in ltaly, while Portu-
gal would have production and
distribution in Portugal. This is a
multidomestic strategy and makes
sense when local laws or regula-
tions related to labor or the move-
ment of funds make cross-border
trade difficult or unprofitable. In
this case, all production and distri-
bution facilities may deliver che
same or similar products using
identical processes, bur they would
be dedicated to their own domes-
tic markets,

Global marketplace. A third
strategy, and the only one thac is a
totally integrared, is a truly global
strategy. A company that adopts
this strategy 1s really intent on
maximizing synergies by using cthe
resources of many countries in or-
der to increase global markerplace
presence and profitability. This is a
case in which global economies of
scale can be realized, including
better control of cost of materials,
labor, and production; production
and distribution efficiencies; and
marketplace margins. An example
would be a shoe company in the
U.S. having production facilities in
Asia with a strong marketplace
presence in Japan, the U.S., and
the U.K. The intent is to maxi-
mize organizational effectiveness
and productivity by maximizing
the use of global resources,

It is critical to analyze and de-
termine, upfront, the relationship
of your marketplace to the place-
ment of your production and dis-
rribution centers.

MANAGING
YOUR ACQUISITION

Once you have identified the di-
rection and intent of vour acquisi-
ton, two other strategic guestions

It is necessary to have some
well-developed rationale for
managing the services of
]’ﬂl’lr ﬂfq!"ﬂ fion.

remain to be asked. The first re-
lates to the locus of control for
managing your acquisition; the
second relates co who will manage
your acquisition.

It is necessary to have some well-
developed rationale for managing
the services of vour acquisinon. This
question has to do with the two
subsequent questions of centraliza-
tion and consistency.” Integrating
HR services is a nightmare in the
best of situations: trying to align tar-
get company compensation, bene-
fits, job banding, and roles. This is
complicated enormously when the
acquisition is at a distance.

There are several reasons for
centralizing these HR services
and other organizational processes
and procedures: the ease of main-
taining longer-term records:
maintaining a centralized means
of accountability; accessing data
that can be used to compare per-
formance of individuals or busi-
ness units across the company;
transferring employees across the
organization; and tracking and
monitoring progress organization-
wide and providing this informa-
tion to various levels of leaders for
goal sctting, comparisons, identi-
fying trends, and identifying the
impact of the same variables.

There is a similar lise of reasons to
decentralize. Often the laws or reg-
ulatory agencies of countries or ac-
quired companies do not allow the
same labor and/or production prac-
tices as in the country of the acquir-
ing company. Often the objectives

INTERMATIOMNAL HE JOURMAL

VIIRTES TR

24

of an acquired subsidiary require
differences in operation from the
acquiring company. In additon. lo-
cal customs and work philosophies
dictate different practices than the
parent company.

The most important considera-
tion should be the analysis of what
makes sense for the organization
to compete globally and success-
fully in the long term. This re-
quires the foundation of a solid
global strategy so thar the align-
ment of subsequent control and
centralization issues follow:. These
decisions may even be more costly
short term, but setr the infrastruc-
ture for longer-term sensible ac-
quisition integration.

CLASSIFYING

YOUR ACQUISITION

Mot all acquisitions are the same
with regard to how they should be
managed, even within the same
industries. There are four basic ap-
proaches to treating the manage-
ment of an acquisition, and the
subsequent management strategy
should be developed prior to
making the acquisition, with ap-
propriate integration plans and
mechanisms put in place.

The Merger

While most rransactions are ac-
quisitions, some are, in fact, merg-
ers. Because of the issues involved
regarding power and control, the
merger 15 the most difficule kind
of transaction to negotate. Virtu-
ally every major management, op-
erations, marketing and sales, and
cultural 1ssue must be negotiated.
The task of a “merger of equals”
takes longer and is riskier than an
acquisition. While many transac-
tions are called mergers, the pub-
lic, as well as the acquired compa-
ny, soon discovers that “he who
has the gold makes the rules.” Re-
cently, large mergers have been



announced in which each compa-
ny will retain its own CEO and
remain arm’s-length in manage-
ment. The success of these ven-
tures remains to be seen.

