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ABSTRACT

The current understanding of when and how knowledge transfer leads to cross-border acquisition (CBA)
success is still limited. The aims of the paper are to provide new insights into the factors that facilitate or
impede knowledge transfer, and to examine the impact of knowledge transfer on CBA performance. The
data were gathered via a cross-sectional survey using a questionnaire on a sample of UK firms that had
acquired North American and European firms. The findings indicate that knowledge transfer and
employee retention have positive influence on CBA performance. In addition, organizational culture
differences have a negative influence on CBA performance, but also mediate the relationship between
knowledge transfer and CBA performance. No direct or mediating effect of national cultural distance has
been found on knowledge transfer and CBA performance. One of the important contributions of the
present paper is the development of a conceptual framework incorporating the mediating effect of
national cultural distance, organizational culture differences, and employee retention on knowledge
transfer and acquisition performance. Moreover, we have tested the two distinct types of knowledge
transfer namely knowledge transfer in the functional area and knowledge transfer in the general
management area, thus making a contribution to the existing literature on knowledge transfer in CBAs.

© 2014 Elsevier Ltd. All rights reserved.

1. Introduction

The exploration of cross-cultural differences in merger and
acquisition (M&A) has yielded inconsistent and perplexing
findings (Gomes, Angwin, Weber, & Tarba, 2013; Gomes, Weber,
Brown, & Tarba, 2011; Teerikangas & Very, 2006; Weber & Tarba,
2012; Weber, Tarba, & Reichel, 2009, 2011). Several studies
conducted in the last two decades show that cultural differences
have a negative effect on M&A performance, but other studies have
explicitly indicated that cross-cultural differences affect both
negatively and positively M&A performance (e.g., Ahammad &
Glaister, 2011a, 2011b; Reus & Lamont, 2009; Sarala & Vaara, 2010;
Slangen, 2006; Vaara, Sarala, Stahl, & Bjérkman, 2012; Weber, Tarba,
& Rozen Bachar, 2011; Weber, Tarba, Stahl, & Rozen Bachar, 2012).
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Strategy researchers have begun to examine knowledge
transfer processes during acquisition implementation. Previous
studies have delineated several mechanisms facilitating knowl-
edge transfer, such as social community (Bresman, Birkinshaw, &
Nobel, 1999, 2010), culture and socialization as a learning strategy
(Zander & Zander, 2010), and dominant logic perspective (Verbeke,
2010). However, the current understanding of when and how
knowledge transfer leads to CBA success is limited.

The objectives of the present study are to pinpoint the role that
knowledge transfer plays in cross-border acquisition performance,
and to elucidate the impact of employee retention, national
cultural distance, and organizational culture differences on
knowledge transfer and acquisition performance. Furthermore,
our study aims to shed light on the factors that facilitate or hamper
knowledge transfer. In this way, we intend to develop a better
understanding of the parameters that make the knowledge
transfer process successful in the context of the cross-border
mergers and acquisitions thus contributing to better understand-
ing of added value creation process and synergy realization in
international M&A.
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We begin by reviewing the literature on knowledge transfer,
national cultural distance and organizational (corporate) culture
differences, and employee retention in M&A, and to develop our
hypotheses. Next, we explain the research design and method
adopted for the study. Finally, we present and discuss the results of
the study and conclude with its theoretical and managerial
implications.

2. Literature review and hypotheses
2.1. Knowledge transfer in M&GA

Knowledge transfer is critically important for value creation,
both for the acquirer and for the target of a cross-border M&A
(Birkinshaw, Bresman, & Hakanson, 2002; Sarala, Junni, Cooper, &
Tarba, 2014). According to Ranft and Lord (2002), knowledge
transfer, that is, the acquisition and utilization of new sets of
knowledge-based resources, is one of the primary objectives of
mergers and acquisitions, and plays a significant role in the
process of synergy realization in acquisitions (Junni, 2011).
Previous studies have delineated several mechanisms facilitating
knowledge transfer, such as social community (Bresman et al.,
1999, 2010), culture and socialization as a learning strategy
(Zander & Zander, 2010), and dominant logic perspective
(Verbeke, 2010).

Knowledge-based view of firms as knowledge generators and
integrators (Grant, 1996; Kogut & Zander, 1992). The ability of a
firm to create value hinges largely on sets of intangible,
knowledge-based resources (Leonard, 1998; Nonaka, 1994). Firms
can achieve higher than average performance if they have
relatively idiosyncratic and non-substitutable organizational
knowledge that can be used for added value creation (Almor,
Tarba, & Benjamini, 2009; Junni & Sarala, 2011, 2012; Ranft, 2006).
Although knowledge is highly valuable and it may help the focal
organization achieve competitive advantage, gaining knowledge
by virtue of cross-border acquisition is a challenging task, and
consequently the process can result in as many problems as
benefits (Junni, Sarala, & Vaara, 2013; Lakshman, 2011; Oberg &
Tarba, 2013; Ranft, 2006).

