Doomed to fail:  

Context and Processes Effects on Merger Longevity

Virgil O. Smith

School of Business

Biola University

13800 Biola Avenue

LaMirada, CA 90639-0001

(310) 903-4770

E-Mail:  Virgil_Smith@peter.biola.edu
and

Kimberly B. Boal

College of Business Administration

Texas Tech University

Lubbock, TX 79409

(806) 742-2150

E-Mail:  Odkbb@ttacs.ttu.edu
December 8, 1999

· This paper is based, in part, on the first author’s doctoral dissertation.  Kimberly B. Boal, Chair.  Correspondence may be addressed to either author.

Doomed to Fail:  

Context and Process Effects on Merger Longevity

_ 





Abstract

Most mergers and acquisitions fail, i.e., acquired firms are eventually divested.  It is generally assumed that they are divested because theorized economic benefits fail to materialize.  We argue and test the general hypothesis that some mergers and acquisitions are doomed to fail because of the context and processes that surround the acquisition.  Articles on mergers and acquisitions reported in Fortune, Business Week, and The Wall Street Journal between 1970-1984 were content analyzed.  Eighty-three of the firms that merged were then tracked for a period, up to 10 years, to examine the factors that predicted longevity.
Doomed to Fail:  

Context and Process Effects on Merger Longevity

Mergers and acquisitions (M&As) have been studied since the early 1900s (e.g., Dewing, 1921).  Yet despite a vast amount of research, the area is still fraught with controversy (cf., Ramanujam & Varadarajan 1989; Seth, 1990; Haspeslagh & Jemsion, 1991; and Chatterjee, Lubatkin, and Schweiger (1992). Although acquisitions are a popular means of growth, many are eventually divested (Porter, 1987; Ravenscraft & Scherer, 1988; Bergh, 1997).  Various researchers suggest that the rate of failure exceeds fifty percent (Montgomery and Wilson, 1986; Porter, 1987).  Thus, the process of growth through acquisition is both a risky and expensive proposition.  The costs associated with acquisitions and their divestiture leave managers wondering why some succeed and others fail.  Even though research has begun to explain why firms undertake acquisitions (see Trautwein, 1990), the limited studies on the fate of specific acquisitions have focused primarily on efficiency and economic explanations (Montgomery & Wilson, 1986; Porter, 1987; Bergh, 1997). 

Prior research has suggested that firms are acquired and divested for efficiency and economic reasons.  Firms acquire for efficiency gains (D’Aveni & Ravenscraft, 1994), to achieve market power (Trautwein, 1990), enter new businesses (Walter & Barney, 1990), or vertically integrate (Mahoney, 1992).  Although excess resource capacity entices a firm to diversify, efficiency is lost in the transfer (Montgomery & Wernerfelt, 1988).  Unrealized gains from acquisitions or over diversification may eventually lead to refocusing through divestment (Markides, 1995, 1992).  Divestitures may be motivated by the need to convert unattractive business units into liquid assets (Hamilton and Chow, 1993).  Other research has also shown that business unit strength and relationship to other units in the firm influence divestment (Duhaime and Grant, 1984), that ownership concentration is associated with the divestment of unrelated and small units (Bergh, 1995), and that ownership structure and product diversification influence divestiture intensity (Hoskisson,  Johnson, & Moesel, 1994).  Taken together, this research suggests that acquisitions are made to add value to the firm.  When this value is not realized, these acquisitions are divested.


We argue that some mergers and acquisitions are doomed to fail.  Fail because the contexts and processes that surround the acquisition make it unlikely conditions of trust will emerge that are necessary for effective integration to occur.  It has long be held that economic exchanges are embedded in a web of social ties (Granovetter, 1985).  These social ties lead to opportunities for cooperation, and deepening trust and commitment between parties (Larson, 1992, Ouchi, 1980). And trust matters (Arrow, 1974).  Trust matters because it promotes cooperation and without it stable social relations are not possible (Hosmer, 1995; Blau, 1964).  Trust matters because it is the most efficient mechanism for governing economic transactions (Chiles and McMackin, 1996; Ouchi, 1980).  And trust matters because it is a source of competitive advantage (Dyer and Singh, 1998). 
THEORY AND RESEARCH QUESTIONS

Social psychologist often treat trust as a static phenomena.  Trust either exists or it does not (Rousseau, Sitkin, Burt, and Camerer, 1998).  In keeping with a more macro institutional view of trust, we view trust as a dynamic process, ebbing and flowing.  As a process, and not a static state, trust is produced, reproduced, destroyed, and restored as a result of actions that unfold over time (Zucker, 1986).  In a similar vein, it helps to think of the mergers and acquisitions as a process, series of activities or sub-events, embedded in contexts.  Actions associated with these processes are argued to promote trust that leads not only to the culmination of attempted mergers but to their longevity as well.  Thinking of M&As in terms of events is not uncommon in the literature (see for instance, Duhaime & Schwenk, 1983; Ginsberg, 1989; Haspeslagh & Jemison, 1991; Jemison & Sitkin, 1986; Mueller, 1977; Turk, 1992).  By thinking of mergers as consisting of a series of activities or sub-events, it is easier to isolate activities that promote inter-organizational trust.  For this study, four sub-event periods were identified as common in the M&A process.  Sub-event periods one through three, labeled history, attempt, response, culminate in the merger taking place.  Activities after the merger, here designated as the fourth sub-event period, also effect whether or not the merger will last.

Sub-Event Period 1:  History.  The first and earliest sub-event period is defined as encompassing all activities prior to a formal announcement of a merger or acquisition attempt.  Most M&A studies assume the process of merger or acquisition begins at the time of the first formal offer.  Studies in the cooperation and trust literature, however, indicate that relationships are built over time, and that the visible activity (in this case a merger or acquisition attempt) is often the culmination of the relationship rather than its beginning.  A history of cooperation between the firms should act to reduce felt uncertainty regarding the merger or acquisition, while a history of non-cooperative dealings would be likely to predispose the parties to hostility in future relations.

In this regard, Haspeslagh and Jemison say; “Groups that share a history of conflict and then are called upon to cooperate may already have erected a significant barrier to such cooperation . . . “ (1991: 305).  Likewise, if the firms do merge, organizational trust, or organizational distrust will affect the ability of the parent organization to control the process of integration.  This suggests that the ability of the merger to achieve the original strategic goals is affected by the mechanisms used in the acquisition process.

This first sub-event period would also include any formal “wooing period,” which could provide opportunities for beginning cooperative communication experiences.  The communication begun here on friendly and open terms can set the stage for the entire sequence of M&A processes to follow.  Previous research indicates that cooperative communication helps to combat uncertainty in the M&A process (Schweiger & Walsh, 1990; Schweiger & Denisi, 1991).  Some M&As are preceded by months or even years of discussion and negotiation, allowing much time to develop relationships between the members of the firms.

H1: An acquisition is less likely to be divested early when there 

had been a history of cooperative efforts, rather than non-cooperative 

efforts or no history, between the acquiring and target firms.
H2: An acquisition is less likely to be divested early when discussions 

had been held between the acquiring and target firms for a longer, 

rather than shorter, period of time prior to the purchase of stock.