However, there are situations,
and industries, where a merger is
the only real option for consolida-
tion. It is important throughout a
merger to maintain a flexible and
negotating frame of mind. It is also
critical for each company to have a
clear undersanding of is own cul-
tural characteristics and business
processes, and to identify those is-
sues that are negotiable and those
that are not. In large part these issues
should be discussed on the front end
of the due diligence process prior to
the transaction actually taking place.
In a true merger of equals, a sign as
to whether or not the transaction
will be successful is the degree o
which access is allowed to in-depth
due diligence. Hypothetically, the
due diligence process should be met
with less resistance and more en-
couragement than in a typical ac-
guisitions situation.

The central issue in a true
merger is control. Both sides
should, theoretically, have equiva-
lent management representation
within the merged organization.
Similarly, major decisions regard-
ing leadership deployment,
merged policies and procedures,
and cultural changes will be made
in a collaborative manner. Both
companies must recognize that
compromise is a necessary pre-
condition to success.

In a merger, HR is very actively
involved in the process of collabora-
tion, negotiation, development, and
implementation. There is a high
need for the identification of leader-
ship in order that the merged com-
panies have the right people in the
right positions and that company
politics do not dominate decision

HR needs to have processes
in place to assess both
cultures and look for gaps,
opportunities, and obstacles
to merging companies.

making. Even in merging functions,
HR can play a major role in leading
groups to help identify best prac-
tices and processes and driving these
issues to their conclusion. These
“softer” activities are in addition to
the more clearly understood me-
chanics of merging compensation,
benefits, and payroll. HR,, in the
broadest sense, should play a signifi-
cant organizational development
role in every major negotiation that
takes place berween the companies.
HR. should have the skills to facili-
tate negotiated and collaborative
conversations that lead to a success-
ful merger. Similarly, HR needs to
have processes in place to assess both
cultures and look for gaps, opportu-
nities, and obstacles to merging
companies. HR should also be
available to assist with the develop-
ment of newly formed teams or

teams with new leaders,

The Stand-Alone
Often companies acquire in order
to broaden their overall portfolio
without the intendon of merging
the two companies. Reasons for
this type of acquisition include
learning about new products and
services, buying into new tech-
nologies for future potential,
hedging with a company whose
business is counter-cyclical to the
acquiring company in order to
mitigate swings in the economy,
and buying companies that serve
similar markets with a different set
of products or services.

In a stand-alone acquisition,
the acquiring company makes the
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decision to leave intact the funda-
mental picces of the acquired
company. This particularly means
the management, processes, and
structure of the company. While
new capital may be made accessi-
ble to the acquired company for
improvements and/or expansion,
the organization and decision
making are left independent. An
important HR. function in this
type of acquisition is succession
planning initiatives within the ac-
quired company to ensure that it
will maintain consistent leader-
ship in the future. A second initia-
tive is the broad identification of
high potential leaders within the
organization for possible future
assignments within either organi-
zation. In any case, the involve-
ment of the acquiring company 1s
typically arm's-length.

The Incorperation

Most often, companies acquire
with the expectation that the ac-
quired company will be fully in-
corporated into the acquiring
company. There is the assumpuon
that the name, management, struc-
ture, and many of the processes of
the target will become absorbed
into the acquiring company. This
is, by far, the most complex and
potentially risky type of acquisi-
tion. Unfortunately, the acquiring
company often makes the mistake
of integrating without a well-de-
veloped plan. Integration may be
undertaken either too haphazard-
ly, exacerbating chaos, or too
slowly, missing opportunities and
losing marketplace presence.

The incorporation type of ac-
quisition is particularly evident in
the banking industry. When
banks acquire, there is rypically
an immediate name change for
the target bank. Other processes
are soon thercafter rolled into
those of the acquiring bank at



centralized processing or call
centers. The management of the
target is similarly absorbed, out-
placed, or moved to the corpo-
rate headquarters of the acquir-
ing company. There is little
question regarding whose people,
processes, and culture will prevail.