As indicated by Nelson and Winter (1982), explicit knowledge
can be articulated, codified, and accessed by means of verbal
communication and written documents. A firm can access new
knowledge by acquiring it (Ahuja & Katila, 2001) or by grafting the
knowledge of other firms onto their own (Huber, 1991). For
instance, Zou and Ghauri (2008) found that the process of
knowledge transfer and learning is conducive to performance
improvement of international acquisitions.

According to Sternberg and Horvath (1999), tacit knowledge is
grounded in personal experience, and it is procedural rather than
declarative in structure. Although tacit knowledge is difficult to
formulate and codify, several studies found that it significantly
affects organizational performance (Nonaka & Takeuchi, 1995;
Prahalad & Hamel, 1990). The acquisition of tacit knowledge is
affected by learning styles; for example, effective experiential
learning is found to facilitate the knowledge acquisition process
(Armstrong & Mahmud, 2008). In the context of cross-border
acquisition (CBA), social interactions between acquiring and target
firms may establish a venue for channeling tacit knowledge at a
collective level, such as joint tasks or projects, so that tacit
knowledge transfer can have a positive effect on acquisition
performance.

Extending prior research, we hypothesize that:

Hypothesis 1. Knowledge transfer has a positive effect on CBA
performance.

2.2. Organizational culture differences

Organizational culture differences affect post-merger integra-
tion and performance (Weber, 1996; Weber, Shenkar, & Raveh,
1996; Weber & Tarba, 2012). The meta-analysis conducted by Stahl
and Voigt (2008) points to the fact that cultural differences affect
socio-cultural integration and synergy realization, and increase
shareholder value. Social and operational integration mechanisms
are conducive to the post-acquisition transfer of capabilities
(Bjorkman, Stahl, & Vaara, 2007). Moreover, various cultural
integration mechanisms, such as communication (Schweiger &
Denisi, 1991; Weber & Tarba, 2010) and use of expatriates (Hebert,
Very, & Beamish, 2005), can be effective means for overcoming the
cultural distance between the amalgamating entities. The influ-
ence of corporate culture differences and other human resource-
related factors on the effectiveness of the post-acquisition
integration is complex and varies across different industry sectors
(Weber, 1996; Weber & Fried, 2011a, 2011b; Weber et al., 1996).
Several research studies advanced our understandings of the
effects of national and organizational culture differences and of
post-acquisition integration mechanisms (Sarala, 2010; Sarala &
Vaara, 2010). For example, Sarala (2010) indicated that organiza-
tional culture differences increase post-acquisition conflicts,
which can lead to inferior post-acquisition performance. Although
corporate culture analysis can alleviate the tension between the
acquiring and target firms during the M&A process (Weber &
Tarba, 2012; Weber, Tarba, & Rozen Bachar, 2011, 2012), we argue
that organizational culture distance cannot be easily overcome.
Hence:

Hypothesis 2. Organizational culture differences have a negative
effect on CBA performance.

2.3. National cultural distance

Hofstede’s (1980) national culture values framework has been
used in a variety of studies in management and psychology
(Kirkman, Lowe, & Gibson, 2006). The relationship between
national cultural distance and CBA performance remains a puzzle,
with some studies pointing to positive effects and others
highlighting the negative ones (Rottig, Reus, & Tarba, 2013). In
his explorative study of cross-border mergers and acquisitions,
Angwin (2001) reached the conclusion that national cultural
distance plays an important role in affecting the acquirer’s
perceptions of target companies, which in turn affect post-
acquisition performance. Other scholars have confirmed that the
post-integration mode plays an important role in the effect of
national culture distance on CBA performance. For example,
Chakrabarti, Gupta-Mukherjee, and Jayaraman (2009) have found
that acquisitions performance is better in the long run if the
acquirer and the target come from countries that are culturally
more disparate. They also indicate that overall national cultural
distance rather than dimension-wise differences seems to drive
these results, albeit the difference in masculinity appears to hurt
performance slightly, presumably due to integration-related
problems. Reus and Lamont (2009) on their part indicated that
national cultural distance impedes understandability of key
capabilities that need to be transferred, and constrains communi-
cation between acquirers and their acquired units, thus having a
negative indirect effect on the acquisition performance. Uhlen-
bruck (2004) reached the conclusion that national cultural
distance reduces the extent to which acquirers learn from
experiences abroad and impedes the sales growth of acquired
firms. Yet rather strikingly Slangen (2006) showed that the
planned level of post-acquisition integration moderates the
relationship between national cultural distance and acquisition
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performance. National cultural distance has a negative impact on
acquisition performance at high levels of planned integration, and
a positive impact at low levels.

