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FOREWORD

Mergers and acquisitions (M & A) transactions are well-known phenom-
ena in all industries and play an important economic role. This notwith-
standing, it is reported that a majority of M & A transactions fail to meet
their intended purpose. The human factor is seen to play an important role
for such high transaction failure rates. Thus, retention of key employees
is deemed to be an important factor for M & A transaction success. The
author’s experience as legal counsel in a number of M & A transactions has
confirmed the importance of key employee retention.

A critical evaluation of the literature reveals that the human factor is, in-
deed, seen as a key element for M & A transaction success and that such
success may be influenced by key employee retention. The evaluation has
further revealed that perception by the employees of M & A transactions
may influence their reaction to the resulting major changes. The key em-
ployees’ reaction is, further, influenced by a number of external factors
that affect the M & A transaction process (such as, e.g., legal restrictions
and the economic climate) as well as internal measures that managers de-
sign with a view of retaining key employees.

The author has applied qualitative research methodology and has carried-
out a research which has been based on in-depth interviews with manag-
ers that have been involved in their relevant capacities in various M & A
transactions. The primary data collected has been carefully analyzed and
used to develop a validated research model of factors that may influence
key employee retention. A comparison of this validated research model
with the literature review results shows some inconsistencies between
the literature review results and the research results. It further reveals a
number of additional factors not yet expressly addressed in the literature
that may play an important role in key employees’ perception of an M & A
transaction and their decision to stay or to depart when such a transaction
occurs.

The study provides comprehensive answers to the research questions de-
veloped herein and allows to identify and present a number of practical
implications for management with a view to key employee retention in an
M & A context.



This study has been written from an economic/business standpoint!. This
notwithstanding, it shall also provide guidance to the legal practitioner who
is involved in M & A transactions and, in particular, is to design solutions
that shall enable retention of key employees.

Zurich, April 2010 Dr. Andras Gurovits Kohli, MBA
Niederer Kraft & Frey

I Ttis based on a dissertation submitted in the year 2009 in partial fulfilment of the re-
quirements for the degree of Masters of Business Administration.
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Chapter one — Introduction

1.1 Introduction to the chapter

This chapter one provides an introduction into and brief overview of the
present paper. In this chapter the author will, first, provide a short intro-
duction to the subject and the purpose of this work. In a next step, a de-
scription of the research questions will be presented. This will include
an explanation as to why these questions are important. The author will then
provide some background information to the present work as well as to the
study that has been conducted. This will be followed by a brief overview
of the research results. Finally, the author will provide a short introduction
into the other chapters of this paper and summarize the content of this
chapter one.

1.2 Introduction into the subject and purpose of this work
Mergers and acquisitions (M &A) are well known phenomena in all busi-
ness sectors and may involve important transactional values. According to
Kiessling & Harvey (2006), in the year 2004 M & A transactions worth
USD 1.95 trillion were announced in the U.S. (Kiessling & Harvey, 2006,
p.1307), and according to Appelbaum et al. (2007b), on a global level
almost 4’000 M&A transactions have been performed in the year 2005
(Appelbaum et al., 2007b, p. 191). Notwithstanding the important val-
ues and volumes of M & A transactions that are at stake academic writ-
ers suggest that many such transactions fail to achieve their intended pur-
pose. According to Amiot, Terry & Callan (2007), for instance, the failure
rate is between 60—70% (Amiot, Terry & Callan, 2007, p.557), while
Schraeder & Self (2003) suggest that between 55—70% of M& A transac-
tions “fail to meet the anticipated purpose” (Schraeder & Self, 2003, p.511).

Academic writers identify the human factor as an important reason for
M &A failure or success. It is suggested, more specifically, that reten-
tion of key employees plays an important role for post-merger success
(Kiessling & Harvey, 2006, p. 1308). The departure of respected role mod-
els is seen as having “a severely disruptive and demotivating impact on
those who remain” (Cartwright & Cooper, 1993, p. 8), and departure of key
personnel is further seen as creating post-merger loss of productive capac-
ity (Crouch & Wirth, 1989, p.4). Such loss of post-merger capacity may
have negative effects on post-merger performance (Cannella & Hambrick,



1993, p. 149) and, thus, deteriorate the target organization’s value, and, as
a consequence, the acquirer’s objectives and capital expenditure for the
acquisition will be harmed.

In light of the importance of key employee retention for M & A success,
the purpose of this work is to describe the factors that may contribute to
the key employees’ decision to remain with the current employer or to depart
when an M & A transaction takes place. The study has also sought expla-
nation as to what managers can do to avoid key employee departure under
such circumstances.

1.3 The research questions and their importance

Given the importance of key employee retention, it is important for man-
agers to understand what factors may influence key employees inan M & A
transaction and may cause them to depart or to remain, respectively. Based
on this knowledge managers can assess what measures they may apply
when they are confronted with an M & A transaction in order to keep key
employee retention level high.

For these reasons the following main research question shall be investi-
gated in this work: What factors influence key employees in their decision
to stay with the employer or to depart when an M & A transaction occurs?

More specifically, this study shall result in investigating the following
critical sub-questions: To what extent are key employees relevant for suc-
cess of a mergers and acquisition transaction? How do employees perceive
major change situations resulting from mergers and acquisitions transac-
tions? How do external factors influence key employee retention or depar-
ture, respectively? How do internal factors influence key employee reten-
tion or departure, respectively? How can leaders identify key employees?
What can leaders do to retain key employees in M & A transactions?

14 Some background information to the present study

The author’s practical day-to-day work as business lawyer has inspired
him to do write the present paper. In his capacity as external legal counsel
he has been involved in local as well cross-border and international M & A
transactions many times. The author has been advising sellers, buyers as
well as, in some cases, management of the target organizations. Because
of this practical expertise the author has become familiar with the process-
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es that are usually performed when M & A transactions are implemented
and has been confronted with various practical issues that may emerge in
the context of M & A transactions, such as, in particular, the issue of key
employee retention.

1.5 Brief outline of the methodology and methods used
Qualitative methodology has been used for the research, and the author
has conducted in-depth, individual interviews in one-on-one sessions, ei-
ther in person or over the phone. The responses of the participants have been
carefully noted in order to maintain richness of the responses obtained.
The data analysis method applied has enabled the author to identify vari-
ous dimensions of factors that may influence key employee retention as well
as to ensure validity of the results and to appropriately address and miti-
gate effects of the methodological weaknesses.

1.6 Overview of the results

Based on an extensive review of the literature the author has developed
a conceptual research model of factors influencing key employee reten-
tion. In a next step, the author has carefully analyzed the primary data
that has been collected and has, on this basis, developed a validated research
model. A comparison of these models reveals that the primary data con-
firms a majority of the factors that have been identified on the basis of the
literature review and the conceptual model.

Critical evaluation of the literature as well as the research results reveal
that five dimensions and their interplay influence key employee retention
in mergers and acquisition transactions: (i) Importance of the human factor
for M & A success, (ii) perception of major changes resulting from M & A
transactions by employees, (iii) external factors affecting the processes of
M & A preparation and completion, (iv) internal measures designed to re-
tain key employees, and (v) the issue of key employee identification. This
will be elaborated in more detail in the following chapters.

1.7 Synopsis of the chapters

This paper is structured as follows: The present chapter one provides an
introduction to the topic, to the research questions investigated and to the
results obtained. Chapter two will present the results of the literature re-
view and will develop a conceptual research model of factors that may
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influence key employee retention. Chapter three will present in detail the
research methodology applied, the data collection and analysis methods
used as well as the measures undertaken to ensure validity and reliability
of the research. Chapter four will present the results from the research,
discuss the research results and develop, on that basis, a validated research
model of factors influencing key employee retention in M & A transac-
tions. Chapter five, finally, will summarize the study’s findings, provide
the key conclusions and discuss the implications for management. It will
further discuss the weaknesses of the research and emphasize on further
research opportunities.

1.8 Summary

In this chapter one an introduction into the present study has been pro-
vided. The author has briefly outlined the research questions and their im-
portance in respect of the subject matter. Further, a brief outline of the
methods used in collecting primary data as well as a short overview of the
results have been provided. In the next chapter the author will critically
evaluate what has been said in academic literature in relation to factors
influencing key employee retention in M&A and how the present work
fits into such literature.
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Chapter two — Review of the Literature

2.1 Introduction

This chapter two will provide an analysis of the theoretical background and
contemporary ideas relating to the subject matter as available in published
literature. It shall allow to discuss the present work in its relevant context
and to give a state-of-the-art background with a view of identifying “where
the work fits in with previously published work” (White, 2000, p.83). To
this end, chapter two will provide (i) a critical evaluation of importance
of the human factor in M&A, and (ii) perception of major change situa-
tions by employees, (iii) a critical evaluation of external factors influenc-
ing M&A preparation and implementation, (iv) a critical evaluation of
internal measures designed for key employee retention as well as (v) a
critical evaluation of key employee identification. This will culminate in
the explanation of the research question and the presentation of a concep-
tual research model.

2.2 Critical evaluation of the importance
of the human factor for M & A success

The critical evaluation of the literature about the importance of the human
factor in M & A transactions has revealed a number of dimensions that
underpin importance of the human factor in such M & A context. The find-
ings shall be presented as follows: First, this section explains how M & A
transactions are defined as knowledge of the characteristics of M & A transac-
tions is important for understanding how key employee retention and
M & A transactions are interrelated. In a next step, this section will evaluate
how, based on the literature, the human factor, in particular key employee
retention, is linked to M & A success. Then this section will evaluate what
can be found in the literature about goals of M & A transactions and M & A
transaction success in order to explain the link between M & A success and
key employee retention.

2.2.1 Definition of M & A transactions

M & A transactions lead to certain forms of concentrations among two or
more organizations or part of organizations. An acquisition can be described
as the acquiring of the sole control over all or a part of an undertaking or
organization, whereby, in general, such sole control is acquired “through a
purchase by one company of a majority of the voting shares of another
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company” or “via the acquisition by one company of all or part of the assets of
another company” (Van Bael & Bellis, 2005, p. 747). The former scenario
is often known as share deal, while the latter is often called asset deal. In
contrast to an acquisition, a merger occurs where “an undertaking is ab-
sorbed by another to form a single entity, with only the latter retaining its
legal entity, or where two or more independent undertakings combine to
form a newly created undertaking and cease to exist as separate legal enti-
ties” (Van Bael & Bellis, 2005, p. 748). In case of one organization absorb-
ing another the merger is usually called an absorption, while in the case of
two organizations combining to a newly created organization the merger is
usually called a combination (Bauen & Bernet, 2007, p.284).

2.2.2  Economic importance of M & A transactions

M&A are well known phenomena in all business sectors and may, as in-
dicated in the introduction to this work, involve important transactional
values. According to Kiessling & Harvey (2006), in the year 2004 M & A
worth USD 1.95 trillion were announced in the U.S. (Kiessling & Harvey,
2006, p.1307), and according to Appelbaum et al. (2007b), on a global level
almost 4’000 M & A transactions have been performed in the year 2005
(Appelbaum et al., 2007b, p. 191).

2.2.3  High failure rates in M &A

Despite the large number of M & A transactions and the high transactional
values involved, it is reported that a large number of M & A transactions
fail to achieve their economic aims. According to Amiot, Terry & Callan
(2007), the failure rate is between 60— 70 % (Amiot, Terry & Callan, 2007,
p.557). Schraeder & Self (2003) suggest that between 55—-70% of M&A
transactions “fail to meet the anticipated purpose” (Schraeder & Self,
2003, p.511), and Bryson (2003) estimates that the failure rate is between
50—80% (Bryson, 2003, p. 14). Even if it will not be possible to exactly
assess how many M & A transactions do actually fail to meet their intended
purpose, one may assume in light of the published literature that, in gen-
eral, the failure rate is exceeding 50 %.

2.2.4  Key function of the human factor in M & A transactions

Various authors have investigated importance of employee retention and
employee turnover, respectively, for successful implementation of M & A
transactions. Amiot, Terry & Callan (2007) suggest that investigating the
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reasons for M & A transaction failures from a pure economic perspective
would not provide the required insights; it is rather necessary to take into
account human factors to really understand what happens during such
transactions and why such transactions may fail (Amiot, Terry & Callan,
2007, p.557). Academic writers suggest that for ensuring successful M & A
implementation human factors are key (Kiessling & Harvey, 2006, p. 1307)
and stress that assessing why M & A transactions may fail and ensuring
success of such transactions requires that the human factor is seriously
considered: Relying “on a strictly economical point of view is unlikely
to provide insights into why mergers often fail” (Amiot, Terry & Callan,
2007, p.557).

2.2.5 Employee retention as key human factor for M & A success

Loss of key personnel is seen as one important element under the human
factors that may impact successful implementation of M & A transactions.
In respect of employee retention it is suggested that in “many acquisitions,
one of the most valuable resources of the firm is the retention of the target
firm’s management team ... and the key employees” (Kiessling & Harvey,
2006, p. 1308). Also according to Cartwright & Cooper (1993), key employee
retention plays a major role for success of M & A transactions as loss of ex-
pertise and “the departure of respected role models” has “a severely disrup-
tive and demotivating impact on those who remain” (Cartwright & Cooper,
1993, p.8). Likewise, Crouch & Wirth (1989) emphasize the negative ef-
fects of employee turnover on post-merger operations; they contend that
departure of key personnel will create loss of productive capacity and,
therefore, suggest that retention of key employees will be “positively as-
sociated with the success of an acquisition” (Crouch & Wirth, 1989, p. 4).

From an acquirer’s point of view it is, thus, important that in case of loss
of the organization’s most valuable key employees or executives the or-
ganization’s value may deteriorate and the acquirer’s objectives and capital
expenditure for the acquisition may be harmed as key people depar-
ture after M & A may have negative effects for post-merger performance
(Cannella & Hambrick, 1993, p. 149).

Employee turnover, in general, includes two different types, i.e. involun-
tary turnover which includes “dismissals, layoffs, retirements, and deaths”
as well as voluntary turnover which includes all employee-initiated depar-
tures (Berg, 1991, p.268). This paper will focus on voluntary departures
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in the context of M& A transactions only as involuntary turnover is not
related to the research questions investigated herein.

In limiting the foregoing, it must also be noted that employee retention
can be a serious threat to transaction success if the wrong people stay.
“Disenchanted employees who stay on after the merger ... can disrupt sched-
ules and marketing plans, reducing the productive capacity of the new en-
terprise” (Crouch & Wirth, 1989, p.5). Employee retention in the context
of M&A transactions should, thus, be seen as an issue that is important
from two distinct perspectives: There will be negative outcomes if those
people leave that could contribute to the post-merger success of the new
organization. On the other hand, there may likewise be negative effects if
those people that can harm post-merger success remain. This risk seems
to be a reality: “Often the better managers or those with knowledge and
experience needed to help integrate the companies are the ones to leave”
(Crouch & Wirth, 1989, p.5), while the others are the ones to stay.

2.2.6  Transaction goals

According to Buono (2003), “hard synergies” and “soft synergies” are to
be distinguished when M & A transaction goals are defined. Buono (2003)
further suggests that hard synergies include visible figures, such as cost re-
ductions and/or revenue enhancement, while the soft synergies focus on the
transfer of core competencies and best practices which are important for the
long-term success. The latter requires that particular attention is paid on
the human capital (Buono, 2003, p.94) and, thus, on key employee reten-
tion. According to Buono (2003), however, still too many companies treat
an M & A transaction as a pure engineering exercise consisting of a “series
of rational decisions” in terms of savings and revenue growth, instead of
also taking into consideration the “personal, interpersonal ... and intergroup
dynamics that follow the combination of two firms” and which are key fac-
tors for the long-term success or failure of the transaction (Buono, 2003,

p.91).