In the incorporation acquisition,
the danger is for the acquiring com-
pany, in its haste to complete the in-
tegration, to overlook or dismiss
some of the high quality leadership,
processes, and other business-related
issues. Too often, the acquiring
company acts arrogandy and unilar-
enally offers packages for the senior
leadership of the acquired company
to leave. Many other key employees
often leave shortly thereafter with a
failure on the part of the acquiring
management to re-recruit impor-
tant employees. As a result, much of
the talent and knowledge that con-
tributed to the success of the ac-
quired company are gone. This of-
ten leads to serious loss of morale
and productivity. In extreme cases,
customers can be Jost in the ensuing
chaos, leading to lost revenues. This
is a significant contributor to the
high failure rate of mergers and ac-
quisitions.

HR considerations for the in-
corporation acquisition include de-
veloping a well-articulated project
management approach to the inte-
gration. Having done a thorough
cultural due diligence prior to the
acquisition will assist in identifying
possible post-transaction synergies.
Developing a method of quickly
assessing and re-recruiting leader-
ship in the acquired company will
assist senior management in putting
the new organizacdonal structure in
place by deploying top talent from
both organizations. Assisting new
leaders in assessing and developing
their teams also becomes a critical
HR. competence.

Whether to manage the
acquisition remotely or
locally and with local
managenient or expatriates
is a critical question.
= =13

The Hybrid

Most acquisitions do not fall
cleanly into either the Stand-
Alone or Incorporation cate-
gories. Most acquisitions are, in
fact, some combination of the
above. It is not as important to try
to classify an acquisition as it is to
plan for and effectively manage the
acquisition integration, regardless
of the particulars of the acquisi-
tion. In this respect, it is important
to identify those areas that will
best be consolidated and those that
will not. Typically, corporate ser-
vices (HR, finance, legal, informa-
tion technology) are the areas that
lend themselves most obviously to
consolidation and cost savings.
Operations, on the other hand, of-
ten are more complicated and pro-
vide fewer opportunities for sim-
ply reducing cost by rolling them
into a corporate structure.

This decision-making process is
especially complicated in an inter-
national acquisition when the ac-
quisition strategy, the marker, the
management approach, or acquisi-
tion type are not clearly under-
stood and articulated on the front
end. Generally, however, it is im-
portant to critically assess the man-
agement, processes, procedures,
markets, and cultural issues to
identify true synergies and true
cost saving possibilities. This is of-
ten overlooked in the haste to in-
tegrate when the acquiring com-
pany too uniformly imposes its
people, processes, and structures on
the acquired company. Too often
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muscle is cur, in addition to or in-
stead of fat, in the chaos that en-
sues post-transaction.

While a Hybrid approach is
more complex, it can often yield
much greater shore- and long-
term results. Knowing, for exam-
ple, which functrions and/or
processes to centralize and which
to leave remote can reduce confu-
sion and, more importantly, re-
duce productivity loss. It is also
important to involve managers
from the acquired company to as-
sist in this process. They do, after
all, know their company better
than managers in the acquiring
company. This is particularly true
when country labor and/or finan-
cial regulations make consolida-
tion difficult.

Once the transaction has taken
place, the first logical question to
be answered is who will manage
the acquisition. The guesdon cuts
to the core of problems associared
with international acquisitions.
Determining whether to manage
the acquisition remotely or locally
and with local management or ex-
patriates is a critical question. This
issue has been given considerable
attention in recent years given the
wemendous cost and relauvely high
failure rate when using exparriates.
Three basic strategies regarding the
management of an international
acquisition have been identified.®

The Expatriate
The time-honored mechod of
managing international acquisi-
tions, or even opening international
offices of a domestcally run com-
pany, is sending “one of our own.”
The thinking behind this strat-
egy is that someone within the or-
ganization already knows the ac-
quiring company and the way
things are done in the home office



or company. The issue of trust is
most frequentdy cited as the reason
for an expatriate strategy. The ex-
patriate is already a known entity
and someone who has experi-
enced both a degree of success
and a following within the com-
pany. The international assignment
of someone from within the orga-
nization is also seen as an oppor-
tunity for promotion and broader
succession planning. In some
companies international assign-
ments are viewed as essential in
career planning and subsequently
moving to the executive suites.
The downsides to the use of
expatriates for managing an inter-
national acquisition are equally
obvious. First and foremost, the
use of an expatriate rests on the
assumption that business and busi-
ness-related issues are the biggest
challenges to be faced. In point of
fact, it 15 usually the expatriate’s
life away from work that serves as
the biggest challenge. Most inter-
national companies have stories
about expatriate failure related to
the difficulty of the individual or

family adjusting to the new coun-
try or culture. In a very high num-
ber of expatriate failures, it is the
unhappiness of the family chac has
led to the expatriate decision to
return to his or her homeland.

