Cultural Conflict and Merger Failure: An Experimental Approach

(Weber, Camerer, 2003) Seminar Week 9
Question:

Why do mergers fail? 
Maybe because two distinct organisational cultures meet that are not easily compatible and thus do not allow to fulfill the expectations pre-merger. (Organisational culture: Common stock of knowledge shared by employees. Helps members to successfully coordinate activities without having to reach an agreement explicitly.) Incompatible cultures disrupt the work flow because communication cannot be based on the same common ground anymore, which in turn leads to decreased efficiency.

Methodology (Experiment):
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Abbildung 1 Task times (cf. Rohit’s presentation)
Over-Optimism

The fourth subject not incorporated in the post-merger group estimated an avg. completion time of 69 sec. before the post-merger rounds started. Actual turned out to be 86 seconds. over-optimism and underestimation of cultural integration.

Attribution Error

Also, using a questionnaire, an attribution error occurs: Although “old” pairs, i.e. managers and workers who have worked previously (pre-merger) together acknowledge that the task is much harder for “new” employees, they also say that the decreased output would be due to their lack of skill. Subjects blame on members of other pre-merger firm for decrease in performance (possible reason for high turn over rates after mergers).
Phase 1(PreMerger)





20 Rounds with many firms: Manager describes 8 picturesto one employee, who has to find them out of 16and sort them in the orderthey weredescribed by the manager. (Manager/ Employee switch). Bilateral communicationallowed. Efficiency = time.





Hypothesis:


Over time, as they develop organizational culture, firmswill get faster. Efficiency increases.





Result:


They do become faster. Cf.table.








Phase 2 (PostMerger)





10 round same task as in Phase 1, but now to each ‘onemanager, one employee’ firm a second employee is added, who has not work witheither previously. Roles remain.





Hypothesis:


Merged firms will be slower, b/c they lack commonunderstanding.





Results:


It takes post merger firms significantly longer tofigure out the order of the pictures, also compared to control group (for sizeeffects) of three employees.


Cultural Integration neg. affects performanc