2.2.7  Risk of underestimating importance of key employee retention

The investigation of Buono (2003) has revealed that a number of those
organizations that had formed the subject of the investigation had failed
to retain key people. These organization had too strongly focused on short
term success and neglected and, thus, underestimated the human factor,
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a fact that undermined “their ability to capture long-term possibilities”
(Buono, 2003, p.93).

2.2.8 M&A success measurement

Measuring success of M & A transactions is not the primary topic of this
paper. M & A performance is a wide area and would for itself form the scope
of a separate academic work. In the context of the present paper it shall
only be noted that despite the massive amount of research done, “there
is little or no agreement...on how to measure acquisition performance”
(Zollo & Meier, 2008, p.55). According to Zollo & Meier (2008), M & A
success can, for instance, be investigated from a subjective dimension
where qualitative assessments of degrees of synergy realization and effi-
cacy of integration processes play the key roles, by using objective meas-
urement methodologies where financial figures are key as well as from an
organization level perspective where success is determined by assessing e.g.
improvement of the organization’s competitive position, the outcome of
the knowledge transfer process and employee and top management turn-
over (Zollo & Meier, 2008, p.55 and p.56). M&A success measurement,
thus, heavily depends on the particular circumstances and the goals of the
involved parties.

2.2.9 Employee retention as M & A success measure

In the context of M & A transaction success key employee retention may
not only be one of the key preconditions for transaction success, but also
a determinant to measure success of the transaction itself (Zollo & Meier,
2008, p. 56 and p. 64). This is confirmed by e. g. Galpin & Herndon (2008)
for whom key executive and key employee departure would be a clear symp-
tom of poor M & A integration (Galpin & Herndon, 2008, p. 8).

2.2.10 Measurement of employee retention success

Not much literature has been published about how to measure retention
success. Bryson (2003) explains that a key measure to establish successful
management of human resources may be “the number of grievances for-
mally lodged by employees” (Bryson, 2003, p.21).
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2.3 Critical evaluation of perception

of major changes by employees
Critical evaluation of the literature has shown that there is a variety of re-
actions that employees may display if they are confronted with an M & A
transaction. Understanding these reactions is important for evaluating what
kind of external and internal factors may influence employee retention.

The literature review reveals that M & A transactions are seen as major
change situations. The most relevant reactions that employees display un-
der such situations and that are discussed in the literature are (i) fear, dis-
trust and other emotional reactions, (ii) resistance, as well as in contrast
hereto (iii) commitment. The employees’ perception of the situation will
also be influenced by how they feel that alternative job offers are available.

2.3.1 M&A transactions are major change situations

M & A transactions are seen as causing major organizational change situ-
ations: “Few organizational change experiences are as comprehensive and
challenging as a merger. When two firms combine ... major changes fol-
low” (Cornett-DeVito & Friedman, 1995, p.46). Likewise, Nikandrou,
Papalexandris & Bourantas (2000) suggest that M & A are important organ-
izational change situations: “Acquisitions are among the most traumatic
types of organizational change” (Nikandrou, Papalexandris & Bourantas,
2000, p.335).

2.3.2  Fear, distrust and other negative emotions

Academic writers discuss a variety of reactions that employees display in ma-
jor change situations. According to Schraeder & Self (2003), for instance,
employees are often afraid of layoffs, loss of control, possible relocation,
loss of identity or work reputation as well as unknowns in respect of new
responsibilities (Schraeder & Self, 2003, p. 514). Bryson (2003) suggests that
employees will have, among others, concerns in respect of job security and
procedural fairness (Bryson, 2003, p. 15). Seo & Hill (2005) contend that
it is extremely difficult to manage this type of large-scale change as it has
“traumatic impacts on employees, such as layoffs, turnover, stress, and ill-
ness” (Seo & Hill, 2005, p.423). In an earlier paper Somers & Bird (1990)
have suggested that M & A transactions usually cause considerable stress
on employees whose concerns include reduced job security and reduced
promotion opportunities (Somers & Bird, 1990, p. 38). Hoare & Cartwright

18



(1997) also emphasize the stress factor and contend that the uncertainties
associated with such transactions will trigger uncertainty and insecurity
and will lead to “increased stress among all those involved in the process”,
in particular among those employees that feel that what is going on is out-
side their control (Hoare & Cartwright, 1997, p. 197). According to Morrell,
Loan-Clarke & Wilkinson (2004), organizational change will be perceived
by employees as a “shock” and shock will have a “main” or even “over-
whelming” influence on the employees’ decision to quit (Morrell, Loan-
Clarke & Wilkinson, 2004, p. 168). According to Stum (2001), the most
basic need of employees is safety and security, i. e. “a psychological belief
that the environment is safe from fear, intimidation or interpersonal treat-
ment that is threatening” (Stum, 2001, p. 7).

2.3.3  Resistance among the target workforce

Somers & Bird (1990) suggest that the first two years after the merger are
the most problematic in terms of employee stress and employee turnover,
and further contend that resistance against the change is mostly “present
among members of the target firm” (Somers & Bird, 1990, p. 38 and p.41).
According to Shrivastava (1986), the impact of M & A transactions on mo-
rale is generally negative and “anger, resentment, and hostility that build
up may be expressed in subversive behavior and a drop in productivity”
(Shrivastava, 1986, p.72).

2.3.4 Commitment / Positive perception among target workforce

In contrast to Somers & Bird (1990), Panchal & Cartwright (2001) have con-
cluded that one would expect that employees of the acquired organiza-
tion would be those who are most affected (Panchal & Cartwright, 2003,
p-425). However, their research results suggest that employees of the ac-
quired entity were significantly more committed to the transaction and the
resulting new organization (Panchal & Cartwright, 2003, p.428). In their
case the acquiring entity was much larger than the acquired entity and the
employees of the acquired entity recognized new opportunities that they
would obtain through the acquisition, while the employees of the acquir-
ing entity felt they may loose status through the going together with that
much smaller entity. Panchal & Cartwright (2003), thus, concluded that
the results of their research could be explained “within the conceptual
framework of social identity theory” as one may conclude that the trans-
action “offered acquired company employees an opportunity to improve
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their social identity, whilst undermining that of the acquiring employees”
(Panchal & Cartwright, 2003, p.429).

2.3.5 Perceived ease of movement

A specific factors that may influence employee turnover not only in the
context of M & A transactions, but also in a more general sense is perceived
ease of movement. Kim & Lee (2007) suggest three major causes for em-
ployee turnover: perceived ease of movement, work attitudes towards the
employer and working conditions (Kim & Lee, 2007, p.230). According
to these authors, perceived ease of movement is directly linked to factors
such as age, education and tenure (Kim & Lee, 2007, p.230).

24 Critical evaluation of external factors
influencing M & A preparation and implementation

Critical evaluation of the literature has further shown that external factors
may affect key employee retention in M & A transactions. Understanding
these factors is important for evaluating how outside factors may deter-
mine employee retention success and how such external factors may limit
managers’ abilities to cope with the matter of employee retention. The
most relevant of such external factors that are discussed in the literature
are (i) legal restrictions that may be imposed on the parties to an M & A
transaction, (ii) lifecycles of M & A transactions, (iii) legal restrictions and
ambiguity, (iv) cultural differences, and (v) external threats to retention
success.

2.4.1 Legal restrictions to M & A processes

M & A transactions may be the subject to certain legal restrictions, particu-
larly from an antitrust or merger control law as well as stock exchange law
perspective. In many jurisdictions an M & A transaction may only be per-
fected if it has been cleared by the competent antitrust authorities, unless
the organizations’ turnovers and/or the transaction size are below certain
threshold amounts so that the effects of the transaction on the relevant mar-
kets are deemed insignificant. For instance, in respect of M & A transac-
tions that have a Community wide dimension in the European Union, the
relevant rules under European Community law provide that such transac-
tions are automatically suspended until they have been declared compat-
ible with the common market (Wish, 2001, p.766). The transaction may,
thus, only be perfected after such clearance has been given by the com-
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petent authorities. Such perfection of the transaction is usually called the
closing, whilst the entry into force of the transaction contract is usually
called the signing (Tschini, 2003, p.46).

The waiting period between signing and closing may last some weeks or
even months depending on how deeply the competent authorities are in-
vestigating the case. During such waiting period the organizations involved
may be exposed to certain legal requirements which prevent them from in-
tegrating the transaction and, in particular, limit the organizations in their
endeavours to address the key employee retention issue. Under an antitrust
law perspective the organizations may be restricted in exchanging any
kind of information that is deemed competitively sensitive if the organiza-
tions are competitors and the sharing of such information would, thus, cre-
ate a risk of collusive behaviour between the entities concerned pending
clearance by the authorities: “Indeed in some circumstances it may be that
the mere exchange of information will in itself be sufficient to eliminate
normal competitive rivalry” (Wish, 2001, p.441). Therefore, under such
circumstances organizations try to minimize the exchange of information
pending closing and to limit the circle of persons involved pre-closing.
Further restrictions may result from stock exchange rules and regulations
if any of the organizations involved is a listed company. In many jurisdic-
tions stock exchange rules oblige the listed company to disclose to the
public potentially price sensitive information in order to avoid insider trad-
ing and to ensure equal treatment among the investors. In Switzerland, for
instance, any change in structure such as a merger or acquisition is regarded
as price sensitive information that must, as a rule, immediately be disclosed
by means of a so-called ad hoc notice (Bauen & Bernet, 2007, p.324).
However, under specific circumstances the organizations may withhold
publication of the merger or acquisition until signing, provided strict con-
fidence is ensured. If, however, a leak occurs and information about the
transaction becomes known, the organization must immediately make the
ad hoc notice (Bauen & Bernet, 2007, p.327). This is another reason why
the parties try to keep confidential the fact that negotiations are going on
and to involve only a limited number of people. Although such behaviour
is appropriate from a legal perspective, it must be recognized that it will,
on the other hand, restrict the parties in addressing retention issues in the
early stages of the transaction.
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2.4.2  Lifecycles of M & A transactions

Chanmugam et al. (2005) who investigated M & A transactions from an eco-
nomic, rather than legal standpoint, emphasize that M & A transactions ex-
tent over a certain period of time and should, thus, be seen as holistic proc-
esses that need to be consistently dealt with through the pre-merger as well
as the post-merger phases, rather than treating these phases as discrete tasks
using different teams. According to these authors, where “the teams work-
ing on the synergy capture in the post-merger integration process had no
idea what level of synergies were needed to recover the premium that was
paid for the acquisition” the chances of a successful transaction are remote
(Chanmugam et al., 2005, p.44). Cornett-DeVito & Friedman (1995) who
investigated communication processes and merger success likewise con-
tend that M & A transactions extend over a certain period of time and need
to be divided into “fairly predictable chronological stages”; they identify
a first phase which covers the period from making the decision to acquire
and/or merge until making the announcement of the deal, a second phase
(the “initial combination process”) that usually lasts up to one year after
the announcement and the third phase (which they call the “postmerger
adjustment”) that follows the second phase and may last some more years
(Cornett-DeVito & Friedman, 1995, pp.51 and 52). M & A transactions,
thus, extend over a certain period of time and undergo various phases not
only for legal, but also for practical, business reasons.

2.4.3  Legal restrictions increase ambiguity

As in those M & A transactions that are subject to regulatory approval very
few information may be shared or disclosed to a wider audience before the
required antitrust approval is obtained, an atmosphere of ambiguity and
uncertainty may be created that usually causes “the rumor mill to swing
into full tilt” (Thach & Nyman, 2001, p. 146). While under such conditions
in the pre-merger phase some high-level planning may take place, few
specific information may be exchanged so that the employees potentially
affected will not know how many positions will be redundant, a fact that
may cause employees to be “beset with anxiety with the fear of either los-
ing the job, or — in some cases — working for a company that they have
no interest in working for” (Thach & Nyman, 2001, p. 146). For these rea-
sons, Seo & Hill (2005) conclude that uncertainty will play an important
role in the pre-merger phase, while it may loose importance in the com-
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bination phase where inter-group conflicts may play a pre-dominant role
(Seo & Hill, 2005, p.434).

2.4.4  Cultural differences

Appelbaum et al. (2007b) also suggest that different factors will be deci-
sive during the different phases of the merger and contend that in the post-
merger phase differences between corporate cultures of the two entities
involved will be dominant and that this stage will be the most difficult pe-
riod to put together the new organization (Appelbaum et al., 2007b, p. 193).
Appelbaum et al. (2007b) further contend that there is increasing evidence
“that cultural incompatibility is the single largest cause of lack of projected
performance, departure of key employees” as well as for conflicts in M & A
transactions (Appelbaum et al., 2007b, p.192). Buono, Bowditch & Lewis
(1985) suggest that corporate culture and the required change of culture
are “among the most difficult for human beings, since culture provides the
foundation for one’s life” and that, thus, M & A related changes are often
resisted or even “sabotaged because of threats to the pre-existing cultures”
(Buono, Bowditch & Lewis, 1985, p.497).

Schraeder & Self (2003) also emphasize on the importance of culture fit
and suggest that many M & A transactions do not only lack “logically sound,
comprehensive, and objective evaluation”, but also a lack of comprehen-
sive culture fit due diligence and that such lack usually leads to post-merg-
er cultural issues (Schraeder & Self, 2003, p. 513). Cusella (2000) contends
that if cultures do not fit the outcomes of the transactions can be seriously
harmed: “If culture determines and limits strategy, a cultural mismatch in
an acquisition is as great a risk as a financial, product, or market mismatch”
(Cusella, 2000, p. 669). Cartwright & Cooper (1993) also emphasize on the
importance of cultural differences and cultural change and conclude that this
“is one of the most seriously underestimated problems” in M & A transac-
tions (Cartwright & Cooper, 1993, p.10). Finally, Riad (2005) contends
that corporate culture differences may become crucial issues particularly
in settings where one entity is acquired or absorbed by another entity or
where a smaller and thus weaker entity merges with a larger and stronger
entity; this may lead to marginalizing the smaller entity or to even destroy-
ing its own corporate culture (Riad, 2005, p. 1538 and p. 1539).
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2.4.5 Threats to retention success

The critical evaluation of the literature shows that the importance of the
human factor in M & A transactions is not only relevant if key people leave,
but also if employees stay, particularly if they are trying to achieve personal
benefits through the management and implementation of the transaction,
rather than pursuing goals that serve the overall goals of the organiza-
tions. In other words, retention can also be harmful in cases where managers
are seeking to keep their power in the post-merger organization and are
tempted to trade-off shareholder interests for their right to remain at the
top hierarchy of the organization (Wulf, 2004, p.61). According to Wulf
(2004), there is a risk that “target CEOs trade power for premium” in order
to protect their own personal interests (Wulf, 2004, p.96). This may not
only put at risk M & A transaction success, but also, and more specifically,
retention success. It can, thus, be theorized that retention success can be
negatively influenced if external interests, i.e. interests that are not congru-
ent to the target’s and/or acquirer’s interests, are pursued.