In addition to basic country-re-
lated adaptation, the expatriate
must also try to understand how
business in done in the new coun-
try within a culcural context to
which he or she is not accus-
tomed. Trying to understand how
work gets done and the informal
channels, both regulatory and po-
litical, necessary for business suc-
cess becomes as important as un-
derstanding the actual business of
the company. Work force regula-
tions and local labor laws com-
pound an already difficult task.

Leaving local leaders in

place is most successful

when the business is well
kenown.

Local Leadership

At the other end of the leadership
spectrum is the concept of leaving
the local leadership toually in place
with some type of reporting rela-
tionship to the corporate office.
This strategy works best when the
acquisition is seen as a Stand-
Alone with little attempt being
made to centrally incorporate the
acquired company into the acquir-
ing company's processes. The argu-
ment for this leadership strategy is
much the oppaosite of the expatri-
ate strategy. In this case, the reason-
ing goes, the local management al-
ready knows the company and its
products and services. There is no
adaptation necessary to either the
company or the culture. Local la-
bor and work force issues are well
understood and have been effec-
tively dealt with. In this case, the
company can continue to operate
very similarly to the past, with the
possibility of some capital help
from the parent to upgrade and in-
crease productivity. In addition, the
existing work force would not
have to adjust to a new and unfa-
miliar management team.

The argument against this ap-
proach is that less organizational
learning will take place withour a
parent company presence. In addi-
don, if there is the intent to con-
solidate, or to incorporate, it may
be more difficult and will ceraain-
ly go slower. The most compelling
argument, however, is the trust-
worthiness of the information and
the effectiveness of operations of
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the acquired company without
“one of our own" involved. This is
not an insignificant matter, espe-
cially when clear synergies have
been identified that are expected
to increase the overall business ob-
jectives of the parent. In addition,
it may not give the acquiring
company the opportunity to fully
utilize the capabilities of the ac-
quired company when the level of
understanding of the business is
not complete. Finally, succession
issues in this case can lead too eas-
ily to cronyism and not be based
upon strength of leadership.

In any case, leaving local leaders
in place is most successful when
the business is well known, the
place of the company within the
total organization is well under-
stood, and the interaction wich
other existing business unics is
clearly articulated.

The Compromise—
The Regional Manager
One compromise between these
twWo opposing management ap-
proaches satisfies both the need
for organizational trust and conti-
nuity of leadership and the need at
the local level to maintain produc-
tivity with little management
change. This approach has a re-
gional manager from the parent
company serving between the
corporation and che acquired
company management. In this
case, the local management is basi-
cally left in place while the report-
ing relationship is to a corporate
representative, with closer scrudny
and assistance than in the case of
simply reporting remotely directly
to corporate headquarters.
Advantages of this approach
include the opportunity for the
acquiring company to learn the
acquired company’s business
while ¢reating a minimal amount
of disruption. The leadership and



business processes of the acquired
company can become well
known by the regional manager
while, at the local level, work
continues as usuval. The adjust-
ment and risk on the part of ei-
ther side 15 mitgated somewhat.
The regional manager can cham-
pion the needs of the acquired
company with the parent compa-
ny remaining confident of the in-
formation being received. In ad-
dition, the regional manager can
coordinate the efforts of several
business units within a geographic
region more ecffectively than
when the acquired company re-
ports directly to corporate head-
quarters. This 1s especially effec-
tive when diverse international
acquisitions arc a major part of a
company’s growth strategy.

The main disadvantage to this
strategy is the addition of another
layer of management, a structure
most companies have worked hard
to eliminate in recent years. Anoth-
er problem can arise in that the re-
gional manager may stll end up
being an expatriate or may have an
extremely demanding travel sched-
ule, at umes taking away from his
or her effectiveness. Finally, the re-
gional manager can feel adrift, be-
ing neither part of the local com-
pany nor part of the corporate
group. In essence, the regional
manager may be at risk of losing
his or her organizational identiry.