The specific dimension of national culture can help in
elucidating the post-acquisition integration approach and subse-
quent post-acquisition performance (Liu & Woywode, 2013;
Morosini, Shane, & Singh, 1998; Sarala & Vaara, 2010; Weber,
Tarba, & Reichel, 2011).

National cultural distance can prompt learning in the context of
CBAs because differences in beliefs, values, and practices have the
potential to promote learning and innovation (Barkema &
Vermeulen, 1998; Vermeulen & Barkema, 2001). Holtbriigge and
Mohr (2010) on their part showed that national culture values
affect the learning style preferences of individuals. We argue,
therefore, that national culture distance can serve as an
opportunity for both the acquirer and target firms to complement
each other in comprehending and leveraging cultural resources in
order to bring about a positive outcome for the CBA. We, therefore,
hypothesize that:

Hypothesis 3. National culture distance has a positive effect on
CBA performance.

2.4. Employee retention

Several studies have shown that turnover intention of managers
at the acquired firms is higher than at firms not engaged in
acquisitions (Cannella & Hambrick, 1993; Krug & Hegarty, 1997,
2001). Walsh (1988) reported that in the first year after acquisition,
25% of top managers left the company, and only 40% of top
managers stayed with the acquired company five years after
acquisition. Buchholtz, Ribbens, and Houle (2003) investigated top
management turnover and reported that about 75% of top
managers left the company by the end of the third year after
acquisition. Consistent with previous research, in a longitudinal
study, Krug (2003) found that average turnover rates among senior
management was significantly higher in the acquired firms than in
non-acquired entities, and was highest in the first and second years
after the acquisition. In the same vein, Bergh (2001) explored the
association between target company executive retention and the
probability of target firm divesture, and found that target firms
with the highest probability of divesture are the ones with the
fewest incumbent executives retained. Moreover, the acquired
firms least likely to be divested succeeded most in retaining their
executives.

According to Cannella and Hambrick (1993), managers are an
integral part of the acquired company’s resource foundation, and
therefore one of the significant determinants of acquisition success
is the retention of acquired firm employees. Thus, the success of
the acquisition can depend largely on the retention of employees,
their skills, and knowledge (Ahammad, Glaister, Weber, & Tarba,
2012; Krug, Wright, & Kroll, 2014; Walsh & Ellwood, 1991).

When the value of the acquisition is generated by leveraging the
knowledge present in human capital of the target firm, it is crucial
to avoid the turnover of key staff (Ranft & Lord, 2002). Previous
studies suggest that top management turnover in M&As has
important implications for post-acquisition performance (Ham-
brick & Cannella, 1993; Walsh, 1989). An employee retention plan
can lower CEO resistance to takeover (Buchholtz & Ribbens, 1994).

Post-acquisition integration, which includes coordination
between the two firms engaged in the acquisition, is considered
to be one of the most important factors in realizing the synergistic
benefits of the M&A (Larsson & Finkelstein, 1999; Larsson &
Lubatkin, 2001). Employee retention is an essential component in
successful integration management (Gomes et al., 2011; Weber,

Tarba, & Rozen Bachar, 2011). Although human resources (HR)
practices such as training, communication, and autonomy are
important to M&A performance, there is no clear best practice to
address the cross-cultural conflict situation that can arise in CBAs
(Weber & Tarba, 2010; Weber, Rachman-Moore, & Tarba, 2011).
Weber and Tarba (2010) suggest that acquiring companies should
use HR practices to develop integration capabilities during the
post-acquisition phase in order to improve M&A performance.

Post-acquisition integration is influenced by the national
institutional environment, which includes the complex legal and
labor market arrangements in different countries (Capron &
Guillen, 2009). If employees of the target firm perceive positively
the employee retention policy and the potential for job creation in
the amalgamated company, CBAs performance can improve.

Hypothesis 4. Employee retention has a positive effect on CBA
performance.

2.5. The mediating effect of national cultural distance and
organizational culture differences on knowledge transfer

According to the knowledge-based view of business perfor-
mance, organizations function as devices that assist in the transfer
of knowledge through the development of combinative and
absorptive capabilities (Junni & Sarala, 2013; Reus, 2012). National
culture distance between the acquiring and target firms create
complementary capabilities that may result in performance
variation (Morosini et al., 1998). Absorptive capacity at the
individual and organization levels determines the degree of
knowledge transfer (Zahra & George, 2002). As defined by Cohen
and Levinthal (1990), absorptive capacity is the ability of a
company to recognize valuable external information, assimilate it,
and eventually apply it to commercial ends. Absorptive or learning
capacity facilitates the absorption and use of external knowledge
and enables organizations to identify strategic opportunities that
can serve as a basis for innovation (Volberda, Foss, & Lyles, 2010).
Organizational absorptive capacity depends not only on the sum of
individual absorptive capacities but also on organizational aspects,
such as organizational culture.