2.5 Critical evaluation of internal measures
designed for key employee retention

The review of the literature has shown that academic writers discuss a
variety of internal measures that may affect key employee retention, some
of which are also directly related to retention in M&A transactions.
Understanding these measures may serve as a basic orientation for man-
agers to appropriately address the issue of key employee retention. The in-
ternal measures that are identified in the literature can be divided into two
distinct categories: (i) measures that affect the integration process and,
thus, indirectly affect the key employees, as well as (ii) measures that will
directly affect and influence key employees.

The most relevant of such internal measures that are discussed in the liter-
ature and relate to the integration process include (i) personal perspectives
created through the integration, (ii) appropriate implementation measures,
(ii1) workload reduction, and (iv) speedy integration. The internal meas-
ures that may directly affect and influence employees as discussed in the
literature are (i) incentive pays, (i1) limitations to incentive pays, (iii) the
right to speak up, (iv) creation of trust, (v) sensemaking, (vi) communica-
tion, (vii) the handling of emotions, (viii) frequent and open communica-
tion, (ix) the application of empathy, and (x) cultural integration.
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A. Internal process related measures:

2.5.1 Creation of personal perspectives

Bryson (2003) identifies job security as one of the key factors for work-
force stability in M & A transactions (Bryson, 2003, p.23), i.e. the per-
spective of the employees concerned that there will be a future in the new
organization. Millward & Kyriakidou (2004) contend that attractive new
opportunities within an attractive new environment will positively influ-
ence the employees affected by the M & A transaction and suggest that to
“facilitate member dissociation from old organizational attributes, these
must be presented as unattractive relative to the new more positive merged
identity” (Millward & Kyriakidou, 2004, p. 16). Stum (2001) links personal
perspectives to personal commitment. Personal commitment means that
employees are proud to be with a given organization, try to be highly pro-
ductive and will remain with that organization, thus keeping retention rates
high. According to Stum (2001), such workforce commitment is driven by
factors such as safety, rewards, affiliation, job opportunities and work/life
balance (Stum, 2001, p.8). Kim&Lee (2007) suggest that “satisfaction
with opportunities for career advancement has an inverse relationship with
turnover intentions” as well as that “the higher the feelings of apprecia-
tion”, the lower will be the chance of employees leaving (Kim & Lee, 2007,
pp-233-234). Sigler (1999), finally, suggests that improving employees’
job satisfaction by, for instance, offering pleasant working conditions, giv-
ing autonomy in their job functions and offering specific employee training
programs to allow them to learn new skills will be an appropriate measure
to retain key employees (Sigler, 1999, pp.3—4).

2.5.2  Implementation measures

Chanmugam et al. (2005) suggest a number of practical measures that may
increase likelihood of a successful transaction integration. With a view of
the length of the acquisition and integration stages of M & A transactions
they recommend to consistently “re-recruit the best and the brightest of
both organizations” in order to minimize the loss of key personnel “during
the tough integration work” (Chanmugam et al., 2005, p.46).

2.5.3  Reduction of workload
Appropriate implementation measures shall, according to Chanmugam et
al. (2005), particularly include that the implementation managers ensure

25



that the affected workforce is not exposed to unsustainable workloads and
suggest, to this end, to double up and/or retain executives in interim integra-
tion teams (Chanmugam et al., 2005, p.46).

2.5.4 Speedy integration

Bert, MacDonald & Herd (2003) who have investigated M & A transaction
execution put their focus on the first two years following the transaction.
According to their findings M & A transactions require speedy execution
post-closing and contend that the organizations have just two years to
make the transaction work: “After year two, the window of opportunity for
forging merger synergies has all but closed” (Bert, MacDonald & Herd,
2003, p.42). Although not expressly said one may conclude that M & A
transactions that are not speedily integrated will cause concerns among the
workforce affected, may cause frustration and, in the end, key employee
departure.

B. Internal employee related measures

2.5.5 Incentive pays

Also Sigler (1999) identifies job satisfaction as a key measure to cope with
employee retention in general, i.e. unrelated to M & A transactions. He
further explains importance of incentive compensation in order to reward
higher performing employees and establish fairness. In terms of content
of incentive payments he suggests that they should ideally consist of cash
bonuses as well as compensation in the form of company stock in order
to balance short-term and long-term objectives and achievements (Sigler,
1999, p.3).

2.5.6  Limitations to incentives pay / Money as a “quick fix”

However, there seem to be limitations related to incentive pays. Hannay &
Northam (2000) suggest that although monetary elements, such as wages
and benefits, are often the most important factors to attract new employees
to an organization, “it is the intangible factors that play the most important
role in retaining them”; intangible factors will include factors such as em-
ployee autonomy, work challenges and work variety (Hannay & Northam,
2000, p.67). According to Hannay & Northam (2000), many employee
retention strategies include “spending more and more money on higher
salaries, signing bonuses and increasingly expensive benefit programs”, a
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strategy that, however, may not create the desired results as their study has
shown that “individualizing jobs to satisfy employees’ needs for autonomy,
challenge and growth” will be more effective with regard to employee re-
tention (Hannay & Northam, 2000, p. 71). The study of Hannay & Northam
(2000) culminates in the catchy statement that money may often be used as
a “quick fix” to solve the retention issue, but that showing personal perspec-
tives to the employees affected will be more effective in respect of employee
retention (Hannay & Northam, 2000, p.71).

2.5.7 The right to speak up

Other writers emphasize the importance of communication for employee
retention in general. It is suggested that communication should be a two-
way process and not only occur downstream (from management to em-
ployees), but rather down- and upstream, i.e. that the employees should
have the possibility to speak out. Spencer (1986), for instance, investi-
gated the correlation between the possibilities of workers to express their
dissatisfaction and employee turnover. Spencer (1986) suggests that the
more opportunities an organization provides to its employees to express
dissatisfaction “over aspects of their work in order to change dissatisfying
work situations” the higher the likelihood that the employees will not leave
(Spencer, 1986, p.498).

2.5.8 Creation of trust

In the context of organizational change van Vuuren & Elving (2008) have
investigated importance of communication on employee satisfaction and
employee retention. They emphasize, in particular, importance of com-
munication as a means to create trust within the affected workforce (van
Vuuren & Elving, 2008, p.350). Nikandrou, Papalexandris & Bourantas
(2000) have concluded that employees’ perception of trustworthiness of
the new managers is key and that such trustworthiness is likely to be high-
er if there is frequent communication to the employees of the acquired
organization before and after closing of the transaction (Nikandrou, Papa-
lexandris & Bourantas, 2000, p.336 and p.343).

2.5.9 Sensemaking

Van Vuuren & Elving (2008) consider sensemaking as another important
communication tool (van Vuuren & Elving, 2008, p.351). Sensemaking re-
quires that change agents will recognize and consider how the affected
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employees’ will perceive the proposed change and its impact on their fu-
ture roles and responsibilities: “This perspective suggests that people who
intend to change the way people work have to consider what this means to
the meaning that people hold about their work, job role, and the status they
derive from daily interactions in the work place” (van Vuuren & Elving,
2008, p.354).

2.5.10 Communication

More generally, effective communication is seen as an important tool for
implementing organizational changes and, in particular, M & A transac-
tions: “Merged organizations integrate more effectively when appropriate
amounts of ... communication are provided at each stage of the process”
(Cornett-DeVito & Friedman, 1995, p. 54). Communication is, thus, seen as
one of the key drivers for successful implementation of a merger or acqui-
sition (Bert, MacDonald & Herd, 2003, p.47) and even “appears to be the
key variable to make the ... merger process more effective and actually suc-
cessful” (Appelbaum et al., 2000, p. 682). For Papadakis (2005) communi-
cation is “one of the most significant factors contributing to the successful
implementation of the M & A” and to minimize the negative impacts on
the atmosphere among the affected employee groups and to create a posi-
tive team spirit towards the transaction (Papadakis, 2005, p.248).

2.5.11 Handling of emotions

Communication with the employees is directly linked to management’s
ability to recognize how the announcement of the transaction may affect
the emotions of the employees concerned. It is, thus, suggested that the
M & A implementation managers carefully handle the “emotional fallout”
caused by the announcement and “take the time to talk with employees
about emotions — holding discussion sessions and encouraging employees
to vent” (Thach & Nyman, 2001, p. 147). In other words, communication is
seen as to require more than just sending out e-mails and announcements
in other formats. Efficient communication will rather require the creation
of appropriate “forums for dialogue and interaction” that will help to con-
vey the required messages in order to raise confidence among the employ-
ees affected (Ashkenas, DeMonaco & Francis, 1998, p. 176).

28



2.5.12 Frequent and open communication

Effective communication requires that the leaders significantly increase
the number of staff meetings in order to inform the employees about any
news of the implementation process, “even if there is no news to report”
(Thach & Nyman, 2001, p. 148).

2.5.13 The role of empathy

Efficient communication and the handling of emotions further require that
management will be empathic towards the affected employees and provide
them with all the “necessary and valid, objective information” in order to

reduce their stress and increase their efficiency at work (Appelbaum et al.,
2000, p.682).

2.5.14 Cultural integration

Cultural differences may be another serious issue in M & A transaction
integration. Schraeder, Tears & Jordan (2005) suggest that organizational
culture is an important factor in organizational change in general and con-
clude that an “organization’s culture is a product of successfully adapt-
ing to the environment and will, as a result, resist change” (Schraeder,
Tears & Jordan, 2005, p.493). Against this background, they suggest that
leaders play an important role in integrating the different corporate cul-
tures and that successful introduction of the change will depend on how
well they promote the change through paying particular attention to the
current organization culture and the role of values, behaviors, norms
and symbols within the organization affected by the change (Schraeder,
Tears & Jordan, 2005, p.497).

2.6 Key employee identification

The critical factors influencing key employee retention as well as M & A
success are dependent on the accurate identification of those people that
are actually key for post-closing success. This topic is discussed in the lit-
erature as follows.

2.6.1 Top level executives as key employees

As a general rule, it can be said that the key employees of a target firm
are considered valuable intangible assets, particularly in the today’s mar-
ketplace which is knowledge-based in may cases and “knowledge and the
competencies built upon this platform could be the main factor in deter-
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mining an organization’s current and future value” (Kiessling & Harvey,
2006, p.1308). In respect of the people that are considered key
Cartwright & Cooper (1993) suggest that “the departure of respected role
models” has “a severely disruptive and demotivating impact on those who
remain” (Cartwright & Cooper, 1993, p. 8). For Cartwright & Cooper (1993)
key people are, thus, employees that are “role models” and can influence
followers. Kiessling & Harvey (2006) emphasize importance of the reten-
tion of the target organization’s top management team and suggest that for
“continued good performance of a successful target firm, key managers
need to be retained” (Kiessling & Harvey, 2006, p. 1308). Based on their
research they suggest that the degree of retention of the top management
team of the acquired organization positively influences post-merger per-
formance of the target and that post-merger employee retention is posi-
tively influenced by top management team retention (Kiessling & Harvey,
2006, p.1314). Kiessling & Harvey (2006), in other words, consider top
management as key employees in the context of M&A transaction in-
tegration. Likewise, Bergh (2001) focuses on the effects of keeping top
executives of the acquired entities. Interestingly, his findings not only
suggest that retention of top executives of the acquired organization will
positively affect post-merger performance, but also that the longer tenured
top executives are the more valuable to retain and that “the arguments
that such top executives should be replaced by shorter tenured executives
may be one reason why so many acquisitions fail” (Bergh, 2001, p.615).
He further suggests that longer tenured executives have more company-
specific knowledge and wisdom and that such factors will outweigh the
potential disadvantage that longer tenured executives may be more reluc-
tant to accept the change and may be more committed to the status quo
(Bergh, 2001, p.616). Bergh’s (2001) findings seem to correlate with the
work of Iverson & Pullman (2000) who have established that in change
situations resulting from M & A transactions younger employees are more
likely to voluntarily quit than older employees who are less willing to re-
sign (Iverson & Pullman, 2000, p.992).

2.7 Summary of the key employee retention influence factors

The critical evaluation of the literature reveals a number of critical factors
influencing key employee retention. These factors can be categorized and
allocated to five basic dimensions:
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2.7.1 Importance of the human factor for M & A transaction success
This dimension is underpinned by the following factors (i) economic im-
portance of M & A transactions, (ii) high failure rates in M & A, (iii) key
function of the human factor in M & A transactions, (iv) employee reten-
tion as key human factor for M & A transaction success, (v) transaction
goals that depend on key employee retention, (vi) the risk of underesti-
mation of the importance of key employee retention, (vii) M & A success
measurement, (viii) key employee retention as M & A transaction success
measure and (ix) measurement of employee retention success.

2.7.2  Perception of major changes by employees

This dimension is influenced by the following factors: (i) M&A trans-
actions as major change situations, (ii)) M & A transactions causing fear,
distrust and other negative emotions, (iii) M & A transactions causing re-
sistance among the target workforce, (iv) M & A transactions leading, on
the other hand, to commitment to M & A among target workforce, and (v)
perceived ease of movement.

2.7.3  External factors influencing M & A preparation and implementa-
tion

This dimension is influenced by the following factors: (i) Legal restric-
tions during M & A transactions, (ii) lifecycles of M & A transactions, (iii)
legal restrictions and ambiguity, (iv) cultural differences, and (v) threats to
employee retention success.

2.7.4  Internal measures designed for key employee retention

This dimension is influenced by the following factors: (i) Creation of per-
sonal perspectives, (ii) crafting of appropriate implementation measures,
(ii1) reduced workload, (iv) speedy integration, (v) incentive pays, (vi)
limitations of incentive pays and money as “quick fix”, (vii) the right to
speak up, (viii) the creation of trust, (ix) sensemaking, (x) communica-
tion, (xi) handling of emotions, (xii) the role of empathy, (xiii) frequency
of communication, and (xiv) leadership to promote change and cultural
integration.

2.7.5 Key employee identification

The literature review has, further, revealed that top level executives are
seen as key employees.
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2.8 Development and importance of the research question

The review of the literature has revealed that M & A transactions have a
great economic importance. It has further shown that many M & A transac-
tions fail to achieve their economic goals and that the human factor is one
of the most important factors contributing to M & A transaction success or
failure, respectively. Among the human factors, key employee retention
and key employee departure, respectively, are important. For managers it
is, therefore, important to understand what factors influence key employee
retention and departure in the context of M & A situations and what they
can do to ensure or increase key employee retention success in the context
of M & A transactions.

The results of the literature review, thus, confirm that managers will have
to understand why key employees may decide to leave — or to stay — when
an M & A transaction takes place. The critical evaluation of the literature,
in other words, allows to develop, and to confirm relevance of, the main
research question presented in chapter 1.3: What factors influence key em-
ployees in their decision to stay with the employer or to depart when an
M & A transaction occurs?

The critical evaluation of the literature further reveals that the variable of
key employee retention or employee loyalty, respectively, is influenced by
a number of dependent variables, such as importance of key employees
for M & A transaction success, perception of major changes by employees,
external and internal factors influencing employee loyalty as well as key
employee identification. The literature review has shown that all these var-
iables may affect key employee retention success and that managers must
understand these factors and their interdependence. The literature review
has, thus, confirmed relevance of the critical sub-questions formulated
above: To what extent are key employees relevant for success of a mergers
and acquisition transaction? How do employees perceive major change
situations resulting from a merger and acquisition transaction? How do ex-
ternal factors influence key employee retention or departure, respectively?
How do internal factors influence key employee retention or departure,
respectively? How can leaders identify key employees? What can leaders
do to retain key employees in M & A transactions?
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2.9 Fit into previously published work

The foregoing review of the literature shows that effects of M & A transac-
tions and factors influencing employee retention in the context of M & A
transactions have been investigated from various angles. Those writers
who have studied employee turnover in the context of M & A have prima-
rily focused on specific aspects for key employee departure as well as on
the potential (negative) effects that key employee departure may cause.
Further, published literature that discusses measures to keep employee re-
tention rate low discusses this issue from a more general perspective and
not in specific relation to change situations caused through M & A transac-
tions. Existing literature does, however, not comprehensively discuss fac-
tors influencing employee retention under the specific circumstances that
M & A transactions create and how employee retention can be maximized
in the context of such M & A transactions. This is a gap that the present paper
intends to fill.