The marter of leadership is not
an easy one regardless of what
course a company chooses to
chart. If little or no pre-transac-
tion thought has been given to
develop a well-tested rationale, the
chances for failure are great.

THE CULTURES:

THE COMPANY

AND THE COUNTRY

The central reason cited for fail-
ure of companies to successfully

The matter of leadership is
not an easy one regardless of
what course a company
chooses to chart.

integrate is the differences of cul-
ture and management practices of
the rwo companies. The complex-
ity of dealing simultancously with
both the culture of the company
and that of the country has been
described as a three-dimensional
chess game. Any single move af-
fects muldple other possibilinies—
often unanticipated and detri-
mental possibilities. Both of these
cultures should be well under-
stood prior to attempting integra-
tion effores.

The Company Culture

Organizational theorists Warner
Burke and George Litwin have de-
fined organizational culture as“the
way we do things around here”
Culeture 15, at root, the observable
behaviors that implement a com-
pany’s beliefs, strategy. and tactics.
Culture has been distinguished as
having elements that are transac-
tional and transformational.” Both
categories are important to con-
sider when beginning to under-
stand a company’s culture.

Transactional issues. The activi-
ties that are part of any company’s
everyday work are considered to be
tactical in nature. These include
questions about structure, systems,
ments, motivation, and individual
needs and values. In a practical sense,
the issues include compensation and
benefits practices, incentive plans,
decision-making processes (levels of
authority), training and develop-
ment emphasis, career emphasis, and

INTERNATIOMAL HR JOURNAL

anntTie |99

key measurements. Determining
structural issues such as levels of
management, numbers of direct re-
ports to managers, cost per employ-
ee, and management structure
(functional, regional, product line, or
business unit division, etc.) assists in
understanding how an organization
operates. These tansactional acdvi-
ties tell the story about how a com-
pany actually operates, not-simply
how it says it operates. Major dis-
crepancies between actual practices
and the perceived implementation
of these practices may be problemat-
ic and not analyzed sufficiently in
the due diligence process.

Transformational issues. Trans-
formational issues are the bigger
picture, strategic foci of an organi-
zation. These include such concep-
tual 1ssues as mission, vision, valucs,
leadership principles, strategic goals
and direction, and management
style and organizational climate.
More successful organizations seek
to articulate these high-level con-
cepts and ro idenufy pathways and
programs to drive these issues into
the organization, In this manner,
employee behaviors throughout
the organization become aligned
with these high-level issues and
drive business practices in the di-
rection of the desired business
strategy. Again, major disconnects
can create potential downstream
integration problems.

Prior to the due diligence
process, it is essential that the ac-
quiring company have a solid un-
derstanding of both mansactional
and transformational issues in its
own company. This analysis be-
comes the baseline for how effec-
tive and aligned major cultural ini-
tiatives arc within a company. It is
also critical to have these issues un-
derstood in order to compare one
culture with another and identify
possible synergies and potenual



problems. Keep in mind that not
dealing effectively with cultural
differences is one of the central
reasons cited for the failure of ac-
quisitions to meet pre-acquisition
financial targews. The collecting and
comparing of culrural data become
a central focus of the acquisitions
transition team.

The Couniry Culture

The second culture to assess is the
culture of the country. This is
equally complex, and it is just as
important to identify both the
similarities and differences in the
two countries involved in a trans-
action. Several issues warrant at-

tention relating directly to busi-
ness practices.

Political structure. The first issue
is that of the major political influ-
ences on business. This includes
such factors as the regulatory cli-
mate, which may affect both the
work force (e.g., unionization) and
the production of goods and prod-
ucts (environmental and health 1s-
sues). Other political issues include
local and country tax structure,
getting money in and out of the
country, tariffs, and political influ-
ences at both the local and nation-
al levels. While many of these is-
sues are legal and financial, they
should all be on a well-developed
due diligence checklist.

Societal norms. Second, deter-
mining what societal influences will
affect business becomes an impor-
rant factor in how business is con-
ducted, Issues such as monvaton,
the concept of wealth, the social
the role of off-work actvites in the
culture can vary widely between
countries. Other social issues such as
power, autonomy, humility, close-
ness, the role of the individual to the

group, training, and education are all

The HR function also
needs to take the lead in
broad tactics associated with
longer-term success of the
acquisition.

similarly important cultural issues to
imvestigate.