The cornerstone of the process-based view of absorptive
capacity is the organization’s stock of prior knowledge, which is
at the basis of the knowledge flow within the organization (Lane,
Koka, & Pathak, 2006). Furthermore, as highlighted by Weber and
Tarba (2011), Weber, Tarba, and Oberg (2014), and Weber, Tarba,
Stahl, et al. (2012) the combinative competences, namely
organizational processes by which firms acquire and synthesize
knowledge resources in order to realize the synergy potential, are
of utmost importance for M&A success. Jansen, Van Den Bosch, and
Volberda (2005) pointed out on their part that potential absorptive
capacity, which contains the elements of knowledge acquisition
and assimilation, is enhanced by such coordination capabilities as
cross-functional interfaces and job rotation, whereas realized
absorptive capacity, which contains the elements of knowledge
transformation and assimilation, is enhanced by socialization
competences.

In this study we subscribe to the argument that both national
cultural distance and organizational culture differences affect
absorptive capacity (Vaara et al., 2012). In the case of international
acquisitions, the prospect of the acquired firm providing a distinct
set of routines and capabilities enhances in the presence of
national cultural distance (Morosini et al., 1998). Such capabilities
and routines are different from those of the acquiring firm and
cannot be readily replicated in the home country. Likewise, the
acquiring firm can offer distinct capabilities and expertise to the
acquired firm, which are not easily imitated in the host country of
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Fig. 1. Conceptual framework.

the acquired firm. Thus, cultural distance assists in the formation of
a richer bundle of knowledge-based resources that are causally
more ambiguous and socially more complex. Moreover, significant
national cultural distance and organizational culture differences assist
in the formation of knowledge-based resources and encourages the
transfer of knowledge in the combined firm, helping create a
competitive advantage. Thus, knowledge-based resources enhance
the competitive advantage of combined firm, and improve post-
acquisition performance in the long term. We argue, therefore, that
both national and organizational culture mediates the relationship
between knowledge transfer and CBA success.

Hypothesis 5. Organizational culture differences mediates the
relationship between knowledge transfer and CBA performance.

Hypothesis 6. National culture distance mediates the relationship
between knowledge transfer and CBA performance.

2.6. The mediating effect of employee retention on knowledge transfer

Several studies (Cannella & Hambrick, 1993; Hambrick &
Cannella, 1993; Lubatkin, Schweiger, & Weber, 1999; Zollo & Singh,
1998) contend that the departure of incumbent senior management
from acquired companies has a negative effect on M&A performance
because of the severe disruptions caused by uncertainty, organiza-
tional conflicts, and the loss of key talent at the acquired firms. Other
studies (Ernst & Vitt, 2000; Ranft, 2006; Ranft & Lord, 2000, 2002)
also provide corroborative evidence that high turnover can
adversely affect M&A performance.

Ranft and Lord (2000) maintain that retention of key employees
is a prerequisite for the successful appropriation of competences
by the acquiring firm. Employee retention is essential for
preserving the knowledge embedded in the acquired firm and
for transferring it to the newly combined firm. Tacit knowledge is
difficult to articulate and codify; it is primarily “acquired by and
stored within individuals in highly specialized form” (Grant, 1996,
p. 385). Employee retention may have important bearing on
knowledge transfer because individuals who have special knowl-
edge are critical for the sustainable competitive advantage of the
firm. A study based on 75 high-tech acquisitions indicates that
extensive communication and preservation of key employees is
conducive to transfer of knowledge in acquisitions (Ranft, 2006).
Prior acquisition experience influences acquisition performance

(Zollo & Singh, 2004). If we consider acquisition experience as a
type of knowledge, it is possible to argue that key employee can
affect knowledge transfer from prior acquisitions to the focal deal.
From a transfer theory perspective, Ellis, Reus, Lamont, and Ranft
(2011) suggested that retaining acquired top managers in large
related acquisitions can help acquirers assemble experiences from
smaller related acquisitions. Consequently, the knowledge transfer
effect on CBA performance might be eliminated by the absence of
key employee retention. By contrast, a study based on grounded
qualitative research argues that greater autonomy granted to the
target firm may inhibit the transfer of acquired firm'’s technologies
and capabilities inherent in its tacit knowledge (Ranft & Lord, 2002).
Therefore, we formulate the following hypothesis:

Hypothesis 7. Employee retention mediates the relationship be-
tween knowledge transfer and CBA performance.