Also included in this event period, are contextual elements that could affect the cooperation or trust development between organizations.  It seems likely that if two companies come from an industry with similar product markets, the base of commonality, upon which trust could be built, should increase.  For example Porac, Thomas, and Baden-Fuller (1989) found that manufacturers in the same industry had a common cognitive structure regarding industry factors.  Chatman and Jehn (1994) found that stable organizational culture dimensions existed, and varied more across industries, than within them.  Sales and Mirvis (1985) found that cultural differences between merging firms produced cross-culture conflict.  Therefore, having a common product market background should allow for the easier development of inter-organizational relationships of trust and cooperation.  However, many firms in the same industry are direct competitors, and competition has been found to be negatively related to trust.  Bhagat, Shleifer and Vishny (1990) found, for example, that hostile takeover attempts came most often from firms in the same industry, who were often key competitors.  For these reasons, it is expected that commonality of industry would enhance the likelihood of development of inter-organizational relationships.  However, if the firms are direct competitors, the opposite expectation would hold.

H3: An acquisition is less likely to be divested early when the industries 

the acquiring and target firms came from were more, rather than less, 

similar and the firms were not direct competitors.
The second contextual factor that could affect the creation of cooperation and trust between two firms has to do with their size.  Fowler and Schmidt (1989) found no significant relationship between absolute acquisition size and performance, but Kusewitt (1985) found that size differences between acquiring and acquired firms was significantly related to performance, and suggested that size differences should not be large.  It could be expected that people in the acquired firm would find themselves combined into a much larger organization than they are used to.  This is growth of a particularly rapid kind, which brings along increased stresses.

This increase in size may cause a decrease in trust due to the presumed accompanying bureaucratization and formalization, which have been found to decrease trust in other inter-organizational situations (Moorman, Deshpande, and Zaltman., 1993; Young & Wilkinson, 1989).  This formalization could become apparent in the M&A negotiation process, making it difficult to build trust prior to the merger or acquisition attempt.  Bastien and Van de Ven (1986) consider relative size as a proxy for power in the integration process.  They suggest that a much larger acquiring firm may be able to easily impose its strategic preferences on the new subsidiary.  An imposition of this type will likely be perceived as coercive by subsidiary management, thus decreasing trust between the entities, and would be less likely to be productive in the long run.

H4: An acquisition is more likely to be divested early when the 

sizes of the acquiring and target firms were less, rather than more, similar.

Sub-event Period 2:  Merger Attempt.  The second sub-event period surrounds the formal acquisition attempt, and includes all activities having to do with the public announcement of the attempt.  The announcement could come voluntarily and jointly by the two firms, voluntarily and singly by the bidding firm or through the filings required by the FTC when stock of the target firm is purchased.

The situations and events surrounding the offer may well affect the ensuing relationship between the firms.  Three factors involving the merger attempt are hypothesized to influence the longevity of the merger.

The first of these factors is the stock price premium being offered.  A large offer premium (defined as the amount being offered that is above the current market value of the target firm) may be considered a coercive device by the target firm’s management.  A relatively large premium could serve to smother any considerations of resistance – it is difficult for a target firm’s management to explain to shareholders why they should not accept an offer that is substantially above the market, even if the management is not in favor of the sale.  It is expected that the larger the premium, the more likely it will be perceived by the target firm’s management as a coercive device.  Such an action would tend to decrease any propensity toward trust and cooperation, and the perception of coercion would in turn increase the likelihood of resistance by the target firm.

The argument made here is that the larger the premium offered, the more likely the attempt will be seen as coercive, and the more likely there will be resistance to the offer on the part of the target firm.  Clearly, shareholders prefer large premia, and clearly premia are typically paid.  But shareholders are not the same as the firm’s selling managers, who we argue would view large premia as coercive attempts to by pass them and appeal to the shareholders.   It is not uncommon for a bidding firm to drop an offer simply because it is resisted by the target firm’s management.  Even if the bidding firm persists in the offer, the target firm has many tools available to fight the offer, and the process of resistance may severely diminish the value of the target in the eyes of the bidder.  Should the firms merge, the parent firm, having paid a larger premium, will experience increased pressure to recoup its investment.  Likewise, any expected synergies would have to carry a higher value to offset the original purchase price.  These pressures may, in turn, reduce the probability that the merger will be long lasting.

H5:  An acquisition is less likely to be divested early when the

premium offered by the acquirer was smaller, rather than larger.

Another factor that could affect the inter-organizational relationships in the merger or acquisition is the form of payment offered.  This is an important issue that has both structural and interpersonal elements.  The concerns here are with the interpersonal aspects.  If the acquiring firm offers cash, the offer can either be made to the target firm’s board or, directly to the shareholders of the target firm through a tender offer.  If the offer is to the shareholders, the target firm’s management can be bypassed.  While there are tax, and other, reasons for making cash versus tender offers, we argue that simply making an offer in cash may be an indication to the target that coercive force is available if the offer is refused.  In this sense, a cash offer is at least a threat to coerce, and may be directly coercive.  As in the case of a high premium, a cash offer may increase the likelihood that the offer will be resisted.  Should the merger subsequently occur, other factors come into place.  The bidding firm normally obtains cash for such an offer through increasing its debt, and should the merger take place, the target firm managers could expect heavy pressure to increase cash flow in order to pay down the debt used for the purchase.  Increasing cash flow to this level may severely damage the long-term viability of the combination.

H6: An acquisition is less likely to be divested early when the proportion

 of cash offered in the payment form was less, rather than more.

The third factor that would affect the inter-organizational relationships is the occurrence of a tender offer.  This follows the same logic as to why a high premium, or a cash offer might be considered coercive.  Any reliance upon coercion in the M&A process should serve to diminish trust and cooperation between the firms, and conversely increase the likelihood of resistance, thus lowering the chances for the merger or acquisition taking place.  A combination begun through coercion is unlikely to be integrated through trust and cooperation, and we would therefore expect that it may be less likely to be successful in the long run as well.

H7: An acquisition is less likely to be divested early when, 

the offer was not in the form of a tender offer.

Sub-event Period 3:  Response.  This sub-event period encompasses the situations that surround the target firm’s response to the merger or acquisition attempt, whether friendly or hostile.  Resistance should decrease the ability to rely upon inter-organizational relationships of trust and cooperation to control the subsequent process.  Whether an offer is received by the target company in a friendly manner, or whether it is met with hostility, should also have important consequences for the ultimate fate of the attempt and the combination, should it come about.  Hunt says the following in this regard:

The tone (friendly, hostile) of those negotiations may be the most important influence on subsequent success and failure because of its effect on the negotiations.  Hostility polarizes the negotiation process; contested negotiations do little to assist successful merging of interests; amicable bids allow friendly, unhurried, open debate to ensue during the negotiating phase. (1990:  74)

Once resistance has begun it is difficult to stop, and the likely scenario is for continued resistance, distrust, coercion, and eventual failure.  While resistance is often a reaction to coercion, it can also be seen as an attempt at coercion in its own right.  That is, coercion begets coercion (French & Raven, 1959; Raven & Kruglanski, 1970).  Therefore, the long-term control of a combination begun in coercion will, in most cases, continue in coercion.  Moreover, the long-term success of this pattern of behavior is doubtful.  For instance, Fowler and Schmidt (1989) found that combinations resulting from resisted M&A attempts resulted in lower long-term (4 years) post-acquisition performance, using both accounting and capital market data for the performance measures.  It can therefore be expected that resisted attempts would also tend to result in a higher probability of early divestiture of the subsidiary.