2.10 The conceptual research model

2.10.1 Theory building

After critically evaluating the literature and assessing the findings of previ-
ous research a theoretical research model or framework can be developed.
In developing the theory underlying the present work the author will, fur-
ther, consider his own experiences in M & A transactions as well as factors
and interrelations between these factors that the author would expect to be
relevant in the present context. It is generally acknowledged that theory
should be developed by “combining observations from previous literature,
common sense, and experience” (Eisenhardt, 2002, p.5).

The factor or variable of primary interest in the present work is key em-
ployee retention, i.e. organizational loyalty of key employees. In terms of
crafting the theoretical framework key employee retention or organiza-
tional loyalty is the dependent variable (Sekaran, 2003, p.88). This vari-
able is (positively or negatively) influenced by a number of factors or de-
pendent variables. In other words, an independent variable “influences the
dependent variable in either a positive or negative way” (Sekaran, 2003,
p. 89). The dependent variables or influence factors have been identified in
sections 2.2 through 2.6 above and summarized in chapter 2.7. As there
is a considerably high number of independent variables that influence key
employee retention, they have been allocated to five different categories or
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concepts that are relevant in the context of organizational loyalty. Through
identifying the independent variable and the dependent variables as well as
categorizing the latter the basis has been laid for developing the theoretical
framework.

The theory or theoretical framework is the “logically developed, described,
and elaborated network of associations among the variables deemed rel-
evant to the problem situation” which may be identified through the litera-
ture survey as well as experience and intuition (Sekaran, 2003, p.97). On
that basis the theoretical framework underlying the present work can be
described as follows:

The results of the critical evaluation of the literature have revealed a number
of dependent variables that may affect key employee retention. The author
has defined five different categories or dimensions to which any of the
dependent variables can be allocated. The first dimension is the under-
standing of the importance of the human factor for M& A success. The
second dimension refers to how employees perceive large-scale changes
that result from the implementation of M & A transactions. The third di-
mension comprises external factors that may influence the preparation and
implementation of M & A transactions. The fourth dimension covers inter-
nal measures that are designed with a particular view of key employee
retention. The fifth dimension, finally, refers to the question of identifying
those employees who are key and need to be retained.

2.10.2 The conceptual research framework

Based on the critical evaluation of the literature and his own experience
the author would expect the following interrelations of these five dimen-
sions:

First, it may be expected that there is a two-way relationship between the
importance of the human factor for M & A success and the identification
of key employees. As key employee loyalty can positively influence the out-
come of the entire M & A transaction it is important that the real key peo-
ple will be identified. On the other hand, the transaction goals will provide
insight to the question of what types of people will be required and will,
thus, positively influence key employee identification.

Second, it is theorized that there is a one-way relationship between external
factors and perception of major changes by key employees, and that ex-
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ternal factors that influence the preparation and implementation of M & A
transactions will influence perception of the transaction by the employees.
On the other hand, perception of major changes by employees will not af-
fect the external factors.

Third, it is expected that there is an interrelation between perception of
changes by employees and the internal measures that are designed for key
employee retention. This is expected to be a two-way relationship as both
dimensions can influence each other.

Fourth, it is theorized that in respect of the external factors and key employee
identification a one-way relationship exists. External factors and restric-
tions are expected to influence key employee identification. On the other
hand, key employee identification will not influence the external factors.

Fifth, it is expected that there is a one-way relationship between the internal
measures and key employee identification. Efficient internal processes may
increase success of key employee identification, while it is not expected
that key employee identification will influence the internal measures.
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The conceptual framework can be shown in the following schematic dia-
gram:

Figure 2.1: The Conceptual Research Model
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2.11 Summary

In this chapter two the theoretical background for the research has been
provided. On the basis of the literature reviewed and the author’s experience
and expectations a conceptual research model of factors influencing key
employee retention has been developed.

In a next step, primary data shall be analyzed with the aim of assessing
whether and to what extent the theoretical model will be proven. To this
end qualitative data has been gathered by means of one-on-one interviews
as will be explained in chapter 3. After careful evaluation and analysis of
the data collected a validated research model of factors influencing key
employee retention will be developed in chapter 4.
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Chapter Three —
Research Design and Methodology

3.1 Introduction

In the preceding chapter the author has presented the results of the review
of the existing literature dealing with employee retention and issues related
to M & A transactions. In addition, on the basis of the critical evaluation of
the literature a conceptual research model has been developed. In a next
step, the primary data based on real-life experiences that has been col-
lected shall be presented.

In particular, in this chapter the author will describe and present (i) the
methodology used for gathering real-life data, (ii) the research design, i.e.
how the research has been conducted, (iii) the methods chosen for analyz-
ing the data, (iv) how reliability and validity have been managed and, finally,
(v) a brief outline of the methodological weaknesses and how they have
been dealt with.

3.2 Methodology

The present work is about finding out “how people react, work, live and
manage their daily lives” (White, 2000, p.28) during M & A transactions.
That is why the author has decided to apply qualitative research techniques
using a non-numerical, verbal approach where the results will be descrip-
tive. This approach has shown to be appropriate as every M & A transaction
has its own characteristics; different organizations are concerned that are
led by and employ different individuals that all have distinct and unique
skills, abilities, traits and expertise. The author has been looking for and
has actually obtained in-depth information relating to key employee re-
tention in M & A transactions that is based on practical experience of the
respondents in different real-life settings.

33 Research design

3.3.1 Preparation

In-depth interviews have been used to do the research. The interviews have
been individual and structured. The author has used the same list of prede-
termined questions for each interview. The questions have been asked to
and responded by respondents personally (Sekaran, 2003, p.227).
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The author has selected 12 respondents who are decision makers in dif-
ferent organizations in the services industry and technology sector, both
within and outside Switzerland. This selection has been made as know-how,
personal experience, personal relationships and, thus, employee retention
may be expected to play an important role for the success of such organiza-
tions, in particular in the context of M & A transactions. Since many serv-
ices and technology industries and businesses have become international,
if not global, the author has elected to focus not only on organizations that
have their operations in Switzerland, but also on organizations that are
operating outside Switzerland and/or on an international basis. The re-
spondents have been selected on the basis that they were involved several
times and were holding relevant managerial roles in M & A transactions;
they played a decisive role in such transactions and were either acting for a
directly concerned party (such as the seller, buyer or target) and/or as exter-
nal advisors (such as investment bankers or business consultants). The au-
thor has selected the respondents on the basis that he had business contacts
to the organizations they were working for and as he knew and/or had been
made aware that the participants had gained in-depth experience in M & A
transactions. The interviews proved that all respondents have actually been
in a position to provide valuable primary data on the subject matter.

As mentioned above, the author has asked the same set of questions to all
respondents. The questionnaire provided some closed questions which the
respondents could either answer with “yes” or “no” or with other clear
attributes (such as questions about success of the transaction and about
demographics/personal background). However, most of the questions have
been open such as to allow the respondents to report about their observa-
tions and feelings in their own words. Different types of questions have been
asked, including information about background, behavior and opinions as
suggested by White (2000) for qualitative research (White, 2000, p.31).

The interview questions have been designed in a way that practical, in-
depth information about factors affecting key employee retention could
be gathered which would allow to prove or disprove the conceptual model
developed based on the critical evaluation of the literature and to answer
the research questions.
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3.3.2  Conduct of the interviews

The author has conducted all interviews in one-on-one sessions, either by
meeting the respondents in person or talking to them over the phone. At
the beginning of the interviews confidentiality issues have been discussed
and most respondents have expressed their wish that their organization
and their personal identities would be kept confidential. Most of the inter-
views lasted for about 60 to 90 minutes. The author has taken notes dur-
ing the interviews and has transformed such notes into detailed minutes
after the interviews. Given that the author had worked in the past as court
clerk and had been, in such capacity, also responsible for taking minutes of
court hearings he has valuable practical experience for this type of work.
For this reason as well as in order to avoid any bias no tape recordings
have been taken. It is acknowledged that tape recordings may bias the
respondents’ answers as they know that their voices are being recorded
and they may fear that “their anonymity is not preserved in full” (Sekaran,
2003, p.231). The author has asked the questions in a neutral manner so as
to further reduce risk of bias. In particular, he has refrained from asking
“loaded” questions that would contain the author’s own views and/or inap-
propriate suggestions (Sekaran, 2003, p.230).

The author has conducted the interviews during a period from early Feb-
ruary 2009 until mid May 2009. The interview dates had to be spread over
more than three and a half months due to the heavy workload of the inter-
viewees and due to their difficulties to make themselves available for the
interviews.

34 Method of data analysis

Data analysis is a key task in every qualitative research exercise, but there
is no standard format for such analysis (Eisenhardt, 2002, p. 17). Data
analysis methods need, thus, be chosen in the light of the particularities of
the relevant research. Data analysis in this paper has started with carefully
reading through all questionnaire responses and noting any ideas that may
have emerged from or have been contained in the responses. In doing so,
all responses have been read through several times and the ideas have been
given a certain code. To the extent an idea could be allocated to the vari-
ables identified in the conceptual research model, the same codes have
been used for any such idea. If any idea could not be allocated to any
other dimensions or variables identified in the conceptual research model
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a new code has been created for each such new variable (White, 2000,
p. 108). When writing-up the ideas and allocating them to certain dimen-
sions or variables the author has also been inspired by certain concepts of
the Interpretative Phenomenological Analysis (IPA) approach (Langridge,
2007; Eatough & Smith, 2006). When preparing the writing-up of the
ideas, the author has added a left-hand as well as a right-hand column to
the questionnaire responses. While re-reading the responses, ideas and
comments have first been noted in the left-hand columns. In a next step,
when going through the responses and the ideas contained in the left-hand
columns again, the author has tested whether certain dimensions or vari-
ables would emerge and has, in the affirmative, allocated the ideas to a
specific variable or dimension. To this end, the name and/or code of the
relevant variable has been noted in the right-hand columns (Langridge,
2007, p. 111). The author has analyzed all other interviews in the same way.
When analyzing the interviews the author has paid particular attention to
not mix the participants’ responses and the author’s own interpretations
(Eatough & Smith, 2006, p.487).

In a third step, the themes or variables that had been identified have been
noted separately (Langridge, 2007, p. 111) and in a fourth step the author has
produced a table which shows each variable in a coherent order (Langridge,
2007, p. 111).

The above steps have been repeated for all questionnaires, and on that basis
the validated research model (Figure 4.2 below) could be developed. As
both, the conceptual research model (shown in Figure 2.1) and the validated
research model (shown in Figure 4.2) have followed the same structure
and have used the same terminology in respect of the relevant dimensions
and variables, they have allowed for comparison between the two models
and to clearly identify similarities and/or gaps between the literature re-
view results and the interview findings.

In order to provide a close context between the author’s write up and the
participants’ responses the presentation of the results in the following chap-
ters will be differentiating between repeating the participants’ responses
and interpretation by the author (Eatough & Smith, 2006, p.488).
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3.5  Validity

In general terms, validity means that the research design fully addresses
the research questions and objectives that the author wishes to achieve
(White, 2000, p.25). Based on the results of the critical evaluation of the
literature it may be said that the relevant factors of key employee retention
have been sufficiently covered in the research. Further, the participants’
feedback confirmed that the questionnaire covered all relevant aspects of
key employee retention in an M & A context so that it may be concluded
that the research design really addresses the research questions and the
objectives of the present work.

More specifically, validity is an essential topic for every qualitative research
project, although we may usually not expect to find true conclusions in the
sense that there is always only one valid answer to a specific question:
“Validity is not a commodity that can be purchased with techniques ...
Rather, validity is like integrity, character, and quality, to be assessed rela-
tive to purposes and circumstances” (Brinberg & McGrath, 1985 cited in
Maxwell, 2002, p.39). When doing qualitative research the researcher
should be aiming at analyzing and considering the particularities of each
setting investigated and try to understand why what happened under those
conditions; in light of the importance of the individual settings it is, thus,
suggested that “understanding is a more fundamental concept for qualita-
tive research than validity” (Maxwell, 2002, p. 39) and that, because valid-
ity is relative to purposes and circumstances, “data in themselves cannot
be valid or invalid; what is at issue are the inferences drawn from them”
(Hammersley & Atkinson, 1983 cited in Maxwell, 2002, p.42).

Against this background the author has addressed the issue of validity
by considering three different concepts as suggested by Maxwell (2002).
First, validity has been addressed as a matter of the so-called descriptive
validity. Descriptive validity means that what the researcher reports about
a respondent’s statements is correct and accurately reflects what has been
said (Maxwell, 2002, p.45). Descriptive validity is, in other words, about
ensuring that the respondent’s feedback is accurately reported; it is not
about interpreting the feedback or generalizing the findings. In order to
ensure descriptive validity the author has taken written notes during the
interview sessions and has produced minutes about each interview that he
had conducted (Sekaran, 2003, p.231).
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Another theme of validity is interpretative validity which means that the
participants’ accounts shall provide what they have meant and shall be
“grounded in the language of the people studied and rely as much as pos-
sible on their own words and concepts”; interpretative validity is, thus,
“inherently a matter of inferences from the words ... of the participants”
and are never a matter of direct access, but rather a matter of the construc-
tion by the researcher on the basis of the participants’ responses (Maxwell,
2002, p.49). Any such interpretations of the participants’ responses have
been included into the left-hand columns of the questionnaire results table
as described in the data analysis chapter above.

Thirdly, validity is a matter of theoretical validity (Maxwell, 2002, p.50).
Theoretical validity suggests that the accounts of a participant function “as
an explanation, as well as a description or interpretation, of the phenom-
ena” and may be used to explain a theory of some phenomenon (Maxwell,
2002, p.51). The author has addressed the matter of theoretical validity by
construing the respondents’ answers on the basis of the contextual frame-
work of each other respondent and by then referring the answers to certain
variables.

3.6 Reliability

According to White (2000), reliability “is about consistency and research,
and whether another researcher could use your design and obtain similar
findings”, which will however not mean that their interpretation and con-
clusions must be the same (White, 2000, p.25). Maxwell (2002) suggests
that reliability is as a particular threat to descriptive validity rather than a
distinct issue, and reliability may be achieved by accurate recording (Max-
well, 2002, p.48). And Sekaran (2003) suggests that reliability is a matter
of consistency and stability and indicates the extent to which the research
is without bias (Sekaran, 2003, p.203).

The results of the interviews show that the questions raised have been an-
swered and appropriately cover the issues of key employee retention in
M & A transactions. The questions are appropriate to prove and disprove
what has been said in the literature so far in relation to the subject matter.
Further, the interviewees have been carefully selected from different serv-
ices and technology organizations in Western countries. This is appropri-
ate given that the services and technology industries act internationally.
All respondents have vast experience in and in-depth knowledge of M & A
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transactions implementation and employee retention issues. The questions
have been raised in an unbiased way and the answers have been carefully
noted. For these reasons, the research could be reproduced by any other
researcher under a similar methodology and is, thus, considered reliable.