The conceptual framework of the study is shown in Fig. 1.
Consistent with prior research, we suggest that knowledge
transfer, cultural distance, and employee retention can directly
affect the performance of CBAs. In addition, we propose that
cultural distance and employee retention can mediate the
relationship between knowledge transfer and CBA performance.

3. Methodology

We used a questionnaire survey to collect data from a sample of
UK firms involved in CBA. Acquisitions by UK firms took place
between 2000 and 2004 among firms operating in Europe and
North America. A list of potential UK acquiring firms was compiled
from the Thomson One Banker Database. A list of potential survey
participants was collected using telephone enquiries and a website
search. These procedures produced an initial sample of 798 UK
firms involved in CBA. Two hundred and seven firms were
eliminated because the managers were busy, unable to participate
in the survey, or the company had no policy for participating in
questionnaire surveys.

The survey was carried out in 2007. A total of 591
questionnaires were sent to UK executives involved in acquiring
foreign firms. To encourage accurate responses, participants were
assured of anonymity. After three reminders, 69 questionnaires
were returned by participants. Four questionnaires were not fully
completed and were discarded. A total of 65 questionnaires were
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usable, resulting in a response rate of 11%, which can be considered
satisfactory.

We carefully selected the statistical tests used based on the
sample size. According to Preacher and Hayes (2008), boot-
strapping can be helpful for small sample sizes, especially when
assumptions of normality cannot be met in testing indirect effects
or mediating effect. Our study involves indirect effects and a small
sample size. Therefore, we selected SPSS multiple mediation with
bootstrapping.

We were not able to achieve a higher response rate for two
reasons. First, collecting responses from top executives is
extremely difficult, as indicated by Harzing (1997). Second,
Cycyota and Harrison (2006) noted a decreasing trend in response
rates involving top executives over the years. Our response rate is
consistent with that reported in other studies involving top
executives. For example, Mukherjee, Kiymaz, and Baker (2004)
were successful in obtaining a response rate of 11.8% from 636
Chief Financial Officers (CFOs) engaged in managing acquisitions.
Graham and Harvey (2001) obtained a response rate of around 9%
from CFOs.

Participants in the survey were actively engaged in the
decision-making process of CBAs. Twelve of the respondents were
Chief Executive Officers, 16 were CFOs or Finance Directors, 23
were Business Development Directors, 8 were Managing Directors
and 6 were Executive Directors. Thirty-five CBAs took place in
Europe and 30 in North America. The target country and industry
distribution of the sample are shown in Tables 1 and 2.

3.1. Addressing common method bias, retrospective bias, and non-
response bias

From each company a single participant provided data on
independent variables, dependent variables, and the control
variables. Therefore, the data may suffer from common method
bias. The likelihood of such a bias is low, however, because
performance, organizational culture distance, national culture
distance, knowledge transfer, and employee retention were
measured by a large number of questionnaire items, and the
contents of these constructs were dissimilar. Moreover, to
minimize common method bias, provisions were made against
priming effect and consistency following the suggestion of
Podsakoff, Mackenzie, Lee, and Podsakoff (2003). We also checked
for common method bias by conducting Harman'’s single-factor
test (Podsakoff et al., 2003). When the independent and dependent
variables of the study were included, the un-rotated factor analysis
produced 4 factors. 29.05% of the total variance was explained by
the largest factor. The findings of Harman'’s test indicate an absence
of severe common method variance. Finally, the probability of
common method variance effects was low because of the low
likelihood of complex relationships involving the mediating effect
of cultural distance on knowledge transfer among variables that

Table 1
Country and size distribution of target firms for UK cross-border acquisitions.

Country Small firms Medium firms

USA

Canada
Netherlands
Sweden
Germany
Spain
France
Belgium
Italy

Russia
Switzerland
Total

Frequency Large firms

[\
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Table 2
Industry distribution of sample and population for UK cross-border acquisitions.

Industry % of total sample % of total population
Consumer products and services 179 16.6
Energy and power 11.0 6.6
Financial services 53 8.9
Healthcare 4.2 8.1
High technology 12.8 16.1
Industrials 12.7 11.2
Materials 13.0 109
Media and entertainment 3.6 7.9
Real estate 1.5 4.3
Retail 2.1 5.6
Consumer staples 2.1 29
Telecommunications 13.8 5.2
Total 100% 100%

are unlikely to be part of the participants’ cognitive map (Chang,
van Witteloostuijn, & Eden, 2010).

The possibility of retrospective bias was assessed by comparing
key descriptive variables from acquisitions conducted in 2004 with
those conducted in 2000. The t-tests for mean differences were
statistically insignificant, suggesting a low likelihood of retrospec-
tive bias.