H8: An acquisition is more likely to be divested when the initial offer 

was resisted by the target.

In addition to the initial response, the third sub-event period consists of the time after the initial offer and response, but prior to a completion of the acquisition or a breaking off of the attempt.  In many cases this time period is relatively short, consisting of one or two months, but occasionally it may stretch into years.  The variable of interest during this event period consists of any post-offer discussions.  If the acquisition attempt is not resisted, further discussions by the top managers of the two firms in the period between the offer(s) and the finalized deal can enhance the interpersonal relationships that already exist.  This is a time when many details of the future integration of the firms can be worked out and negotiated.  If the offer is resisted, there is still a chance that differences can be worked out and a fledgling relationship developed prior to the combination.  It is also possible that there are talks after the initial offer and response, but the issues are not resolved.  That is, unfriendly discussions may simply spur on the distrust and coercive efforts on both sides.

H9: An acquisition is less likely to be divested early when cooperative 

discussions, were held after the initial offer and response, but prior 

to the actual combination of the firms.

Sub-event Period 4:  Post Merger Activities.  This sub-event period begins the formal integration process for those M&A attempts that resulted in merger.  Primary sources of trauma in the integration process have been identified by several authors as emanating from the many organizational changes that come about with the integration (see for instance, Buono & Bowditch, 1989; Levinson, 1970; Marks, 1982; Schweiger & Walsh, 1990).

Coercive influences and a lack of trust in subsidiary personnel should negatively affect performance.  For example, when studying post-acquisition performance, Ravenscraft and Scherer found that in cases where top management of the parent company intervened in subsidiary problems, the combination “tended to work poorly” (1988: 198).  Chatterjee, Lubatkin, Schweiger and Weber (1992) reached a similar conclusion, suggesting that an overemphasis on control of the acquired firm may be dysfunctional.

There is ample evidence that higher than average turnover of top management in the acquired firm is common within the first two or three years after an acquisition (Buono & Bowditch, 1989; Cannella & Hambrick, 1993; Shleifer & Summers, 1988; Walsh, 1989; Walsh & Kosnik, 1993).  The question is whether that turnover is problematic for the long-term viability of the combination.  If the subsidiary’s value is in its physical assets, turnover should be of no real importance.  However, if the value of the firm is, in some part, in its human assets, turnover could destroy the very thing purchased (Haspeslagh & Jemison, 1991).

There is reason to believe that one reason for top management turnover following a merger or acquisition is because of the relative drop in status of the top managers in the new, subsidiary, firm.  This drop in status, also termed a “deficit comparison,” has been found in other settings where newcomers arrive to join an established society (Boal, Michael, and Farias, 1993).  Hambrick and Cannella note that: “Acquisitions are often surrounded by an aura of conquest . . .” (1993: 735).  The result is that rather than remain among the conquered, many executives choose to leave.  There is some evidence that subsidiaries that experience low post-acquisition management turnover perform better (Cannella & Hambrick, 1993).

While it may be difficult for subsidiary managers to greatly affect the parent firm, the opposite is not true.  If the parent firm managers have built no positive interpersonal relationships with the subsidiary firm managers, the integration control process normally has to be handled through coercive mechanisms.  This coercion may become manifest, not only in the turnover of subsidiary firm members, but in the placement of parent firm members in high authority positions within the subsidiary.  Likewise, cooperative and trusting inter-organizational relationships should be visible in observable acts of trust in, and cooperation with, subsidiary top managers by parent firm top managers.  One observable symbol of this is the act of moving one or more of the subsidiary firm managers to the board or management team of the parent firm.

This movement is sometimes negotiated in the merger agreement, or may be bestowed by the parent company’s managers after the merger.  In either case, it seems unlikely that the parent firm’s top managers would willingly allow this movement of an outsider into their ranks without the existence of some level of trust.  The value of this movement of people from the subsidiary to the parent firm is that it indicates confidence in the subsidiary personnel, and provides regular contact between managers of parent and subsidiary.  This contact allows the use of interpersonal relationships to control the integration process, which should lead to a longer lasting and more productive combination.

Coercive control of the subsidiary by the parent firm’s top managers should be evident through the opposite case of the above scenario.  That is, if the parent firm managers have no relationship with, or actively distrust, the subsidiary firm managers, they have the coercive power to shove them out, and then flood the newly vacated top management positions in the subsidiary with their own members whom they presumably trust.  Schweiger and Walsh state that movements by the acquiring firm’s managers to “help out” the subsidiary firm, “promotes disputes, defensive reactions and distrust during the integration process” (1990: 61).

H10: An acquisition is more likely to be divested early, 

the greater the turnover of the top management team members.

H11: An acquisition is less likely to be divested early 

the more members of the subsidiary top management team or board 

are placed upon the board or top management team of the parent firm.

H12:  An acquisition is more likely to be divested early 

the more members of the parent top management team or board that 

are placed upon the board or top management team of the subsidiary firm.

METHODS

Sample.  The choice of sample for this study was strongly influenced by the availability of multiple data sources of sufficient richness.  The data sources normally used to study M&As contain little, if any, data relating to the establishment of inter-organizational relationships prior to and during the merger and acquisition process.  For that reason, the sample of M&As studied consisted of those that were reported on, in depth, in Fortune and Business Week magazines for the years 1970 through 1984.  While general economic or industry specific conditions could effect merger activities over such a large time period, we do not believe that such conditions should bias the effects of trust on mergers.  Furthermore, it was necessary to use a large time window to gather a large enough sample of data rich case descriptions that could provide the necessary information for the purposes of this study.  Finally, it was necessary to start and end the data collection on mergers such that there was sufficient time to track the outcomes of the subsequent mergers or acquisitions.

Once the sample was identified, corresponding articles in The Wall Street Journal were additionally used to code the variables.  All M&A attempts of any reasonable size are reported in detail in The Wall Street Journal, and those of special interest receive extended coverage (Turk, 1992).  For M&As that were of special interest (particularly in the case of resisted tender offers), there were sometimes as many as fifty articles over the acquisition period.  The M&A attempts for this study averaged in excess of nine articles per attempt, providing an adequate depth of reporting, as well as the opportunity to cross-check much information.

An earlier study by Boal and Peery (1984) identified a portion of the data sample used here.  They had used MBA students trained in variable recognition and coding techniques to gather the data.  Only one variable (Resistance) from the Boal and Peery study was used here, and all data was cross-checked from other sources.  The variable coding for this study was done by two Ph.D. research assistants trained in the data gathering techniques, and one of the authors of this paper.