3.7 Methodological weaknesses

There are some weaknesses in the methodology of the present research.
First, certain limitations may exist with regard to generalization of the
research results. The respondents participating in the study is a limited
number of twelve people who provided their own, subjective views on the
subject matters. That is why one must be cautious in generalizing the re-
sults, particularly with respect to other businesses than those covered in
this study and to other parts of the world where different cultures may exist.
Such limitations or uncertainties are, however, in line with what is be-
ing discussed in the literature. There once can find differing views as to
whether or not qualitative research will allow for generalization, specifically
generalization of the results to other communities, groups or institutions
than those that formed the subject of the studies (Maxwell, 2002, pp.53-54).
For this reason, some qualitative researchers even entirely reject gen-
eralization as a goal of qualitative research: “The interpretivist rejects
generalization as a goal ... For the interpretivist every instance of social
interaction ... represents a slice from the life world that is proper subject
matter for interpretive inquiry ... Every topic ... must be seen as carrying
its own logic, sense of order, structure, and meaning” (Denzin, 1983 cited
in Schofield, 2002, p.173). Other writers, however, suggest that gener-
alization is possible also in qualitative research situations, particularly if
generalization is “thought of as a matter of the ‘fit” between the situation
studied and others to which one might be interested in applying the con-
cepts and conclusions of that study” (Schofield, 2002, p. 198).

Another limitation results from the topic chosen. The interviews have shown
that M & A success rates and employee retention issues are highly sensi-
tive and confidential matters and people are generally very cautious when
they talk about such transactions and their results.

Finally, it must be noted that the research has been made on the basis of
a top-down approach in the sense that the author has talked to managers/
decision makers rather than employees concerned. It has not been possible
to talk to employees for reasons of confidentiality.
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Despite these weaknesses, the research results are considered valid and reli-
able as various measures have been applied to ensure validity and reliabil-
ity. First, the questions that have been investigated relate to a specific and
relatively narrow topic (key employee retention in M & A transactions)
which has some basic characteristics that are inherent to every transaction
of this kind. The questions asked to the participants proved to compre-
hensively cover the topic and the answers provided have been, to a large
extent, consistent. The answers have been carefully noted and analyzed
to ensure validity of the data. Moreover, the results do, to a large extent,
confirm the conceptual research model developed on the basis of a critical
evaluation of a considerable number of contemporary academic papers
about similar or comparable topics. Second, the author has agreed with the
participants that confidentiality would be maintained. This allowed the
participants to speak freely about the transactions in which they had been
involved, in particular about the results achieved and difficulties encoun-
tered. This notwithstanding, confidentiality reasons have prevented the au-
thor from interviewing employees, so that the research has focused on the
views of management. Talking to employees and considering their views
is something that may be the subject of future research. However, in light
of the measures described above, not talking to employees is not consid-
ered to put at stake validity and reliability of the research results presented
in this study.

3.8 Summary

In this chapter the author has presented the research design, the data analy-
sis methods, the tools used to ensure validity and reliability as well as meth-
odological weaknesses of the research and how these have been mitigated.
Qualitative methodology has been used for the research. In-depth, indi-
vidual interviews have been conducted in one-on-one sessions either in
person or over the phone. The author has carefully noted the participants’
responses in order to maintain their richness. The data analysis method ap-
plied has enabled the author to identify various dimensions or variables
forming the basis for developing a validated model. The methods applied
have further allowed to ensure validity of the results and to appropriately
address and mitigate the methodological weaknesses. The following chap-
ter four will present and discuss the results of the research.
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Chapter Four — Results and Discussion

4.1 Introduction

This chapter four presents the primary data that the author has collected
through the interviews and that he has analyzed as described in chapter
three. It further provides the discussion of the results. The results will be
presented following the sequence of the literature review in chapter two
and discuss the results in relation to (i) the importance of the human factor
for M & A success, (ii) perception of major changes by employees, (iii) ex-
ternal factors influencing M & A preparation and implementation, (iv) in-
ternal measures for employee retention and (v) the issue of key employee
identification. At the end of this chapter four the validated research model
will be developed and the differences to the conceptual research model will
be presented.

4.2 Importance of the human factor for M & A success

In respect of importance of the human factor for M & A success the research
results are widely in line with what is discussed in the literature. The results,
however, differ from the literature with respect to two dimensions: (i) high
failure rates in M & A, and (ii) the risk of underestimation of the impor-
tance of key employee retention. Apart from these two discrepancies the
research results largely confirm what is said in the existing literature in
respect of the importance of the human factor for M & A success. This will
be discussed in more detail below:

4.2.1 Definition of mergers and acquisition transactions

All respondents have confirmed that M & A transactions include acquisi-
tions (which can be described as the acquiring of the sole control over all
or a part of an undertaking or organization) as well as mergers (where an
organization is absorbed by another organization or where two or more
organizations combine to become a single, newly created organization). In
addition, some respondents have mentioned specific transactions that they
also deem as M & A transactions, i. . privatisations of formerly public or-
ganizations and the forming of joint venture companies. In general, how-
ever, the research results clearly confirm that M & A transactions usually
comprise acquisitions in the sense of the purchase by one company of the
shares of another company or of the purchase by one company of all or
part of the assets of another company, as well as mergers in the sense of
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combinations of two or more formerly independent organizations (Van
Bael & Bellis, 2005, p. 747/748; Bauen & Bernet, 2007, p.284).

4.2.2  Economic importance of M & A transactions

The research results confirm economic importance of M & A transactions.
While only four respondents have mentioned to having directly been in-
volved in large scale transactions in the range of several hundreds millions
or some billions of US Dollars, the other respondents have been involved
in smaller-scale transactions, but have not denied economic importance
of M & A transactions. The results, thus, confirm that M & A transactions
play an important economic role as suggested by various academic writer
such as Kiessling & Harvey (2006) and Appelbaum et al. (2007b).

4.2.3  High failure rates in M & A

Only one respondent clearly indicated that the M & A transactions in which
he was involved have failed to reach their intended goals. Four other re-
spondents have reported that the transactions have partly failed, while sev-
en respondents suggested that in their cases the transactions were success-
ful. Most respondents have, thus, come to the conclusion that the transac-
tions in which they were involved have not failed.

Interestingly, these results are contradicting the literature where it is sug-
gested that large numbers of M & A transactions fail. According to Amiot,
Terry & Callan (2007), the failure rate is between 60—70% (Amiot, Terry &
Callan, 2007, p. 557), while according to Schraeder & Self (2003) between
55-70% of M&A transactions fail (Schraeder & Self, 2003, p.511).
Bryson (2003) estimates the failure rate to be between 50—80 % (Bryson,
2003, p. 14). This discrepancy may be explained by the fact that it is usu-
ally rather difficult to actually measure success of M & A transactions and
that, thus, there may be differing views as to whether or not a particular
transaction has really been a success. Further, the author takes the view that
there is a certain likelihood that people that have been directly involved in
M & A transactions may assess the outcome in a more subjective way and
may tend to consider the results more positively than they actually are.
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4.2.4 Key function of the human factor in M & A

transactions and employee retention as key human

factor for M & A transaction success
The research results show large support for the notion that the human
factor plays a key function in M & A transactions as well as that employee
retention is one of the most important human factors that may contrib-
ute to M & A transaction success as suggested in the literature. While
Kiessling & Harvey, for instance, contend that the human factor is key for
ensuring successful M&A implementation (Kiessling & Harvey, 2006,
p-1307), Crouch & Wirth (1989) point out that retention or loyalty of key em-
ployees will positively influence success of an M & A transaction (Crouch &
Wirth, 1989, p.4).

10 out of 12 respondents have expressly supported the importance of the
human element as general success factor in M & A transactions, while 11
of 12 have expressly suggested that employee retention plays an important
role for transaction success. Respondent D.G., for instance, has referred
to the consulting business saying that the “consulting business is a people
business” and that, therefore, it is a primary topic to retain the key people
post-closing. Respondent S.P.has concluded that given the importance of
key employees for post-merger success organizations need to ensure that
they are and remain “locked-in”.

4.2.5 Transaction goals

In the literature various transaction goals are discussed and Buono (2003),
for instance, makes a distinction between hard synergies and soft synergies
and contends that organizations should focus on both types of transaction-
al goals (Buono, 2003, p.94). The research results confirm that goals of
M & A transactions are not only hard in the sense that certain revenue and/
or saving goals should be achieved, but rather that also soft factors should
count, such as the transfer of know-how. The research results, however, go
further in that 10 respondents have pointed out that there is a direct link
between the strategic goals of an M & A transaction and the need for key
employee retention. Strategic goals that require post-closing key employee
retention include, according to the respondents, (i) the buying-in of know-
how and (ii) the buying-in of people with the aim of ensuring that the
acquiring organization does not need to make the relevant developments
by itself. According to these respondents, where such transaction goals are
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at stake, there is a need to keep key employees post-closing. The results,
thus, confirm that transaction goals may directly trigger the need for key
employee retention.

4.2.6  Risk of underestimating importance of key employee retention
According to Buono (2003), in many cases organizations fail to retain key
people because they too strongly focus on short term success and, thus,
underestimate the human factor (Buono, 2003, p.93). Interestingly, none
of the respondents has concluded that there may be a risk of underestimat-
ing the need for retaining key employees in M & A transactions, and most
respondents have confirmed that key employee retention has been a partic-
ular topic in the transactions in which they were involved. The responses
obtained reveal, in other words, that key employee retention is seen as an
important factor for post-closing success.

However, the responses obtained also allow to conclude that despite the
fact that key employee retention is seen as important for M & A transaction
success, organizations may tend to not put enough emphasis on imple-
menting effective and efficient employee retention measures. It may fur-
ther be concluded that key employee retention may be less successful than
desired not because of underestimating the importance of key employee
retention for M & A success, but rather because of not efficiently crafting
and implementing concrete measures that may improve post-closing key
employee loyalty.

4.2.7 M&A success measurement

The results indicate that organizations do actually measure success of M & A
transactions. 11 respondents have stated that they would measure transac-
tion success, while only one respondent has suggested that it is practically
impossible to reliably assess success of an M & A transaction. However,
there was little agreement as to how success can be measured. This is in
line with the findings of Zollo & Meier (2008) who contend that “there
is little or no agreement...on how to measure acquisition performance”
(Zollo & Meier, 2008, p.55).

Some respondents have put more emphasis on hard factors, such as com-
paring the actual post-closing financial results after a certain period of
time with the forecast figures provided in the transaction business plan.
Respondent G. P. has provided the most straightforward measure. As his
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organization is a private equity company that buys companies with the aim
of re-selling them after a certain period of time, their measure is a simple
subtraction of the purchase price (plus costs incurred) from the sales price.
Another group of respondents has stressed that soft factors are relevant
to assess M & A transaction success, such as increased brand recognition
among the (potential) customers, increased applications by job applicants
as well as increased market shares.

In sum, the results confirm that there is little common understanding as to
how to measure M & A success and that different criteria may be considered
depending on the particular circumstances.

4.2.8 Employee retention as M & A success measure

Some of the respondents have suggested that key employee retention is
itself a measure for M & A transaction success (or failure). One respondent
has explained that in a specific transaction retention of employees had
been measured. In that particular case more than 50 % of the key people
had left after a certain period of time post-closing, and this fact has been
considered as proof for transaction failure. This is in line with the findings
of Zollo & Meier (2008) who suggest that key employee retention may
be a determinant for transaction success measurement (Zollo & Meier,
2008, p.56 and p.64) and those of Galpin & Herndon (2008) for whom
key employee departure is a clear symptom for weak M & A implementa-
tion (Galpin & Herndon, 2008, p. 8). The research results, thus, imply that
key employee retention may be seen as an indicator for successful M & A
integration.

4.2.9 Measurement of retention success

Although most respondents have confirmed that they had been successful
in retaining key employees, respondents have not provided much informa-
tion about how organizations measure employee retention success. Only
respondents A. L. and J. J. have pointed out that in the M & A transaction
in which they were involved the acquirer has actually measured retention
success. Respondent J.J. has further pointed out that in their case the suc-
cess rate was exceeding 98 %.

The results are in line with the results of the literature evaluation where not
much can be found about how to measure retention success. This leads to
the interesting conclusion that despite the fact that organizations do con-
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sider employee retention as an important factor and may even implement
various measures that shall ensure employee loyalty they usually do not
really measure how successful they have been in retaining the key employ-
ees. In the author’s view this is clearly a topic which would deserve much
more attention. If organizations find out how successful (or not) they have
been in retaining key employees they can draw important conclusions for
future transactions and can improve their measures if they have been weak
in retaining employees in the previous transaction.

4.3 Perception of major changes by employees

Also in respect of perception of major changes by employees there are
large similarities between what is being said in the literature and the re-
sults of the research. There is, however, one very important difference: the
importance of the commitment of the workforce of the acquiring entity.
In respect of the other factors, however, the conceptual and the validated
research model are congruent as will be shown below:

4.3.1 M&A transactions are major change situations

The conceptual model suggests that M & A transactions cause major orga-
nizational change situations. This is supported by the literature where, for in-
stance, Cornett-DeVito & Friedman (1995) suggest that in case of M & A trans-
actions major organizational changes occur (Cornett-DeVito & Friedman,
1995, p.46) and where Nikandrou, Papalexandris & Bourantas (2000) sug-
gest that M & A transactions are among the “most traumatic types of organi-
zational change” (Nikandrou, Papalexandris & Bourantas, 2000, p.335).

None of the respondents has expressly disproved this notion, although only
one respondent has expressly referred to this concept and mentioned that
such major changes can cause concerns. The results, thus, confirm that
M & A transactions can entail major organizational change situations.

4.3.2  Fear, distrust and other negative emotions

A vast majority of the respondents has suggested that M & A transactions
will create fears, distrust and other negative emotions among the employ-
ees of the target organization. The negative reactions or emotions that have
been mentioned include fear from loss of responsibilities and loss of pride
due to such loss of responsibilities. Respondent A. L., for instance, has
stressed that such change situations are seen as “ego things”, meaning that
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the top executives concerned may loose responsibilities and importance
and, thus, may feel debased.

The results confirm the results of the literature review. According to academ-
ic writers fear, distrust and other negative emotions often result following
the announcement of an M & A transaction. According to Schraeder & Self
(2003), employees are afraid of layoffs, loss of identity and reputation
(Schrader & Self, 2003, p. 514) which is, in essence, what respondent A. L.
has described as “ego thing”. A number of other academic writers have
investigated what kind of negative emotions M & A transactions can cause,
such as Seo & Hill (2005), Somers & Bird (1990) and Hoare & Cartwright
(1997). The research results, thus, confirm the above findings and, further,
indicate a high awareness among managers of this issue.

4.3.3  Resistance among the target workforce

Respondents have largely confirmed the notion that M & A transactions may
create resistance among the members of the target firm. This has been con-
sidered as a general and serious issue in M & A transactions. Also in this
respect previous literature has been confirmed where it is suggested that
resistance against the change will be mostly present among the acquired
employees (Somers & Bird, 1990, p.38 and p.41). Resistance to change
among the target workforce is, thus, a serious issue that must be addressed
in order to ensure M & A success as well as post-closing key employee loy-
alty.