Consistent with Ranft and Lord (2000), two tests were
conducted to check the possibility of non-response bias. First,
early respondents were compared with late respondents with
respect to key descriptive variables. Second, non-respondents were
compared with respondents along several key descriptive vari-
ables such as primary sector of operation and relative size. The
mean differences were not significant in t-tests, suggesting an
absence of systematic bias.

3.2. Measurement of variables

3.2.1. Dependent variable: CBA performance

Following Schoenberg (2004), acquisition performance was
measured based on nine items: Return on sales, Sales growth,
Share price, Growth of market share, Cash flow, Asset utilization,
Earnings per share, Return on investment, and Profitability.
Respondents were asked to indicate their answers on a 5-point
Likert scale ranging from 1 = Expectation not met to 5 = Expecta-
tion fully met. Respondents also indicated the weight of each
performance measure on a 5-point Likert scale ranging from
1 = Not important to 5 = Very important. A composite measure of
performance was estimated as follows:

9
Performance, = ZPSWS
5=

where Performance, is the performance of acquisition a, W; is the
weight of type S performance, and P is the type S performance of
the acquisition.

Respondents were also asked to indicate Overall success on a
5-point Likert scale ranging from 1 = Not successful to 5= Very
successful. The correlation between overall success and the
composite measure of performance was positive and strong. In
the subsequent analysis, the composite measure of performance
was used.

3.2.2. Independent variables

3.2.2.1. Knowledge transfer. Consistent with Schoenberg (2004),
knowledge transfer was determined by requesting participants to
specify the degree to which knowledge had been transmitted from
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and to the acquired firm after completion of the acquisition in the
following 11 areas: Product and service design, R&D, Service/
manufacturing operations, Purchasing/supplier relation, Distribu-
tion/outlets, Personnel/HRM, Marketing and sales, Strategic
planning, Customer service, Investment appraisal, and Financial
reporting. Respondents were asked to specify the degree to which
gains based on transferring skills had been achieved on 5-point
Likert scale ranging from 1 = No skill transfer to 5 = Significant skill
transfer.

An attempt was made to identify a parsimonious set of variables
to determine the underlying dimensions governing the full set of
11 measures of knowledge transfer. Exploratory factor analysis
(EFA) using varimax rotation was used to extract the underlying
factors. EFA generated two non-overlapping factors, explaining a
total of 69% of the observed variance. By averaging the scores for
the items that loaded on each factor, we calculated an overall score
for each of the factors generated by EFA. As each measure seems
to tap into a different category of knowledge transfer, we used
both measures. Factor 1 («=0.87) was labeled Knowledge
transfer — Functional areas and factor 2 (o =0.83) was labeled
Knowledge transfer — General management.

3.2.2.2. National culture distance. We calculated the national
culture distance based on the practice scores of the nine dimensions
of the GLOBE project (House, Hanges, Javidan, Dorfman, & Gupta,
2004). Consistent with the formula used by Morosini et al. (1998),
we calculated an index for national culture distance. The formula
we used was:

D; = /> (i — I)?

where CDj is the cultural differences for the jth country, I is the
GLOBE score for ith cultural dimension and the jth country, and
k =UK.

3.2.2.3. Organizational culture differences. Organizational culture
difference was measured using four items adapted from previous
studies (Chatterjee, Lubatkin, Schweiger, & Weber, 1992; Datta,
1991). Participants were asked to measure the degree to which the
acquired foreign firm diverged from the acquiring firm in (a)
values, beliefs, and philosophy, (b) general management style, (c)
approach to risk taking, and (d) reward and evaluation systems. For
the four measures of organizational culture differences, EFA
generated one factor explaining a total of 70.69% of the observed
variance. We calculated a composite measure of organizational
culture distance by averaging the scores.

3.2.2.4. Employee retention. Consistent with Ranft and Lord (2000),
we asked respondents to specify the importance of retaining

employees of the acquired firm in the following positions: (a) top
management, (b) middle management, (¢) manufacturing and
operations, (d) R&D, and (e) finance, legal, and other staff. For each
of the above position, respondents were asked to indicate the
extent of importance on a 5-point Likert scale ranging from 1 = Not
important to 5=Extremely important. Respondents were also
asked to indicate the extent of employee retention from the
acquired firm one year after acquisition on a 5-point Likert scale
ranging from 1 = No retention to 5 = Full retention. We calculated a
composite measure of employee retention by multiplying the
scores of retention with those of importance.

3.2.3. Control variables

Four control variables were included in the analysis. Relative
size was assessed by asking the key informant to rate the size ratio
(by sales) of the acquired firm and the acquiring firm before the
acquisition. Relative performance was measured by asking
respondents to indicate the profitability of the acquired foreign
firm compared to that of the acquiring firm at the time of
acquisition on a 5-point Likert scale ranging from 1 = Very poor to
5 = Very good. Acquisition relatedness was measured by including
avariable where 1 indicates acquisition in the same industry and 0
indicates acquisition in a different industry. Respondents were
asked to indicate the extent of acquisition experience on a 5-point
Likert scale ranging from 1= No experience to 5 = Great experi-
ence.