Initial Sample Reduction.  After reviewing fifteen years worth of Fortune and Business Week magazines the initial sample included 341 merger or acquisition attempts.  This sample was reduced for a variety of reasons, e.g., merger not completed, white knight bidder, foreign company, or the merger involved only subsidiaries, etc.  This brought the sample size down to 83 firms that were successfully merged and could be tracked long-term.

Independent Variables

Based upon the arguments above, thirteen independent variables were assessed as indicants of trust or coercion.  

Cooperative History A.  This measure looks specifically at previous long-term business dealings between the two firms.  This could be in the form of a joint-venture, licensing agreement, or various supplier relationships.  Furthermore, these relationships could be positive or negative (e.g., a failure of a joint venture resulting in a lawsuit).  This variable is coded as follows:  a cooperative relationship (+1); a non-cooperative relationship (-1); or no relationship mentioned (0).

Cooperative History-B.  This variable has to do with whether one or more members of the top management team or board from one of the firms was also a member of the board or top management team of the other firm, prior to the announcement of the acquisition attempt.  This variable is calculated as the number of one company’s board and top management team that were members of the other company’s board or top management team, divided by the total number of positions.  In the case that each firm had members on the other’s board, the total number of positions between the two firms was used as the divisor.

Pre-Discussion.  This variable was coded as the number of months over which discussions took place before the actual purchase attempt.  Therefore, a value of zero indicates no discussions at all.

Similarity.  A fairly gross, but common measure of relatedness, (Amit & Livat, 1988; Bhagat, Shlieifer & Vishny, 1990; Chatterjee, Lubatkin, Schweiger & Weber, 1992) is given by the four-digit Standard Industrial Classification codes assigned to each firm on the basis of its primary product lines.  Where a firm had multiple product lines and had been assigned multiple SIC codes, the most similar code was used for this analysis.

Coding was as a classification variable where the higher the number of the variable, the greater the similarity.  A code of zero indicates that the digits in the thousands column do not match.  A code of one indicates that the first column matches, but the second column does not.  A code of two indicates that the first two columns match, but the third does not, etc.  If the firms were direct competitors, this variable is negatively scored.

Relative Size.  This a a simple ratio variable.  It was figured as the total assets of the bidder divided by the total asset of the target.  Size is commonly measured in this manner in the strategic management literature (e.g., Chatterjee, Lubatkin, Schweiger & Weber, 1990.)  This variable can be considered as a proxy for the amount of coercive force that can be brought to bear upon the target by the bidder.

Premia.  Premia is another variable that is a proxy for coercive force.  Premia was figured as the ratio of the price share offered by the bidder for the target in the final offer (whether or not the bid was successful) divided by the price per share of the target prior to the announcement, or the first mention of the possibility of merger, as disclosed in The Wall Street Journal.

Payment Form.  Payment form is also a proxy variable for actual or potential force brought to bear by the bidding company.  The issue here is that cash can be used to take over a firm without the board or top managers’ permission.  This variable was measured as the percentage of the transaction price paid by the parent firm that was paid with cash.

Tender Offer. The tender offer comes about when the potential acquiring firm makes an offer for the stock of the target firm to the target firm’s owners of record.  A tender offer is normally in cash, and effectively by-passes the board members and top managers of the target corporation, though they can send letters to the shareholders giving advice as the the wisdom of accepting the offer.  This variable was coded as a dummy Yes (1) or No (0).

Active Resistance.  Active resistance can come in many forms.  Fetehe-Sedeh and Shin (1982) outline seven defensive tactics that may be used to fend off an unwanted acquisition attempt, including:  (1) takeover prevention plans; (2) stock manipulation; (3) debt manipulation; (4) changing the corporate bylaws; (5) public relations efforts against the takeover; (6) legal actions; and (7) defensive mergers.  What Fetedi-Sedheh and Shin (1982) termed defensive mergers is what we describe, later, as a White Knight defense.  The active resistance variable was measured as eight separate variables scored from zero to the maximum of number of separate occurrences of that form of resistance.  These were then summarized .  A lack of any of these resistance techniques was interpreted as a friendly merger or acquisition attempt.

Post-Discussion.  It is quite common for discussion to begin or continue after this time and prior to the formal combination, or the breaking off of the bid.  For example, if the initial offer is rejected then may lead to further discussion or the emergence of new bidders, both of which drag out the process.  Once friendly discussions may turn acrimonious and lead to resistance on the part of target firm’s managers.  On the other hand, friendly and cooperative discussions should build harmony and the basis for future work relations.  This variable was coded as a dummy, in the form of, cooperative discussions (+1), non-cooperative discussions (-1), or no talks reported (0).

Subsidiary Members Movement to Parent. This variable is a symbolic indication of the parent executive’s trust in, and acceptance of, subsidiary members.  It was measured as the number of individual members from the subsidiary’s top management team, or board, that were place upon the patent top management team, or board, within two full years of acquisition, divided by the total number of positions.  A two year period was chosen because Walsh and his colleagues (Walsh, 1989; Walsh & Elwood, 1991; Walsh & Kosnik, 1993) found that the great majority of subsidiary managerial turnover occurred within two years of acquisition.

Parent Members Movement to Subsidiary.  Opposite the previous measure, this variable is construed as a symbol of coercion.  It is measured as the number of members from the parent’s board or top management team that were place upon the subsidiary board or top management team within two full years of the acquisition.

Subsidiary Turnover.  This is based upon the prior work of Walsh (1989) and is also construed as a measure of coercive control by the  bidding organization.  This variable was measured as a percentage of the top managers and board members from the subsidiary that left the organization within the first two full years after the acquisition, divided by the total number of original positions.


ANALYSES AND RESULTS

Since many of the variables used in this study are new, and since we argue that some of the variables that other researchers have used can be reinterpreted in terms of trust, it was first necessary to establish if our variables act in a theoretically meaningful and consistent way.  Towards this end, we conducted a factor analysis.  Following, we examine both the individual and simultaneous effects of the variables on merger culmination and longevity. We employed two approaches:  GLM was used to assess the individual effects, while Path Analysis was used to assess the simultaneous effects. These are 

The means, standard deviations, and correlations are reported in Table 1.  In is interesting to note that the relationships between the dependent and independent variables generally are as expected.  That is, the variables measuring mechanisms expected to indicate the use of inter-organizational cooperation and trust tend to be negatively correlated with the early divestiture variable.  Also, the variables measuring mechanisms that indicate the use of coercion are positively correlated with the early divestiture variable.  It is difficult, however, to determine from the correlations whether there is one, or more than one, underlying factors.  Therefore, a factor analysis of the independent variables was performed.

Insert Table 1 About Here

-------------------------------------------------------------------------------------------------------------------------------

Factor Analyses  

It was expected that this study would essentially find the one construct of control underlying the independent variables.  It was also expected that the one construct would be bipolar, with the variables indicating trust and cooperation loading opposite the variables indicating coercion.  The result for the factor analysis of the independent variables leading to merger is shown in Table 2.  It is common for researchers to treat loadings exceeding .4 or .5 as meaningful in an exploratory factor analysis (Pedhazur & Schmelkin, 1991).  While one factor was initially expected, the results from this analysis indicate a reduction to three factors.  