4.3.4 Commitment / Positive perception among target workforce

Respondents, however, have not only pointed out that acquired employ-
ees may react with fear and distrust. They have also suggested that based
on the particular circumstances target employees may also recognize new
opportunities within the new organization and, thus, would welcome the
change and be committed to the transaction goals. In other words, the
results suggest that resistance against the change may be avoided or over-
come if the acquirer is able to demonstrate that the employees may have
new, challenging opportunities within the new group. The research confirms
the results of the literature review. Academic writers have suggested that
acquired employees may be committed to the transaction (and even more
committed than the acquiring employees) if they see attractive new per-
sonal perspectives (Panchal & Cartwright, 2001, p.428). Showing attrac-
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tive new personal perspectives is, thus, a powerful variable that may posi-
tively influence employee loyalty.

4.3.5 Perceived ease of movement / Economic climate

According to Kim & Lee (2007) perceived ease of movement is a factor
that may negatively affect key employee loyalty (Kim & Lee, 2007, p.230).
Interestingly, only two respondents have put emphasis on the concept of
ease of movement, and both respondents have considered this concept from
the perspective of the current economic climate. According to these re-
spondents, if the climate is bad, as it is in many sectors and many countries
of the world in the year 2009, people will be much less inclined to feel
that they could easily change jobs and leave the company, even if a major
change is announced and causes fear and other negative emotions. It is,
thus, appropriate to consider the economic climate as an additional exter-
nal factor that may influence key employees’ decision to stay or to depart.
Although the respondents have not put much emphasis on the concept of
perceived ease of movement, the author considers this to be an important
factor that can negatively influence key employee loyalty. It seems to be
logical that if an employee has serious concerns about his/her own future
because of an M & A transaction he/she will be more tempted to depart
if he/she believes to easily find an attractive alternative employer. If the
economic situation is poor employees may usually see much less attractive
alternatives.

4.3.6 Commitment among own workforce

While in the literature emphasis is put on how the workforce of the target
organization perceives and reacts in major change situations, respondents
have pointed out that it is equally important to focus on the own employ-
ees. The research results reveal, in other words, that the employees of the
own, acquiring organization may be equally afraid of the uncertainties that
an M &A transaction may create. Respondent J.J,. for instance, has sug-
gested that in M & A situations management will have much less time to
take care of the own workforce and that, therefore, these employees may
feel neglected and afraid about what the future would bring to their own
jobs. According to him this is one of the “mostly overlooked issue” in
M & A transactions. Focusing on the own workforce is, thus, an additional
factor that may positively influence retention of the own key people and,

53



thus, M & A transaction success. Focus on the own workforce is, thus, an
additional variable that can positively influence employee retention.

4.4 External factors influencing M & A
preparation and implementation

In respect of external factors that may influence M & A preparation and
implementation the research results and what can be concluded from the
literature are widely similar too. The research has, however, revealed that
there are two additional important external factors that may affect M & A
preparation and implementation and, thus, employee retention: the economic
climate and differences between employment terms and payment schemes
of the acquiring and the acquired entity. Apart from these two variables the
research results confirm what is being said in the literature and provided in
the conceptual model.

4.4.1 Legal restrictions to M & A processes

The conceptual model suggests that M & A transactions are subject to vari-
ous legal restrictions, particularly for confidentiality reasons and under an
antitrust as well as stock exchange law perspective (Wish, 2001, p.766;
Tschéni, 2003, p.46; Bauen & Bernet, 2007, p. 324). The primary data large-
ly confirms these results. Only one respondent has pointed out that such
legal restrictions have not been applicable in the cases where he was in-
volved. This was, however, due to the specifics of the particular transaction
(small scale transaction where negotiations took place with the owners of
the organization that needed to be retained post-closing) and cannot be
seen as a general challenge of this notion. All other respondents have ex-
pressly confirmed that preparation and implementation of the transactions
were subject to legal restrictions and that such restrictions may have nega-
tively influenced the organizations’ abilities to take care of the employee
retention matter.

4.4.2  Lifecycles of M & A transactions

All participants have further confirmed that for operational and legal rea-
sons M & A transactions extend over a certain period of time and are handled
through various phases. The major phases have been confirmed to be pre-
signing, pre-closing and post-closing or integration, respectively.
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4.4.3 Legal restrictions and ambiguity

Also in respect of the concept that legal restrictions that apply during pre-
closing phases of M & A transactions may create an atmosphere of ambi-
guity, i.e. that the “rumor mill will swing into full tilt” (Thach & Nyman,
2001, p. 146), the results of the literature review have been confirmed.
Respondents have particularly confirmed that employees may be afraid of
loosing their positions or of other negative consequences because of the
limitations that prevent the parties from openly communicate during the
pre-closing phases of the transactions. Ambiguities that may result because
of legal restrictions applicable to the pre-closing stages of the transaction
are, thus, an important factor that can negatively affect employee loyalty.

4.4.4 Cultural differences

In the literature it is widely acknowledged that culture fit is an important
factor for M & A and retention success. According to Appelbaum et al.
(2007b) cultural incompatibility may be “the single largest cause” for em-
ployee departure and conflicts in M & A transactions (Appelbaum, 2007b,
p- 193), and Cusella (2000) contends that in case cultures do not fit the out-
comes of the transaction can be seriously harmed (Cusella, 2000, p. 669).

The research results confirm that cultural differences play a role not only
in respect of M & A transaction success, in general, but also and in respect
of key employee retention success, in particular. Respondent D. G, for in-
stance, has stressed that a (potential) “clash of cultures” must be carefully
addressed pre- as well as post-closing, while respondent B. S. has pointed
out that a “good culture fit” will increase likelihood of retention success.
Cultural differences must, thus, be seen as variables that can significantly
and negatively affect post-merger employee loyalty.

4.4.5 Threats to retention success

The literature review has revealed that retention success can be harmed if
the wrong people remain or people remain that are pursuing own, personal
goals instead of taking care of the goals and interests of the organiza-
tion and its shareholders. According to the findings of Wulf (2004), for
instance, there is a real risk that “target CEOs trade power for premium”
in order to protect their own personal interests rather than defending the
organization’s and its shareholders’ interests (Wulf, 2004, p.96). On this
basis it has been theorized that, more generally, retention success can be
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negatively influenced if external interests, i.e. interests that are not congru-
ent to the target’s and/or acquirer’s interests, are pursued. While this notion
has not been disproved, only two respondents have expressly mentioned
that such egoistic external factors may create a threat to retention suc-
cess. Respondent C.F. who is working for a private bank institution has ex-
plained that the phase between signing and closing is particularly critical
and that there has usually been a risk that competitors would try to benefit
from existing uncertainties and would try to poach the target organiza-
tion’s best employees. Respondent B. P. has pointed out that in such phases
of uncertainties key employees may be tempted to try to negotiate bet-
ter employment terms and may decide to leave if they are not successful.
External factors where certain parties pursue own egoistic goals may, thus,
have a serious negative influence on post-closing retention.

4.4.6  Economic climate

As has been explained above, two respondents have identified the current
economic climate as a specific external factor that may affect employee
retention. If the climate is bad employees will be much less inclined to
leave the organization even if a major change is announced and causes fear
and other negative emotions. On the other hand, if the economic climate
is favorable key employees may much faster decide to leave if they do not
perceive the transaction and the outcome that may result as attractive. The
evaluation of the literature has not identified the economic climate as a sepa-
rate variable that may positively (or negatively) affect employee loyalty.

Although the research results suggest that key employees may be less in-
clined to leave under weak economic situations, the author takes the view
that managers should not over-estimate this factor in the long-run as it
seems obvious that those employees that do not consider the personal per-
spectives to be attractive will seriously consider to depart as soon as the
economic environment starts to improve.

4.4.7 Differences in employment terms

In addition to what is being discussed in the literature and reflected in the
conceptual model, a majority of the respondents has suggested that dif-
ferences in employment terms and, in particular, payment schemes may
negatively affect retention success. It has been confirmed that such dif-
ferences often exist between acquiring and acquired or between merging
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organizations. According to respondent J. J., for instance, this is “the single
most overlooked issue” and he strongly suggests to explain to the work-
force of both organizations that and why such differences exist. He further
suggests that organizations should try to eliminate these differences over
time, but they must also accept that in certain cases some of these differ-
ences will remain. This fact should be openly addressed and explained so
that the employees understand and are better prepared to accept it.

The research results, thus, suggest that differences in employment terms and
payment schemes may negatively affect employee loyalty and that open
communication of such differences and an attempt to eliminate them over
time will mitigate their negative affects.

4.5 Internal measures designed for key employee retention

The research has revealed the largest differences to the literature review
results and the conceptual research model in respect of the internal measures
that are designed with a view of key employee retention and that can influ-
ence key employees’ decision to stay or to depart.

The respondents have, on the one hand, not confirmed importance of one
particular measure (reduction of workload) and have, on the other hand,
identified a number of additional internal factors that may influence key
employees’ decision to stay or to depart. These factors include: (i) early
identification of key employees, (ii) use of an employee retention owner,
(ii1) conduct of retention or HR due diligence, (iv) recognition of employ-
ee retention as a specific transaction cost factor, (v) application of the pri-
vate equity model, (vi) equal treatment of the employees, (vii) being open,
(viii) communication with the own employees, (ix) face-to-face commu-
nication, (x) focus on own people (xi) linking the purchase price under
the transaction agreement to retention success and (xii) imposing of non-
compete obligations on key employees. These additional factors can be
allocated to the three sub-categories (i) process related internal measures,
(i1) employee related internal measures, and (iii) transactional measures.
The latter has been developed on the basis of the research results and has
not yet been identified in the conceptual model.
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A. Internal process related measures

4.5.1 Creation of personal perspectives

The research results clearly confirm the importance of attractive new op-
portunities within an attractive new environment for employee retention
as suggested by various academic writes such as Millward & Kyriakidou
(2004) and Stum (2001). All respondents have pointed out that attractive
personal perspectives will heavily influence key employees’ decision to
stay. According to respondent S. P., for instance, “disillusionment” is a ma-
jor threat if there will be a “shift in job perspectives” that the key employ-
ees will not consider “sexy”. Under such conditions there is an increased
risk that key employees will decide to depart. On the other hand, another
respondent has explained that promotions and new job offers will make it
attractive to remain and may, thus, increase key employee retention.

4.5.2  Crafting of implementation measures

The primary data further confirms that applying appropriate implementa-
tion measures and ensuring smooth integration will increase likelihood of
a successful transaction integration and, thus, of employee retention. Seven
out of 12 respondents have expressly suggested that smooth integration
will increase likelihood of success. The research results, thus, confirm
what is said in the literature by Chanmugam et al. (2005) and suggest that
efficient M & A implementation has a positive effect on employee loyalty.

4.5.3  Reduction of workload

While Chanmugam et al. (2005) suggest that there is a risk of managers
being imposed to too heavy workloads post-closing (Chanmugam et al.,
2005, p.46), none of the respondents has considered that key employees
may be exposed to unsustainable workloads due to the implementation
of M&A transactions. Although some respondents have confirmed that
effective M & A implementation requires that efficient implementation
measures are applied and change managers are appointed that are com-
mitted to the transaction and to its implementation, respondents have not
seen the threat that as a result of the transaction the workload would reach
unsupportable levels.

One respondent has pointed out that the new roles which some key peo-
ple may hold post-closing may cause them to leave as they may consider
such new role as too demanding. This is, however, not directly linked to
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the workload during M & A implementation, but rather to the longer-term
post-closing period.

Nonetheless, it seems to be logical that M & A implementation will create
additional workload as employees entrusted with the implementation will
usually have to deal with their normal day-to-day activities and, in addi-
tion, with transaction implementation. But as respondents have not men-
tioned workload as a specific issue the author concludes that the issue of
workload is recognized in practice and appropriately dealt with.

4.5.4 Speedy integration

Respondents have confirmed that speedy integration is an appropriate meas-
ure to reduce concerns among employees and to reduce risk of their depar-
ture. The quicker M & A transactions can be implemented the more con-
venient the concerned employees will feel. The research, thus, confirms the
views of Bert, MacDonald & Herd (2003) who suggest that M & A transac-
tions must be implemented quickly (Bert, MacDonald & Herd, 2003, p.42)
and the theory that slow integration may entail frustration and cause key
people to leave.

4.5.5 Early identification of key employees

A majority of the respondents has stressed that early identification of key
employees and, thus, starting to deal with employee retention issues early
in the transaction process is important. Respondent B.S., for instance, has
confirmed that key employee retention should, and does usually, start early
in the process pre-signing. According to the results, key employees are usu-
ally first identified by the sellers in the negotiation phase and, in a next
step, the acquirer will follow-up on this issue during the pre-signing due
diligence exercise. According to respondent D. G., identification of key peo-
ple must start as early as possible in order to ensure that the required meas-
ures can be designed and implemented on time. The research results, thus,
reveal that early identification of key employees is a variable that, although
not identified in the literature, can positively influence employee loyalty.

4.5.6 Role of the retention owner

Some respondents have suggested that allocating specific responsibilities
regarding key employee retention to one (or several) person(s), the so-called
employee retention owner(s), would positively affect key employees’ per-
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ception of the transaction and their decision to stay. This notion has, how-
ever, neither been supported by the other respondents, nor is it recognized
in the literature. This notwithstanding, the author takes the view that this
measure may have a positive affect on key employee loyalty as it is like-
ly that employees will welcome the employers’ efforts to make available
dedicated persons whose primary function is to focus on the employees
affected by the transaction and take care of their concerns and feelings.

4.5.7 Retention / HR due diligence

Respondent D. G. has suggested to carry out a specific retention/HR due
diligence in the pre-signing and/or pre-closing phase of the transaction. He
holds that key employee retention must start very early in the transaction
process and, very importantly, the due diligence report must also provide
a section about key employees and HR issues. None of the other respond-
ents has suggested the same concept. In the author’s view, however, this
may be an excellent tool to ensure that the right people are identified as key
and contacted as early as possible in the transactions. Conducting an HR
due diligence pre-signing, thus, seems highly recommendable.

4.5.8 Identifying employee retention as a cost factor

Respondents C.F. and G.D. have stressed that employee retention measures
are an important cost factor which must be known early in the transaction
process and must be reflected in the transaction business plan. Making
these costs transparent will not only enable the acquirer to accurately assess
the real total transaction costs, but may also lead, if required, to changing
and adapting the retention measures that shall be offered to the employees.
This variable is not reflected in the conceptual model, but in the author’s
view the respondents’ suggestions make perfectly sense. If retention costs
are early identified and budgeted the parties can determine which meas-
ures shall and/or can be implemented and what others, even if they could
have a positive effect, may not. If this is handled properly, the acquirer will
not only be in a better position to assess the real transaction costs, but there
will also be no or less frictions post-closing in case problems occur with
regard to the financing of the retention schemes.
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B. Internal employee related measures

4.5.9 Incentive pays

Incentive pays are seen in the literature as appropriate measures to main-
tain or increase customer loyalty (Sigler, 1999, p.3). This has been unani-
mously approved by the respondents. All respondents have pointed out that
monetary rewards, such as cash-based bonus payments and/or higher sala-
ries, as well as equity-based reward programs, such as stock option plans,
will help to keep key employees on board. Some of the respondents have
stressed the importance of locking-in key employees long-term and have,
thus, favored equity-based rewards, such as stock options, over short-term
cash-bonuses, while others have put more emphasis on cash-based incen-
tives. In any case, importance of incentive pays has been confirmed.