4. Findings

The survey data were screened to check for outliers, out-of-
range values, and missing data by examining univariate statistics
(Tabachnick & Fidell, 1996). Table 3 shows the descriptive statistics
and correlations for each of the variables used in the analyses.

We used multiple mediation analysis because we have
conducted both direct and indirect or mediating tests of our
hypotheses (cf., Poppo, Zhou, & Sungmin, 2008). To examine
multiple mediations, we used bootstrapping that allows for non-
normal sample distributions. Bootstrapping is a non-parametric
resampling method. Tables 4 and 5 report the results based on
Preacher and Hayes’ (2008) multiple mediation SPSS macro.

4.1. Direct effects

The regression results reported in Tables 4 and 5 (direct effects)
show positive and significant coefficients on knowledge transfer
(both functional and general management area) (Table 4:
B =1.404, p<0.05; Table 5: B=1.607, p <0.05). This finding
confirms a significant direct effect of knowledge transfer on CBA
performance, which supports Hypothesis 1.

Table 3
Means, standard deviations, and correlations.
Variables Mean S.D. 1 2 3 4 5 6 7 8 9 10
Profitability of the acquired firm 3.25 1.16 1
Acquisition relatedness 0/1 variable 0.00 -0.12 1
Acquiring firm’'s experience 4.03 0.95 0.31 0.12 1
Relative size 249 1.04 025" 0.18 0.17 1
Organizational culture differences 0 1.00 -032"7 -0.03 -004 0.17 1
National cultural distance 0 1.00 0.08 0.03 0.04 -0.02 -0.05 1
Employee retention 12.19 5.95 029 0.17 0.14 0.17 -0.23 —0.08 1
Knowledge transfer-Functional area 0 1.00 -0.04 0.12 0.20 0.71" 026 -016 -0.16 1
Knowledge transfer-General management area 0 1.00 043" 0.13  -0.01 064" —0.05 0.00 0.36 0.00 1
Acquisition performance 12.98 4.87 0.50" 0.06 0.13 055"  —-031 0.12 034" -016 036 1

" Correlation is significant at the 0.10 level (2-tailed).
™ Correlation is significant at the 0.05 level (2-tailed).
***Correlation is significant at the 0.01 level (2-tailed).
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Table 4
Regression results for multiple mediations: knowledge transfer — functional area.?

Control variables
for performance
(partial effects)

Mediators of
acquisition
performance
(direct effects)

Knowledge transfer
(functional area) to
mediators (indirect effects)

Bootstrap results
CI lower/upper

Relative size 0.009
Acquisition Relatedness 1.543
Prior experience —0.864
Target firm profitability 1812

Organizational culture differences
National cultural distance

Employee retention

Total indirect effects

Knowledge transfer — functional area
Model estimates for DV

R2

F

~1.205" 0.268" -1.15, —0.02
1.383 —0.046 —0.06, 0.15
0.167 -2.039" —1.17, 0.02

-1.88, -0.13
1.404"
0.535
6913

2 Unstandardized coefficients are reported. Bootstrap results are provided for the lower and upper bounds of 95% confidence intervals. N=65.

" p<o0.10.
" p<0.05.
" p<o0.01.

According to Tables 4 and 5 (direct effects), the regression
confirms the negative and significant coefficients on organizational
culture differences (Table 4: B=-1.205, p<0.05; Table 5:
B =-1.405, p < 0.05). This suggests a significant negative effect
of organizational culture differences on CBA success, which is
consistent with Hypothesis 2.

As reported in Tables 4 and 5 (direct effects), the regression
results demonstrate that the coefficients on national cultural
distance are positive, but are not significant (Table 4: 8 =1.383,
p>0.10; Table 5: B=0.824, p > 0.10), offering no support for
Hypothesis 3.

Hypothesis 4 predicted a positive relationship between
employee retention and CBA success. The findings indicate a
positive and significant coefficient on employee retention in the
knowledge transfer — functional area regression model (Table 4:
B=0.167, p<0.10). By contrast, the coefficient on employee
retention is positive but not significant in the knowledge
transfer — general management regression model (Table 5:
B=0.037, p>0.10). Thus, we found moderate support for
Hypothesis 4.

Considering the control variables, acquisition relatedness is not
significant. Prior acquisition experience is negatively associated
with acquisition performance, but it is significant only in the
knowledge transfer — functional area model (Table 4). There is a

Table 5

positive and significant relationship between the prior profitability
of the target firm and CBA success.