Insert Table 2 About Here

------------------------------------------------------------------------------------------------------------------------------

Of the variables prior to acquisition, the anticipated bipolar results are indicated, and these variables, except for Relative Size, make up the first factor.  The second factor is made up of movement of personnel from the parent to the subordinate (Parent to Subordinate Management), and management turnover in the subordinate (Management Turnover).  There is also some marginal cross-loading on this factor, from some of the variables from the first factor.  Factor 3 is made up of Relative Size loading in a bipolar fashion with movement of personnel from the subordinate to the parent management (Subordinate to Parent Management) and movement of personnel from the subordinate to the parent board (Subordinate to Parent.  

Trust is expected to be the underlying construct here, but the measurement took place in two unique situations—acquisition and integration.  It would seem that trust in the acquisition attempt is different from control in the integration of the firms.  Nevertheless, in each of the three factors the variables load consistently in the expected bipolar fashion.  Pedhazur and Schmelkin indicate that examples of an expected single construct producing multiple factors, but with consistent loading of variables, are not unusual in social science research, and suggest that there is little problem with assuming a single underlying construct, if the factors are identifiably related (Pedhazur & Schmelkin, 1991).

GLM Analyses of Individual Effects.  

The research question considered in this study has to do with examining the effects of acquisition mechanisms and post-acquisition mechanisms on early divestiture.  A general linear model (GLM) procedure was used instead of ANOVA because GLM is designed to provide an analysis of variance for unbalanced data.  Logistic regression was not used because all of the independent variables are not from the same time period and it was expected that the independent variables would be highly correlated, since they all measure control mechanisms.

This initial analysis was designed to determine if the mechanisms have independent effects.  In order to determine the simultaneous effects of the independent variables on the dependent variable, a path analysis is appropriate for this study, since the time sequence of the mechanisms being studied can be dealt with in this way (Bollen, 1989; Pedhazur & Schmelkin, 1991).  The results of this first test, along with the means of the dependent variables, and the ANOVA R2 are shown in Table 3

Insert Table 3 About Here
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Variables Associated with Merger Longevity.  The results from the test for direct effects for the variables leading to early divestment are shown in Table 4.  The variables that showed significant main effects in this analysis include:  Cooperative History (p < .05, R2 = .06), Pre-Discussion (p < .05, R2 = .05), Similarity (p < .05, R2 = .07), Relative Size (p < .05, R2 = .08), Premium (p < .01, R2 = .11), Tender Offer (p < .01, R2 = .11), Resistance (p < .05, R2 = .07), Post-Discussion (p < .01, R2 = .10), Subordinate to Parent Management (p < .01, R2 = .10), and Parent to Subordinate Management (p < .05, R2 = .05).  All of the effects were in the expected direction supporting hypotheses 1, 2, 3, 4, 5, 7, 8, 9, and 11.

Three variables were not found to have significant main effects on early divestiture.  The first of these was Payment Form.  While the result for this variable was in the right direction, it was not significant at .05 (p < .0895, R2 = .035). The other two variables that did not show main effects for this analysis was Subordinate to Parent Board (p = .6465, R2 = .003), and Management Turnover (p = .1778, R2 = .02).   Thus, hypotheses 6, 10, and 12 were not supported.  

The adjusted R-square for the entire model was .37.  

Path Model Analyses of Simultaneous Effects

Analytic Procedures.1  The earlier analyses performed with this data set made it clear that the data did not approach a multivariate normal form.  However, Bollen (1989) indicates that consistent estimations of structural equation models can still be obtained when the observed variables are non-normal.  A special difficulty with the data set used here is the number of ordinal variables, but specific methods have been developed in order to deal with this problem.  Prelis is a computer program that has been designed as a preprocessor for Lisrel models, specifically performing multivariate data screening and data summarization.

While the variables for this study were chosen as indicators of trust and cooperation, they clearly are part of the control function in the M&A process, so it is appropriate to consider them as formative.  When dealing with formative variables it is appropriate to perform a path analysis with a fixed amount of error in the variables (Bollen, 1989).  Because of under identification problems due to the number of variables available for each construct, it was decided to do an analysis of the structural effects by defining the measurement models through single indicant constructs.  To do this, a principle components analysis was performed on the multiple variables that indicated a single construct.  The analysis was constrained to a single principle components score, which was then entered into Prelis as the construct of interest.  Where there was a single indicant for a construct, such as in the case of Relative Size, the variable was entered into Prelis in its raw form.

We determined to leave Payment Form in the path analysis model since the level of confidence was close to our cut-off point of .05.  However, It was determined to drop subordinate to Parent Board and Management turnover from the path analysis  .For the model to early divestiture, Cooperative History, Pre-Discussion, and Similarity were entered together to provide a single principal component score for an indicant termed “History.”  Likewise, Premium, Payment Form, and Tender Offer were combined to provide an indicant termed “Attempt,” and Active Resistance and Post-Discussion were entered together to provide a variable termed “Response.”  We combined Active Resistance and Post-Discussion into one construct because it had been discovered in the data gathering that Post-Discussion was inevitably requested by the bidding firm and could be seen as a response to the offer by the target firm. In addition, we entered single indicant constructs for Relative Size, Subsidiary Members to Parent Management, Parent Members to Subsidiary Management, and “Time To Divestment,” entered as a raw variable of time to divestiture measured in months, with an upper limit of 120 (ten years).  The time to divestiture in months was used rather than the bivariate measure of Early Divestiture because of the greater discrimination available.  Time To Divestment is constrained on the upper end because of the ten year limit to the study, so this variable was declared to be constrained above when entered into Prelis.  A matrix of polychoric correlations was requested in the Prelis output, since this method of computing correlations was found by Joreskog and Sorbom (1986) to be consistently less biased than others available when one or more input variables is ordinal.

Constraining the Measurement Model.  At this point, the analysis could be pursued using a structural equation model.  For the model of variables to merger, History was entered as the indicant for the single Ksi in the model.  There were then three Eta’s of  Attempt, Response, and Merged.  For History, Attempt, and Response, the lambda paths (in LX and LY) were fixed at .9.  The use of single indicants for latent variables requires an assumption as to the measurement error of the variables (Bollen, 1989).  While it is common for researchers to assume that the variables in such path models are measured without error, Pedhazur and Schmelkin point out that such an assumption is unrealistic, and some assumption regarding measurement error is more appropriate than an assumption of no error (Pedhazur & Schmelkin, 1991).

Due to the possibility of a lack of reporting on the occurrence of some variables of interest, we decided to use a correlation of the observed variables to the latent variables of .9 for all but the outcome measures.  The outcome measure of Early Divestiture had been cross-verified through at least three sources each, so it was assumed that they were measured without error.  Three more Eta’s were created for the constructs of Relative Size, Subsidiary Members to Parent Management, and Parent Members to Subsidiary Management. The outcome construct for this model was Time to Divestment.