Business protocol. A third cul-
tural issue is business protocol. De-
termining how people make deci-
sions (e.g., collaboratively) and
who leads in decision making (e.g.,
the elderly) are subtle but impor-
tant interactional issues. Cognitive
styles are also important to assess.
Some countries value a more con-
crete action-oriented style, and
other countries are more contem-
plative and conceptual. How peo-
ple negotiate and the role of per-
suasion becomes a critical business
practice to understand. The role of
time practices in the culture is
equally notable; some cultures val-
ue punctuality while others are les
time determined. This clearly plays
a role in managing expectations.
The degree formality plays in rela-
tionships and demeanor is another
important variable to consider.
Some cultures require formality in
dress and interactions, while other
cultures are more tolerant of a re-

laxed presence.

Value system. Finally, the value
svstem that dominates a country’s
culture is extremely important in
understanding the role of busi-
ness in that culture. The religious
orientation of the culture can in-
fluence business interactions and
how business is practiced. Some
value systems are quite strice in
their intolerance for practices
that in another culture would be
considered commonplace (e.g.,
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bargaining, rebates). To overlook
or diminish the importance of
certain religious practices (e.g..
religious holidays, attitude on
certain gender-related issues)
risks significantly impairing busi-
ness negotiations. To violate ei-
ther written or informal value-
related behaviors (e.g., use of
tobacco or alcohol products)
could erode confidence in man-
agement. Pre-transaction study
and due respect needs to be given
to the prevailing cultural values
and religious practices.

HUMAN RESOURCE
CONSIDERATIONS

The HR function also needs to
take the lead in broad tacdes asso-
ciated with longer-term success of
the acquisition.® These issues are
essential foundations for cthe de-
velopment and sustainability of a
comprehensive international Hu-
man Resource presence.

Consistency. The first issue is
that of organizational consistency.
Getting leaders and other em-
ployees thinking in the same way
about the company and its busi-
ness objectives on a worldwide
basis is a major but necessary or-
ganizational process. This is not to
say that every business unit needs
to be a carbon copy in practice.
However, in terms of corporate
identity, there may be certain
policies and procedures that must
be the same throughout the orga-
nization. Logo identification and
branding are examples of this
consistency. The way in which
various business units communi-
cate with each other about core
business issucs requires consisten-
cy for mutual understanding. Fi-
nally, because of practical or cost-
related issues, some uniform
practices may be imposed across
all business unics for such reasons



as case of administration or inter-
national timeliness.

Use of human capital. A second
global HR. issue is idenufying and
appropriately deploying talent and
resources across the company. Hav-
ing the right people in the right
place art the right time is a major
HR responsibility. Having a plan
for whether and when to use locals
or expatriates is an example of this
responsibility. This involves a thor-
ough knowledge of broad organi-
zational talent and at least informal
succession planning. Having the
right HR. capability also requires
doing a gap analysis and knowing
when going outside the company
for leadership resources is neces-
sary. Ic also takes knowing whart
training and developmental needs
are required to accomplish furure
organizational objectives.

Maintaining customer focus.
Finally, HR can play a major role
in helping the organization main-
tain customer focus in the midst
of often-chaotic circumstances.
Productivity typically sinks dra-
matically in the acquired company
once the announcement to ac-
guire is made. It contnues to sink
until leaders and major decisions
are put in place. HR can help the
organization maintain a market
and customer focus by having
well-developed communication
plans for integration purposes.
Communication is the glue that
keeps the companies, their em-
ployees, suppliers, and customers
equally informed and aligned dur-
ing the acquisition. HR should be
intimately involved in this process.

In the best of circumstances in-
ternational mergers and acquisi-
tions are extremely complex and
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difficult to integrate. In the worst
cases they can be impossible.
There is nothing more important
than a well-developed, well-re-
searched plan for careful bur quick
implementation. The issues dis-
cussed here will assist the forward-
thinking HR. professional in ad-
dressing the many factors that put
such acquisitions at risk. l
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