4.5.10 The private equity model

The research has revealed importance of a specific factor which is not spe-
cifically addressed in the literature. Two respondents have highlighted a
specific incentive model which they call the private equity model. Such
private equity model is, according to these respondents, particularly relevant
in cases where the acquirer is a financial investor and does not intend to
become, post-closing, involved in the daily operation of the acquired organi-
zation. Instead, the acquirer will install a management team that shall be
responsible for running the acquired organization post-closing. To make
such structure attractive to the new managers the acquirer will grant them
the right to acquire a minority stake in the target. Under such concept the
managers will not only feel motivated because they are now also owners
of the organization, but they will also see financial benefits in the long run.
Should the financial investor decide to exit, the managers will also benefit
as the shares of the target will either be sold by means of a trade sale or by
listing the shares on the stock exchange by way of an initial public offer-
ing (IPO). For respondent G. P. this is the most effective monetary measure
to retain key employees. These arguments seem convincing and, thus, the
private equity model is a further variable that is to be included into the
validated model.

4.5.11 Equal treatment
Another factor which is not identified in the conceptual model but has
been identified by the respondents is equal treatment. A majority of the
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respondents has emphasized that equal treatment among key employees
is highly important. It has been confirmed that when two organizations
come together significant differences may exist between the employment
conditions that are applicable in these organizations. The respondents have
suggested that such differences should be eliminated over time, to the larg-
est extent possible, as otherwise frictions may entail employee departure.
It has further been said that equal treatment is also necessary in respect
of incentive programs that are specifically designed for key employees.
Further, respondents have pointed out that it will be equally necessary to
ensure that where an organization performs several M & A transactions the
retention programs should be comparable. If there are significant differ-
ences employees may feel badly treated and leave. In the author’s view equal
treatment in the sense described in the foregoing is actually a useful tool to
avoid frustration and, thus, employee departure.

4.5.12 Limitations to incentives pay / Money as quick fix

Respondents have largely confirmed that incentive pays will not solve eve-
rything and there are limitations related to monetary measures. Respondent
A.L., for instance, has pointed out that while money plays an important
role, it “doesn’t do the trick” in the long-run. Respondent D. G. has sug-
gested that money can operate as a “short time helper” to keep people
aboard in the short-run, but that other measures will have to be applied to
secure long-term retention. This is fully in line with the study results of
Hannay & Northam (2000) who contend that money may often be used
as a “quick fix” to solve retention issues in the short run, but that in the
longer term other factors, such as personal perspectives, are important
(Hannay & Northam, 2000, p.71).

4.5.13 The right to speak up

There has been no disagreement with the notion that the employees should
have the right to speak up if M & A transactions occur so that they can open-
ly address their concerns and fears. The research results, thus, confirm
what is said in the literature (e.g. Spencer, 1986, p.498) and provided in the
conceptual model.

4.5.14 Creation of trust
Likewise, the respondents have agreed that creating an atmosphere of
trust will positively influence key employee retention. Respondent W.S.,
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for instance, has suggested that change managers should be transparent
and trustworthy, while respondent J.J. has stressed that change managers
should build up trust among the target workforce as well as among the
own workforce. This is in line with the conceptual model and the views of
van Vuuren & Elving (2008) and Nikandrou, Papalexandris & Bourantas
(2000).

4.5.15 Sensemaking

The research results and the conceptual model as well as the literature (e.g.
van Vuuren & Elving, 2008) are also congruent in respect of importance
of sensemaking. All respondents have confirmed that sensemaking is an
important tool to gain trust among the affected workforce. There has be an
unanimous view that the parties should explain to the affected employees
what the change will mean to their work, their job roles, and their status.
The better the employees can understand the rationale and effects of the
transaction the higher the likelihood that they will stay.

4.5.16 Communication

The respondents have also unanimously confirmed that effective commu-
nication is an important tool for implementing M & A transactions and for
minimizing the negative impacts on the atmosphere among the affected
employees. Effective communication has been seen as a tool that can cre-
ate positive emotions towards the transaction and positively influence key
employee retention. According to respondent J.J., for instance, communica-
tion has “top priority” and according to respondent H.J., communication
can be used as a tool to reduce negative emotions. These results confirm
what is said in the literature, such as by Bert, MacDonald & Herd (2003),
who suggest that communication is one of the key drivers for successful
implementation of M & A transactions (Bert, MacDonald & Herd, 2003,
p.47).

4.5.17 Being open

Two respondents have suggested a particular measure which is not expressly
dealt with in the conceptual model. It can be seen as a specific dimension
to effective communication, but shall be discussed as a separate variable.
Respondents H.J. and W.S. have explained that it is very important to be
open and to openly communicate towards the affected employees. This
will include that all information available (including bad news) be com-
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municated at once. Such openness will be well taken by the employees af-
fected and may significantly increase credibility even if bad news is com-
municated.

4.5.18 Communication with own people

Communication with own people is also a factor that is not reflected in
the conceptual model but has been expressly identified in the research.
According to respondents J.J. and B.S., it is highly important to focus
communication not only on the target’s employees, but equally on the own
employees as they may be exposed to the same negative emotions as the
employees of the target organization. While literature seems to primarily
focus on the acquired employees the research suggests that organizations
will have to put equal emphasis on the own workforce. In the author’s view
this would be an appropriate measure.

4.5.19 Handling of emotions

Respondents have not disagreed with the concept of handling of emo-
tions as an important factor for employee retention. Two respondents have
expressly suggested that emotions should be handled carefully and that
M&A integration is more than just an intellectual exercise. The results,
thus, confirm the conceptual model and the findings of Thach & Nyman
(2001) who suggest that M & A implementation managers should carefully
handle the “emotional fallout” caused by M & A announcement and take
time to talk with employees also about emotions (Thach & Nyman, 2001,
p. 147).

4.5.20 Frequent and open communication

Respondents have largely confirmed that increasing the number of staff
meetings and other communication measures will influence employee
retention. Respondent B. S., for instance, has suggested that post-closing
management should “talk down the transaction at a much greater fre-
quency”, and respondent A. L. has pointed out that it is very important to
“communicate regularly and in a consistent manner”. The research results
confirm what is said in the literature, e. g. the findings of Thach & Nyman
(2001), who suggest that leaders will have to significantly increase the
number of staff meetings to inform the employees about the transaction
(Thach & Nyman, 2001, p. 148).
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4.5.21 Face-to-face communication

While academic writers largely suggest that efficient communication is
key for M & A success (Cornett-DeVito & Friedman, 1995, p.54; Bert,
MacDonald & Herd, 2003, p.47; Appelbaum et al., 2000, p.682; and
Papadakis, 2005, p.248), respondents have, more specifically, suggested
that face-to-face communication will have the most relevant influence on
key employees. Such face-to-face communication includes face-to-face
meetings in groups as well as one-on-one sessions. According to respond-
ent H.J., for instance, communication that takes place through various
channels, such as town hall meetings and Q&A sessions as well as through
face-to-face meetings is very effective. Respondent J. J. has stressed that
“cold communication” (i.e. without face-to-face meetings) would be “too
risky”, particularly “in multinational transactions where language problems
can occur”. The research results, thus, suggest that M & A managers will
have to put specific emphasis on extensive face-to-face communication to
convey the relevant messages.

4.5.22 The role of empathy

The respondents have confirmed that being empathic is an important fac-
tor in respect of key employee retention. The concept of being empathic
is closely linked to the handling of emotions. While the latter is more
focused on the employees’ side, the notion of being empathic refers to the
change managers that are responsible for M & A integration. Respondent
C.F. suggests that “soft factors” need to be considered and that this concept
is often overlooked, while respondent A. L. nicely describes this concept
by saying that managers should “try to win the minds and hearts of the
people”. This is in line with the literature where Appelbaum et al. (2000)
suggest that management will have to be empathic towards the affected
employees (Appelbaum et al., 2000, p. 682).

4.5.23 Cultural integration

The majority of the respondents has recognized importance of cultural
differences and have emphasized the importance of leadership for effec-
tively handling such cultural differences. Respondent B.S., for instance,
has pointed out that it is very important to identify, in the early stages
of the transaction, possible cultural differences and to handle them prop-
erly as such differences may jeopardize the outcome of the transaction.
Respondent D. G. has suggested that in respect of employee loyalty it is

65



highly important to identify, take care off and effectively manage cultural
differences. The results confirm the views of Schraeder, Tears & Jordan,
(2005) who suggest that successful implementation will also depend on
how successful managers can integrate the different corporate cultures
(Schraeder, Tears & Jordan, 2005, p.497).

4.5.24 Focus on own employees

The literature review results do not identify importance of focusing on
own employees. The research results, however, reveal that focus on the
own workforce is a factor that may significantly influence key employees’
reactions. This concept is closely related to the notion that communica-
tion should also focus on the own employees (and not only on the target’s
workforce), but it is wider in scope as it includes further measures, such
as the offering of specific incentives and/or job opportunities not only to
the acquired, but also to the acquiring employees. Respondent A. L. has
explained that there is a tendency in M & A transactions to focus merely on
the target’s employees and to overlook and neglect those who are considered
save and are, thus, expected to remain with the acquirer. This may, how-
ever, be dangerous as those who feel neglected or even unequally treated
may decide to depart. The same has been confirmed by respondent J.J.
who explains that focus must always be on the employees of both sides.
In the author’s view these arguments are sound and he also contends that
it will be equally important for M & A managers to not only focus on the
employees of the target, but also on the own people.

C. Transactional measures

The research results reveal that there is a third category of internal factors,
i.e. transactional factors, that are relevant in respect of how key employees
react in M&A transactions. Such transactional factors are not identified
in the conceptual model. The responses obtained from participants reveal,
however, that the measures linking purchase price payment to retention
success as well as the imposing of non-compete obligations may positively
influence employee loyalty:

4.5.25 Linking purchase price payment to retention success

A number of respondents has suggested that contractual provisions under
the transaction agreement according to which payment of a portion of the
purchase price will be deferred and linked to retention success will posi-
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tively influence key employee retention. Although such provisions will
not contractually bind the key employees, they will motivate the sellers to
take care of the target’s employees and employee retention. Given that the
purchase price will be paid in full only if a certain retention success is
achieved the sellers will feel more committed to take care of the employ-
ees as long as they are in charge of the target organization Respondent
B. P, for instance, has explained that if the sellers take more responsibility
for retention this will have a positive effect on the employees concerned.
Likewise, respondent H.J. has pointed out that retaining a certain part of
the purchase price may motivate the sellers to care of the employees and
that, as a result, the employees will be positively influenced. Based on the
author’s own experience this measure may actually have a positive effect
on employee retention.

4.5.26 Imposing of non-compete obligations

Respondent H.J. has further explained that where key employees will sign
new employment contracts and specific non-compete obligations are agreed,
employees will be more committed to stay. If non-compete obligations are
agreed it will be more difficult for key employees to depart as they will be
limited in their choice of the new employer. In the author’s view and based
on his own experience non-compete obligations may influence employees’
decision, indeed. Such measures would, however, not be fully voluntary
on the employees’ side and in case of a breach of this obligation prac-
tical problems with regard to enforcement of the obligation may arise.
Notwithstanding these limitations, the author also concludes that non-
compete obligations may be an efficient measure to positively influence
employee loyalty.

4.6 Key Employee Identification

4.6.1 Top level executives as key employees

It is widely acknowledged in the literature that top level managers are key
employees (Kiessling & Harvey, 2006, p. 1308; Cartwright & Cooper, 1993,
p.8; and Bergh, 2001, p.616). The respondents have nearly unanimously
confirmed this notion. They have, however, also pointed out that other em-
ployees may also be key for post-merger success and identification of key
employees will depend on the particular circumstances of the case. This is
explained in more detail below:
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4.6.2 Operational and technical people as key employees

The respondents have expressed a nearly unanimous view that, depending
on the particularities of the case, employees on the next levels down the
hierarchy may also be key for post-merger success and may even be more
important than top level executives.

While respondent G. P. has stressed that in transactions where the “private
equity model” is applied focus should be on the top level executives that
shall form the post-closing management team, many other respondents
have suggested that key employees will be found on lower levels and will
comprise those employees that have the relevant operational and/or techni-
cal expertise. The results reveal that where, for instance, customer contacts
and/or specific product know-how is important it will be more important
for post-merger success to focus on the operational employees, rather than
on top level people. Respondent B. P. has, e. g., explained that in many cases
the relevant management know-how and capacity was already available on
the buyer’s side, but that the acquirer was heavily dependent on the techni-
cal know-how of the acquired employees. Based on the research results
one may conclude that managers attempting to identify key employees that
must be retained post-closing should carefully analyze the organization
and job functions and not only focus on the top level hierarchy.

4.7 Learning points summary
The research results and the main learning points in respect of key em-
ployee influence factors can be summarized in the following Figure 4.1:
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Figure 4.1: Learning Points Summary Table

Dimension

Comments

Learning Points Summary

A. Importance
of the human
factor for M&A
success

This section focused on
basic concepts of M &A
and the relevance of key
people loyalty for post-
merger success.

* High M & A failure rates reported
in the literature is arguable.

* Human factor/key employee
retention can positively influence
transaction success.

* Although importance of key

employee retention is recognized,

organizations tend to not put
enough emphasis on crafting and
implementing retention measures.

Key employee retention success

can be seen as evidence for M & A

success.

B. Perception of
major changes

This section evaluated
whether/why it is relevant

M & A transaction announcement
may create fear, distrust and other

tors that are difficult to
control for managers.

by employees how employees perceive negative emotions.
change resulting from * Fear and distrust may occur not
M & A and how this may only among target, but also among
influence key employee own employees.
loyalty. * Fear and distrust may create
resistance and jeopardize trans-
action success.

* Perceived ease of movement
may increase risk of employee
departure.

C. External These questions focused * Legal restrictions may limit
factors influenc- | on conditions that the acquiring/merging organizations
ing M&A prep- | organizations’ external in their efforts to deal with
aration and world imposes on the retention issues.
implementation | organizations and on fac- * M & A announcement may in-

crease risk of key employees being
poached and/or willing to trade
improved employment conditions
for loyalty.
* The economic climate may have
a significant negative effect on
employee loyalty.
Differences in employment terms
of acquiring/acquired or between
merging organizations may nega-
tively affect employee retention.
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D. Internal
measures
designed for
key employee
retention

This section focused

on measures that managers
can influence and which
may positively influence
employee loyalty.

* Such measures may relate to the
structure of the M & A process,
the employees and the transaction
conditions.

» Key employees should be identi-
fied early in the process and reten-
tion costs should be budgeted/
recognized as transaction costs.

* Speedy/efficient implementation
may positively influence retention
rates.

* Monetary incentives may motivate
in the short-run, but long-term
loyalty requires attractive job
perspectives.

* Soft factors, such as equal treat-
ment, creation of trust, being
emotional/emphatic will have a
positive impact.

* Open, frequent and timely
communication is important.

* Own employees are equally
important as target employees.

* Contractual provisions may
positively affect loyalty.

E. Key employee
identification

This section evaluates what
types of employees are
really key for post-merger
success.

» Key employee identification
depends on particularities of each
transaction.

* Top level executives are often key
and to be retained.