Model Comparisons.  Creating a path model with single indicants of constructs always provides a perfect fit (X2 of 0 with 0 degrees of freedom) when the structural model is allowed to be unconstrained.  The coefficients of determination reported for the X and Y variables are set by the constraints entered.  The squared multiple correlations (R2) for the structural equations and the factor loadings cannot be assumed to be statistically accurate because of the assumptions made in the measurement model, and the abnormality of the data.  What can be done with this type of analysis, is to compare the general fit of various models.  X2 difference tests cannot be expected to be statistically reliable, but a general comparison of X2 changes and the resulting change in the fit indices can indicate if one model fits the data substantially better than the others.

In this analysis, three models were evaluated for each of the outcomes measured in this study.  The first model for each outcome is a model of direct effects.  The difference between this model and the analyses of direct effects performed earlier, is that the variables are considered simultaneously, and some measurement error is assumed.  The second model for each outcome primarily examines intervening effects.  Essentially, this model views earlier mechanisms as causing later mechanisms.  The third model allows both direct and intervening effects.  The three models for each outcome variable are graphically depicted in Figures 1 through 3.  Figure 4 shows the most parsimonious model that includes both direct and indirect effects.  Only the structural models are shown since the measurement models are fixed in the analysis.

Insert Figures 1-4 About Here
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Models of Variables to Early Divestiture.  The first model for this outcome variable again depicts only direct effects (Figure 1).  For this model, X2 with 15 degrees of freedom is 138.91, the Goodness of Fit Index is .652, the Adjusted Goodness of Fit Index is .350, and the Root Mean Square Residual is .272.  Again the fit for a direct effects model is not very convincing.  Only three of the six direct paths are significant.  These are the paths to the outcome variable from History, Attempt, and Relative Size.

Model 2 for Early Divestiture (Figure 2) is primarily a model of indirect effects, except for Relative Size, which is allowed a direct effect, since it was not correlated to the other independent variables.  It was found in the earlier analyses that Relative Size also had an affect upon the movement of management personnel from the subsidiary to the parent, probably because personnel from a very small subsidiary would be unlikely to have the experience necessary to move directly to the parent firm.  Because of this, a path from Relative Size to Subsidiary Members to Parent Management was also allowed in this model.  Also, since the movement of subsidiary personnel to the parent, and the movement of the parent personnel to the subsidiary are in the same time sequence, paths to both were allowed from Response, and from both of them to Time to Divestment.  This model is a distinct improvement in fit over Model 1.  X2 with 13 degrees of freedom is 19.57, the Goodness of Fit Index is .942, the Adjusted Goodness of Fit Index is .874, and the Root Mean Square Residual is .071.  The T values of the paths for the structural model indicate that all paths are significant.

In Model 3 (Figure 3) both the direct and indirect effects are allowed.  As in the last model, a path is also allowed between Relative Size and Subsidiary Members to Parent Management.  The fit indices are slightly higher on this model than Model 2.  X2 with 5 degrees of freedom is 1.94, the Goodness of Fit Index is .993, the Adjusted Goodness of Fit Index is .963, and the Root Mean Square Residual is .030.  Three paths in this model show very little evidence of validity.  These are the indirect paths of History to Subsidiary Members to Parent Management, Attempt to Parent Members to Subsidiary Management, and Response to Parent Members to Subsidiary Management.  Removing these three paths (Figure 4) provided a  X2 with 8 degrees of freedom of 2.47.  The Goodness of Fit Index is .992, the Adjusted Goodness of Fit Index improves to .972, and the Root Mean Square Residual is .032.  This seems to be the best fit considering parsimony.

DISCUSSION

The research question that prompted this study was do contextual and processes effects that promote inter-organizational trust predict merger longevity?  This is not to say that other factors do not effect whether or not M&As come together or fall apart in the pre-merger or post merger phase.   Nor is it to say that there are not additional reasons that may also explain why M&As are eventually dissolved. However, of the mechanisms studied here, it is clear that those which build trust and cooperative relationships do predict early divestiture.  Furthermore, we think the findings from this study provide a counter balance to studies that focus only on the economic rational for a merger, and forget the human element.  We contend, that on balance, M&As born in distrust and coercion, have a high likelihood of failure despite their economic and organizational rational.  

Mechanisms Prior to Announcement.  It seems clear that a history of mutually cooperative actions, a long “wooing” period, and industrial similarity without direct competition all significantly decrease the chances that the merger will end in early divestiture.  One of the key findings of this study was that events that happen prior to the announcement of the acquisition attempt are important to the process.  Perhaps the most striking thing to notice here is the sheer time span involved.

The time span measured in this study between Cooperative History and a divestiture was a minimum of six years.  For those combinations that did not experience divestiture, the time period was 12 or more years.  The trust literature indicates that trust begets more trust and cooperation, so it has a long-term effect (Whitener, Brodt, Korsgaard, and Werner, 1998).  Interpersonal relationships, including trust, take time to develop, but reap benefits far into the future.  One lesson from this study is that events such as an acquisition attempt do not stand in isolation from previous events.  History is important.

A second lesson is that it is not expedient to rush into a major change event, like a merger, even though the opportunity may seem irresistible.  Many times M&As are rushed through because of the fear that other bidders will enter the contest.  The message of this study is that bidders should resist this impulse if they desire a beneficial long-term relationship.

This study also provides evidence that having a similar industrial background enhances the probabilities of having a similar culture (Chatman & Jehn, 1994).  When coupled with a lack of prior competition, the similarity enhances the chances for merger, as well as the probabilities for a lasting relationship.  It may be that some of the mixed results from previous relatedness studies (for a discussion of these, see Haspeslagh & Jemison, 1991; Ramanujam & Varadarajan, 1989) comes from the two, quite different, aspects of relatedness.  One factor is the fit and synergies available through vertical or horizontal integration – the relatedness issue.  The other factor is the similarity of backgrounds of, and competition between, the people who have to work together to make the merger achieve these synergies – the inter-organizational relationships issue.

Mechanisms of the Acquisition Attempt.  Indications from this study are that a bidder’s larger relative size is significantly related to early divestiture.  However, there was no real evidence in this study that the negative effects of a large size difference between the parent and subsidiary firm, on the long-term viability of the combination, are due to issues of trust.  At the most, the path analysis would indicate that a large relative size discrepancy between a buying and purchased firm would lessen the likelihood of managers from the subsidiary firm being able to move to the parent firm, and this movement does seem important to the longevity of the combination.  This is an intriguing possibility that deserves more study.  

This study found that a modest price increase over prevailing market prices is associated with a long-term relationship, but a large premium in the offer has the opposite effect.  The long-term result of a high premium paid is easy to understand.  When a parent company has paid a high price for a subsidiary – perhaps a higher price than it was worth – there is tremendous pressure put on the parent firm top managers to show all and sundry that they made a wise decision.  This pressure is ultimately transferred to the top managers of the subsidiary, and if the response is not favorable or immediate, further coercive pressures are often brought to bear.  Such pressures combined with the lingering hostility from the acquisition process will significantly enhance the probability of early divestiture.

The traditional argument for the effect of a cash offer on the merger is a structural one – that, in order to get cash, the parent firm normally assumes a large amount of debt.  A stock offer, on the other hand, has a tendency to dilute earnings.  It is assumed that shareholders of the parent firm would rather have it use debt to finance the purchase because, as long as additional earnings from the subsidiary are higher than the debt payments, the parent shareholders benefit.  However, this kind of argument does not explain the fact that, in this study, Payment Form is significantly related to, and factors with, every other independent variable except Relative Size.  It seems likely that the effect of a cash transaction has more to do, at least symbolically, with the cooperative and coercive effects of the acquisition attempt.  Of course, once a parent firm has assumed a large debt load there is pressure put on it to service and pay down that debt.  Like with a high premium, this pressure may get transferred to the target firm, and thus, increase the chances for early divestment.

Mechanisms Used in Response to an Offer.  It is of particular interest to note that the effects of a target firm’s resistance to an offer to merge are not short-term.  The results of this study suggest that resistance have far reaching negative effects.  Cooperative post-offer discussions were significantly related to the chance of a long-term combination.  It could be argued that these discussions simply reflected the direction the acquisition process was taking, and did not really affect the outcome.  That is, cooperative talks at this stage may be a result of the foregone conclusion of merger.  However, it could be expected that even this kind of discussions would have some effect on the integration of the two firms.  To explain the full effect of cooperative post-discussions upon the probabilities of early divestiture requires more thought.  There are essentially two explanations, both of which seem likely to be true.

First, the discussions may provide the opportunity for the parties to negotiate and plan the integration process in more detail while the target firm management still has some control over the process.  Second, the burgeoning relationships of trust and cooperation at this point may set the stage for further cooperation in the integration of the merger.  Given these relationships, all of the integration processes would not have to be worked out in great detail prior to merger, since the target management could trust the bidding management to continue a two way dialogue, and to attempt to find cooperative solutions to the inevitable problems to be faced in the integration.

Post-Merger Mechanisms.  An interesting result came out of the analysis of movement of subsidiary personnel to the parent board or management.  Members were moved from the subsidiary to the parent board almost twice as often as they were moved to the parent management.  However, movement of personnel to the parent board does not have a significant effect on the integration, while movement to the parent management was a significant predictor of integration success.  This makes some sense from a trust and cooperation perspective, in that the interpersonal interaction would be much higher at the management level than at the board level.

A movement of personnel to the parent management team shows confidence and trust in the subsidiary management.  Since these individuals almost always continue to serve a role in the subsidiary as well, it also allows subsidiary management to have regular and personal access to decision-makers in the parent firm.  Discussion and exchanges of information are probably much more personal and informal, allowing for more flexibility in decisions.  The top managers of the subsidiary, who are also part of the parent team, would gain much insight into the values and culture of the parent firm.  This should allow these individuals to better interpret the parent organization to the subsidiary.

Movement of personnel from the parent firm to the subsidiary management team had a significant and negative effect upon the length of time the parent company kept the subsidiary.  Two years after the merger, subsidiaries that were kept only averaged eight percent of their top management team made up of people from the parent, while those that were divested early had almost 18% in that category.  The evidence from this study suggests that when acquiring another firm, moving subsidiary managers to the parent promotes the well being of the combination, while moving parent managers to the subsidiary tends to do harm to the combination.  The reasons for this can be directly traced to issues of trust and cooperation, versus coercion in the integration process.

Management turnover was not significantly linked with early divestiture in this study.  This is somewhat surprising, since there are many arguments as to why it should be.  If the target firm’s value is in its physical assets, turnover should be of no real importance.  However, if the value of the firm is, in some part, in its human assets, turnover could destroy the very thing purchased.  The Resource Based View of the firm would argue that the essential routines of the firm are embedded in the knowledge bases of the human resources.  As such, the core competencies of the firm could be destroyed through excessive turnover.  It may be that turnover should be best considered as a dependent variable, as done by Walsh (1989).

Summary.  Overwhelmingly, actions on the part of the bidding or parent firm that are coercive are associated with negative outcomes in this study.  Meanwhile actions that promote, develop, and rely upon trust and cooperation in inter-organizational and intra-organizational relationships are more likely to produce a viable merger that has long-lasting benefits.  One can only conclude that appropriate handling of the process is crucial to achieving the fit and synergies that are sought in M&As.  Our findings suggest that the potential beneficial effects of M&As may be lost before they ever have a chance to be achieved because of the manner in which the firms enter into the marriage as well as the actions they take to develop common ground.

Limitations of the Research.  The major limitations of this research stem primarily from its exploratory nature.  Because some of these issues had never been researched previously, many of the measures were more coarse grained than would be desirable for many studies.  It would have been desirable to directly measure trust.  However, to do so would raise many theoretical and empirical issues not easily resolved.    The attempt to use a larger sample for the sake of generalizability forced this reliance upon imperfect measures.  However, these measures generally acted in the manner consistent with their theoretical underpinnings.

Also, the use of the business press as a unique source of secondary data did not allow for the employment of random sampling techniques, and allowed only an approximation of some variables of interest.  A sample derived in this way is unlikely to represent the average M&A in every detail, since the reason for inclusion in the data set is because of attention by the business media.

Strengths of the Research.  Even though there are some important limitations to this research, the methods used were consciously chosen in the belief that the unique strengths would more than offset the limitations.  First of all, even though the data sources are unusual, they have shown great promise for this type of study, and the use of secondary data allows for replication of the results.  Secondly instead of relying upon subjective readings of the secondary sources (e.g., the desires of the managers involved), we decided to code objective mechanisms of the process that could be verified.  This “objectivity” of the data helped to create inter-rater reliabilities well above 90%, and allowed cross-referencing of data from more than one source, which helped ensure accuracy of coding, and aided in tracking down some events.  Finally, this study looked at various process issues that have not previously been studied on this scale.  Recall the predictive power of the variables.  Despite not including economic data about the success of the mergers studied, data about the fit between cultures or operating systems or other characteristics thought to influence the success of M&As,  collectively, the variables studied explained almost 37% of the variance.  Compared to other studies this is exceedingly high.  

END NOTES

1.
Logistic regression was not used because all of the independent variables are not from the same time period and it was expected that the independent variables would be highly correlated, since they all measure control mechanisms.