* Depending on actual conditions
lower-level people with specific
operational or technical know-how
and/or relevant customer contacts
are equally or more important.
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4.8 Development of the validated research model

On the basis of the conceptual research model and the research results the
validated research model can be developed and the following conclusions
can be drawn:

1. There is a two-way relationship between the importance of the human fac-
tor for M & A success and the identification of the key employees that shall
be retained. As key employee retention can positively influence the outcome
of the entire M & A transaction it is of utmost importance that the real key
people will be identified, i.e. those employees that will actually be able to
positively contribute to post-closing success. On the other hand, the transac-
tion goals will provide insight to the question of what kind of people will be
required and will, thus, influence key employee identification. The validated
research model, thus confirms the conceptual research model. However, the
two variables high failures rates in M & A as well as risk of underestimation
of importance of key employee retention are unsubstantiated.

2. There is a one-way relationship between external factors and perception
of major changes by key employees. External factors that influence the prep-
aration and implementation of M & A transactions will influence perception
of the transaction by the employees. If, for instance, rumors emerge but
the organizations are prevented from detailed communication due to legal
restrictions, the employees concerned may feel afraid or exposed to other
negative emotions. Or, if the economic climate is favorable the employees
concerned may be less concerned as they may have alternatives (or, if the
economic climate is bad, they may be even more concerned). On the other
hand, perception of major changes by employees will not affect the exter-
nal factors. The validated research model confirms the conceptual research
model also in this respect. It has been found, however, that commitment of
the own workforce is a further important variable that is not identified in the
conceptual model.

3. There is a two-way relationship between perception of changes by em-
ployees and the internal measures that are designed for key employee re-
tention. Both dimensions can influence each other. The internal factors,
such as, for instance, frequent communication and sensemaking, may heav-
ily influence perception of the change by the employees. On the other hand,
if fear or mistrust among the employees is strong, managers may design
the internal measures appropriately so as to reduce fear and mistrust. The
validated research model confirms the conceptual research model also in re-

71



spect of this interrelation. The validated research model, however, does not
confirm importance of the variable reduction of workload, and identifies a
number of further variables and internal measures that affect key employee
loyalty. These factors include (i) early identification of key employees, (ii)
role of employee retention owner, (iii) retention/HR due diligence, (iv) re-
tention as a cost factor, (v) the private equity model, (vi) equal treatment,
(vii) being open, (viii) communication with own people, (ix) face-to-face
communication, (x) focus on own people, (xi) linking purchase price pay-
ment to retention success, and (xii) imposing of non-compete obligations.

4. A two-way relationship exists between the external factors and key em-
ployee identification. For instance, the legal restrictions may influence key
employee identification, and, on the other hand, key employee identification
may lead to poaching by competitors as various respondents suggest. The
validated research model, thus, goes further than the conceptual research
model and shows that there is a two-way relationship between these two
dimensions. Moreover, the validated research model provides that key
employees are not only top level people (as suggested in the theoretical
model), but may also be found on the next lower hierarchy levels.

5. There is a two-way relationship between the internal measures and key
employee identification. If, for example, the acquirer conducts a reten-
tion/HR due diligence at an early stage of the transaction, he may be in a
better position to identify key people. On the other hand, the number and
type of key employees identified will influence the internal measures, such
as the offering of incentive pays and/or new job roles as has been sug-
gested by the respondents. The validated research model, thus, adapts the
conceptual research model also in this respect and provides that there is
a two-way relationship between these two dimensions.

The validated research model is summarized in Figure 4.2 below. It shows,
on the one hand, how the various dimensions are interrelated and, on the
other hand, it summarizes all variables that have been identified on the ba-
sis of the critical evaluation of the literature as well as on the basis of the
research results. Where the literature and the primary data is congruent,
the respective factors are written in normal letters. Where the research does
not confirm the variables identified on the basis of the literature review, the
factors are written in italics. And those factors that are not considered in
the literature but identified in the research are written in bold.
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Figure 4.2: The Validated Research Model

/A Importance of the Human Factor for M&A Success \
* Al Definition of MEA
« A2 Economic Importance of M&A
* A3 High Falures Rates in M&A
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* AB Transaction Goals
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- A8 MEA Success Measurement
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4.9 Summary

This chapter four has outlined the variables influencing key employee loy-
alty that have been identified by the respondents. It has further discussed
the research results in the light of the critical evaluation of the literature
as well as the conceptual research model. It has culminated in the learning
points summary table as well as in the development of the validated research
model. In the following chapter five the conclusions of the present study as
well as some specific recommendations to management shall be presented.
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Chapter Five — Conclusions
and Recommendations

5.1 Introduction

In this chapter six the author will provide a brief summary of the study’s
findings and discuss the implications of the study for management. Further,
this chapter will provide a brief discussion of the weaknesses of the research
as well as opportunities for future research. This will be followed by a brief
overall summary of the study.

5.2 Summary of the findings

The purpose of this work has been to describe the factors that may contrib-
ute to the key employees’ decision to remain with the current employer or
to depart when an M & A transaction takes place. The study has also sought
explanation as to what managers can do to avoid key employee departure
under such circumstances. To this end, the following main question has
been investigated:

What factors influence key employees in their decision to stay with the em-
ployer or to depart when a M & A transaction occurs?

This investigation has resulted in exploring the following sub-questions:
To what extent are key employees relevant for success of a mergers and
acquisition transaction? How do employees perceive major change situa-
tions resulting from a merger and acquisition transaction? How do exter-
nal factors influence key employee retention or departure, respectively?
How do internal factors influence key employee retention or departure,
respectively? How can leaders identify key employees? What can leaders
do to retain key employees in M & A transactions?

Except in respect of the last sub-question, comprehensive answers have
been provided in the above chapters. The extensive review of the literature
as well as the research have provided detailed insight into the factors that
may affect key employees’ decisions and have allowed to develop theoreti-
cal as well as a practical model and to answer the research questions. The
results have shown that the questions and the responses thereto are impor-
tant for the understanding of the those factors that influence key employ-
ees’ decisions to stay or depart when an M & A transaction takes place.
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The results have revealed that five dimensions are relevant for key emplo-
yee retention: The first dimension is the understanding of the importance
of the human factor for M & A success. The second dimension refers to
how employees perceive large-scale changes that result from the imple-
mentation of M & A transactions. The third dimension comprises external
factors that may influence the preparation and implementation of M & A
transactions; these factors are external in the sense that they cannot be
influenced by the parties to a transaction, but which are rather imposed
on them by the legal and/or economic environment. The fourth dimen-
sion covers internal measures that are designed with a particular view of
key employee retention; these measures may be designed by the acquirer,
by the target or by both organizations. The fifth dimension, finally, re-
fers to the important question of who is a key employee that needs to
be retained and that shall be the subject of specific internal measures, that
shall be protected against negative implications from external factors and
whose perception of the change resulting from the M & A transaction shall
be as positive as possible.

These five dimensions and their interplay are depicted in the diagram con-
tained in Figure 4.2. The arrows provided in Figure 4.2 indicate which
dimension influence what other dimension.

5.3 Implications for management

The last research sub-question is: What can managers do to retain key em-
ployees in M & A transactions? While all other research questions have
been comprehensively answered in the above chapters of this work, this
sub-question still requires a specific response. With a view of providing an
answer to this question all participants have been asked at the end of the in-
terviews to consider the following two questions: “What kind of measures
that have been taken in the transaction(s) in which you have been involved
would you recommend to other parties?”” and “What kind of further meas-
ures would you consider and possibly implement in a future transaction?”

Responses to these questions have been consistent with what can be con-
cluded from the respondents’ answers to the other interview questions about
factors that may influence key employees’ decision to stay or to depart.
However, these two questions have been asked with the aim of specifically
finding out what managers should do to maximize key employee retention
success and what the respondents would recommend to others. The fol-
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lowing ten measures have obtained the largest support by the respondents
and are considered to be the ten most relevant implications for manage-
ment:

1. Pay incentives: The results reveal that it is highly efficient to offer mon-
etary incentive packages to the key employees. Such packages may have a
short-term focus providing cash bonus payments and/or a longer term fo-
cus offering equity-based incentives, such as e. g. stock options. Managers
should ensure that the different programs are designed and kept simple so
that they can be administered efficiently. Further, managers should aim at
linking the paying-out of the cash-bonuses and the exercise of stock options
or other equity-based incentives to actual performance.

2. Create personal perspectives: The study has further shown that manag-
ers should provide attractive future job roles and personal perspectives in
order to keep key employees on board. This will include empowerment of
key employees as well as allowing for entrepreneurship. Creating attractive
future perspectives may also include crafting and explaining a clear vision
about the goals and organization of the future employer.

3. Communicate properly: Managers should acknowledge that the role of
communication cannot be over-estimated. They should start communicating
about the transaction as early as possible in the M & A process, and they should
communicate as much information as they can and are allowed to under the
applicable legal conditions. When choosing the communication channels to
be used managers should not rely on cold-communication only, but rather
also communicate face-to-face. Very importantly, managers should not for-
get their own employees and always ensure that the communication proc-
esses are not focusing on the target workforce only.

4. Explain the deal: The research has also revealed that managers should
invest sufficient time to properly and openly explain why the transaction
takes place. In doing so managers should not only focus on hard facts, but
also on soft factors and should, thus, try to win the hearts and minds of
the employees. Employees should further have the right and possibility to
speak-up, ask questions and raise concerns, and managers should care-
fully listen to what employees say and consider what they feel. Managers
should, in other words, treat their employees with respect and take their
concerns seriously.
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5. Ensure retention of the right people: Another implication is that manag-
ers must ensure to retain the “right” people, i. e. those people that are actu-
ally key for post-closing success. This may require M & A managers to focus
on top level employees. Depending on the particularities of the transaction
this may, however, also require that they focus on lower-level people who
have the required operational and/or technical knowledge and expertise or
who have the relevant customer contacts.

6. Start key employee retention early: The process of identifying key em-
ployees should start early in the transaction process, preferably prior to sign-
ing. To this end managers should arrange for a specific retention/HR due
diligence. If the key employees and the retention measures are identified
early in the transaction process managers will be in a position to consider
employee retention as a transaction cost factor and, thus, developing an
accurate transaction business case. Managers must, however, also accept
that in the early stages of an M & A transaction they may be limited by legal
restrictions.

7. Ensure equal treatment: Managers should pay attention that employees
are treated equally. This will require that they ensure consistency of the
retention measures within the group and within the various M & A trans-
actions that may occur within a group. This may further require to explain
to employees differences of employment terms of the acquiring and the
acquired organization, to the extent such differences exist, and to remove
such differences over time. Very importantly, managers should never for-
get to consider their own employees, i. e. the acquiring employees, too.

8. Accept limitations of incentive pays: As one respondent has stated:
“money doesn’t do the trick”. Managers must accept that financial measures
have only a limited effect on retention success. Money may serve as a quick
fix and short time helper to keep key employees on board in the short
run, particularly in the critical phase that follows closing of the deal. But
managers should not expect monetary measures to secure long-term reten-
tion success. For this reason, managers will have to particularly avoid that
employees take the money and run away as soon as the retention period
has lapsed.

9. Implement the change efficiently: The research has also revealed that
“the proofis in the pudding”, i. e. that the transaction must be efficiently
implemented and that such implementation will influence key employee
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retention. Managers should, in particular, avoid disruption between the
various phases of the transaction as well as smooth handing over from one
stage to the next. Efficient implementation will require careful planning
and execution as well as allocation of sufficient resources.

10. Manage cultural differences: Finally, managers should put emphasis
on cultural differences. They should try to identify and diagnose cultural
differences as early as possible. Managers should further accept such dif-
ferences and not attempt to suppress them. However, they should define
a vision about a joined culture and develop the appropriate measures to
actually get there.

54 Summary of implications

The ten most relevant implications for management can be summarized in
Figure 5.1 as follows:
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Figure 5.1: Summary of Implications

1. Pay Incentives

* Offer short-term cash-bonus and/or
* Offer long-term equity-based incentives (e. g. stock options)
* Keep the incentive program simple
* Link the incentives to performance and create realistic goals

2. Create Personal
Perspectives

* Provide attractive future job roles

* Empower key employees

* Allow entrepreneurship

* Define a clear vision about the future organisation

3. Communicate

» Communicate as early as possible

Process Early

Properly » Communicate as much as you can and you are allowed to
» Communicate face-to-face
» Communicate also to own people
4. Explain the * Explain why the transaction takes place
Deal * Try to win the hearts and minds of people
* Let the employees speak-up
* Listen to what people say and consider what they feel
5. Ensure * Focus on top level employees
Retention of the | * Focus also on lower level employees, as appropriate
Right people * Focus also on own employees
* Understand how key employees work, think, feel
6. Start the * Try to identify key employees prior to signing
Key Employee * Conduct HR due diligence
Retention * Accept and handle restrictions properly

* Identify and consider key employee retention as transaction
cost factor

Limitations of
Incentive Pays

7. Ensure Equal * Treat key employees equally
Treatment * Ensure consistency within group
* Explain and remove differences in employment terms for
acquiring and acquired employees
* Do not forget own employees
8. Accept * Money doesn’t do the trick

* Accept money as a quick fix
» Don’t expect money to secure long-term retention
* Avoid people taking the money and running away

9. Implement

* The proof is in the pudding

the Change * Avoid disruption between the different transaction phases
Efficiently * Plan and integrate carefully
* Allocate sufficient resources
10. Manage * Put emphasis on cultural differences
Cultural * Try to diagnose cultural differences early
Differences * Accept cultural differences

* Define vision about a joined culture and how to get there
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5.5 Weaknesses of the research

As has been explained in more detail in chapter three, there are some
weaknesses in the present research. The population that has been used for
the study consists of twelve respondents who have provided their own, sub-
jective views on the subject matters. This may particularly put some limits
on generalizing the results with respect to other businesses than those cov-
ered in this study and to other parts of the world where different cultures
may exist. A further limitation may result from the topic that has been
chosen for this study. The interviews have revealed that M & A transaction
results, particularly in respect of employee retention, are highly sensitive
and confidential matters and people have proved to be very cautious when
talking about such transactions and their results. Finally, the research has
focused on managers/decision makers and not on employees that have
been affected by M & A transactions and retention issues. The reason for
this limitation is that it has not been possible for the author to talk to em-
ployees because of confidentiality concerns.

Despite these weaknesses, the research results are considered valid and
reliable as appropriate measures have been applied to ensure validity and
reliability as described in more detail in chapter three above.

5.6 Future research

Future research that could be conducted would include involving employ-
ees that have been involved in M & A transactions, that have been key for
transaction success and have possibly been the subject to retention meas-
ures. This would widen the perspective of the research participants and al-
low for a view bottom up, i.e. considering how key employees perceive what
is going on and how they are treated by management of both, the acquired
and the acquiring organization.

Another dimension of future research could be to focus on further indus-
tries than the services and technology industries. This could provide inter-
esting insight into the question whether employees are also a key factor for
M & A success in other markets and whether key employee retention plays
a key role in such industries too.

5.7 Summary
This study has provided comprehensive answers to the main research ques-
tion and the sub-questions. On the basis of this research several practical
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implications for management could have been developed and presented.
The research has contained some weaknesses which are inherent to quali-
tative research. This notwithstanding, rich primary data has been collected,
analyzed and linked to the existing literature. The research data has proved
to be appropriate to explore the research questions. Further research can
be undertaken to reduce the weaknesses of the present study and, in par-
ticular, to consider and reflect the key employees’ views as well as to in-
vestigate the subject matter in further industries.

This paper can provide insight to managers into factors that influence key
employees in their decision to stay or to depart when an M & A transac-
tion takes place as well as to what measures they can develop to influence
such decision making by the key employees.
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