2.
In this study, the Time to Divestiture variable is unusual in that it has a maximum value of 120 (120 months, or ten years).  Thus, the variable is artificially constrained on the top end.  Survival analysis is designed to deal with this type of problem, by treating the upper limit of the outcome variable as open (i.e., equal to, or greater than, the maximum recorded).  However, Survival Analysis is not designed to deal with intermediate variables, which we have in this study.  Path Analysis is designed to deal with intermediate variables, and also can accommodate a variable that is artificially constrained.  For this analysis, we used the Lisrel pre-processor program, Prelis.  When the variables were entered into Prelis, the Time to Divestiture variable was declared to be constrained in the upper limit.  Thus, pre-processing of the data allowed us to deal with this constraint.
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TABLE 1

Means, Standard Deviations, and Correlations

	Variables
	Mean
	Standard Deviation
	Cooperative History
	Pre-Discussion
	Similarity
	Relative Size
	Premium
	Payment Form
	Tender Offer
	Resistance
	Post-Discussion
	Subordinate to

Parent Management
	Subordinate to

Parent Board
	Parent to Sub-

ordinate Management
	Management

Turnover
	Early

Divestment

	1. Cooperative History
	-0.01
	0.48
	 1.00
	
	
	
	
	
	
	
	
	
	
	
	
	

	2. Pre-Discussion
	2.21
	3.19
	 .36*
	 1.00
	
	
	
	
	
	
	
	
	
	
	
	

	3. Similarity
	 0.65
	2.72
	 .26*
	 0.31*
	 1.00
	
	
	
	
	
	
	
	
	
	
	

	4. Relative Size
	31.65
	265.8
	 0.01
	-0.04
	 0.09
	 1.00
	
	
	
	
	
	
	
	
	
	

	5. Premium
	1.31
	0.54
	-0.13
	-0.22*
	-0.21*
	 0.00
	 1.00
	
	
	
	
	
	
	
	
	

	6. Payment Form
	0.56
	0.45
	-.21*
	-0.45*
	-0.31*
	 0.06
	 0.18*
	 1.00
	
	
	
	
	
	
	
	

	7. Tender Offer
	0.32
	0.47
	-.35*
	-0.46*
	-0.41*
	-0.06
	 0.42*
	0.46*
	 1.00
	
	
	
	
	
	
	

	8. Resistance
	2.40
	3.67
	-.26*
	-0.42*
	-0.39*
	-0.06
	 0.27*
	0.41*
	 0.72*
	 1.00
	
	
	
	
	
	

	9. Post-Discussion
	0.43
	0.71
	 .34*
	 0.46*
	 0.29*
	 0.05
	-0.20*
	0.36*
	-0.33*
	-0.47*
	 1.00
	
	
	
	
	

	10a. Subordinate to        Parent Management
	0.03
	0.06
	 0.08
	 0.25*
	 0.12
	-0.18
	-0.19
	0.39*
	-0.23*
	-0.20
	 0.15
	 1.00
	
	
	
	

	10b. Subordinate to   Parent Board
	0.06
	0.09
	 .23*
	 0.32*
	 0.21
	-0.25*
	-0.19
	0.36*
	-0.28*
	-0.18
	 0.19
	 0.49
	 1.00
	
	
	

	11. Parent to Sub-     ordinate Management
	0.12
	0.21
	-.22*
	-0.22*
	-0.37*
	-0.08
	 0.04
	 .35*
	 .41**
	 0.24*
	-0.26*
	-0.15
	-0.27*
	 1.00
	
	

	12. Management

      Turnover
	0.42
	0.29
	-0.19
	-0.09
	-0.19
	-0.06
	 0.02
	 .33*
	 .35**
	 0.19
	-0.32*
	-0.11
	-0.21
	0.53*
	 1.00
	

	13. Early

      Divestment
	0.45
	0.50
	-.25*
	-0.23*
	-0.26*
	 0.34*
	 0.33*
	 0.19
	0.34**
	 0.27*
	-0.31*
	-0.32*
	-0.05
	 0.23*
	 0.15
	 1.00


P < .05 = *; P < .01 = **; P < .001 = ***; For Variables 1-10, n=213; For Variables 11a-14, n=

TABLE 2

Results of Factor Analysis on the

Independent Variables Leading to Early Divestiture

(Rotated Factor Pattern Using Promax Oblique Rotation)

	Variables
	Factor 1
	Factor 2
	Factor 3

	Cooperative History
	-0.57163
	-0.28320
	0.01376

	Pre-Discussion
	-0.69071
	-0.13835
	0.33810

	Similarity
	-0.51370
	-0.39964
	0.20624

	Relative Size
	-0.14146
	0.03534
	-0.62348

	Premium
	0.73981
	-0.05622
	-0.15440

	Payment Form
	0.63054
	0.40686
	-0.43890

	Tender Offer
	0.89769
	0.43509
	-0.21301

	Resistance
	0.80023
	0.25626
	-0.12315

	Post-Discussion
	-0.76553
	-0.34455
	0.09590

	Subordinate to Parent Management
	-0.28930
	-0.11137
	0.77838

	Subordinate to Parent Board
	-0.33100
	-0.29282
	0.78625

	Parent to Subordinate Management
	0.31262
	0.85799
	-0.24827

	Management Turnover
	0.25321
	0.85458
	-0.10346


Colored Cells Represent Loadings > .50;  n=83

Variance Explained by Each Factor Ignoring Other Factors

FACTOR1      FACTOR2      FACTOR3

4.42                2.37                2.13

TABLE 3

ANOVA Summary Table

Antecedents of Merger Longevity

	
	
	
	
	Means
	

	Independent

Variable
	F
	(df)
	p
	Not

Divested
	Divested
	R2

	Cooperative History
	5.41
	(1,81)
	0.0225*
	0.15217
	-0.08108
	0.06265

	Pre-Discussion
	4.67
	(1,81)
	0.0337*
	4.45109
	2.60766
	0.05448

	Similarity
	5.99
	(1,81)
	0.0166*
	1.86957
	0.56757
	0.06883

	Relative Size
	6.71
	(1,81)
	0.0115*
	5.39665
	13.99948
	0.08216

	Premium
	9.80
	(1,81)
	0.0024*
	1.18399
	1.38146
	0.10794

	Payment Form
	2.95
	(1,81)
	0.0895
	0.40927
	0.57873
	0.03518

	Tender Offer
	10.37
	(1,81)
	0.0018*
	0.15217
	0.45946
	0.11350

	Resistance
	6.22
	(1,81)
	0.0146*
	0.71739
	2.21622
	0.07135

	Post-Discussion
	8.65
	(1,81)
	0.0043*
	0.93478
	0.56757
	0.09651

	Subordinate to Parent Management
	9.11
	(1,81)
	0.0034*
	0.04641
	0.00876
	0.10113

	Subordinate to Parent Board
	0.21
	(1,81)
	0.6465
	0.06714
	0.05827
	0.00261

	Parent to Subordinate Management
	4.69
	(1,81)
	0.0350*
	0.08087
	0.17963
	0.05372

	Management Turnover
	1.85
	(1,81)
	0.1778
	0.38524
	0.47201
	0.02231


* indicates significant effect; n=83; ANOVA R2

Total Adjusted R2 = 0.3689
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FIGURE 3





Model 1


Antecedents to Merger Longevity-Direct Effects
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FIGURE 2





Model 2


Antecedents to Merger Longevity-Indirect Effects
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Model 3


Antecedents of Merger Longevity-Indirect and Direct Effects





FIGURE 4


Model 4:  Antecedents of Merger Longevity-Direct and Indirect Effects
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