4.2. Mediating effects

As shown in Table 4 (indirect effects), the multiple mediation
findings confirm a significant estimate of organizational culture
differences and knowledge transfer — functional area (Table 4:
B=0.268, p < 0.10). Moreover, bootstrap results do not contain zero
in the confidence interval (Clgs: —1.15, —0.02), suggesting that the
indirect effect is significantly different from zero. These results offer
strong support for Hypothesis 5. In Table 5, however, the estimate of
organizational culture differences becomes insignificant (Table 5:
B£=0.193, p>0.10), and the confidence interval contains zero
(Clgs: —1.00, 0.07). Therefore, Hypothesis 5 is partially supported,
but the results offer support for the view that there is a positive
relationship between CBA performance and knowledge transfer
through the mediating effect of organizational culture differences.

We found no support for Hypothesis 6. According to Tables 4
and 5, the estimate of national cultural distance is insignificant
(Table 4: 8= —-0.046,p > 0.10; Table 5: 8= 0.037,p > 0.10), and the
confidence interval includes zero (Table 4: Clgs: —0.06, 0.15;
Table 5: Clgs: —0.14, 0.48). Therefore, Hypothesis 6 was not
supported.

Regression results for multiple mediations: knowledge transfer — general management.®

Control variables for

Mediators of Knowledge transfer Bootstrap results

performance (partial acquisition (general management) CI lower/upper
effects) performance to mediators
(direct effects) (indirect effects)
Relative size 0.001
Acquisition relatedness 0.447
Prior experience —0.089
Target firm profitability 1.021°

Organizational culture differences

National cultural distance

Employee retention

Total indirect effects

Knowledge transfer — general management area
R2

F

—1.4057" 0.193 —1.00, 0.07
0.824 0.037 —0.14, 0.48
0.037 1.372 -0.13, 0.76

—-0.91, 0.56
1.607"
0.547
7.261"

¢ Unstandardized coefficients are reported. Bootstrap results are provided for the lower and upper bounds of 95% confidence intervals. N=65.

" p<0.10.
" p<0.05.
™ p<0.01.
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Nor was Hypothesis 7 supported. Table 4 shows a negative and
significant estimate of employee retention and knowledge
transfer — functional area (Table 4: 8= —-2.039, p < 0.05). Howev-
er, the bootstrap results for employee retention include zero
(Clgs: —1.17, 0.02). Table 5 does not confirm a statistically
significant relationship between employee retention and knowl-
edge transfer — general management (8 =1.372,p > 0.10), and the
confidence interval includes zero (Clgs: —0.13, 0.76).

5. Discussion

The findings indicate that the ability of merging firms to
transfer knowledge can explain a substantial portion of CBA
success. Knowledge transfer remains a strong indicator of CBA
success even after controlling for alternate factors affecting
acquisition performance. The findings confirm the assumption
made by several M&A researchers (for example, Ranft, 1997,
Bresman et al., 1999) and offer strong support for the knowledge-
based view of business performance.

We also shed light on the effect of national cultural distance and
organizational culture differences on knowledge transfer and CBA
success. As argued by Teerikangas and Very (2006), prior research
on M&As, with the exception of a few studies (Olie, 1994; Very,
Lubatkin, Calori, & Veiga, 1997), has generally considered only one
level of culture: either national or corporate, in contradiction with
the current trend toward a multi-level view of culture in
organizational and sociological research (Teerikangas & Very,
2006). Teerikangas and Very (2006) contended that the findings of
earlier research studies differ depending on whether the object
of examination was the effect of corporate (organizational) culture
or of national cultural distance. The divergent findings indicate the
importance of clearly differentiating the concepts of national
cultural distance and organizational culture differences. In this
paper we have examined national cultural distance and organiza-
tional culture differences separately. Our findings indicate that
national cultural distance and organizational culture differences
are dissimilar constructs because they are not significantly
correlated (r=-0.054). Moreover, the relationship between
knowledge transfer and national cultural distance and organiza-
tional cultural differences, and the effect of organizational culture
differences and national cultural distance on CBA success varied
considerably. National cultural distance showed no significant
effect on knowledge transfer or CBA success, but organizational
culture differences showed a significant impact on knowledge
transfer and a strong effect on CBA success. The findings associated
with organizational culture differences are consistent with prior
findings by Larsson and Finkelstein (1999). Moreover, our results
support the view of Weber et al. (1996, 2009) and Weber, Tarba,
and Reichel (2011) that national cultural distance and organiza-
tional culture differences are dissimilar constructs that affect M&A
success differently.

We found no support for the direct effect of national cultural
distance on CBA success. This result is similar to that of previous
research, which found no support for either a positive or a negative
effect on acquisition success (e.g., Barkema, Bell, & Pennings, 1996).
Moreover, according to a meta-analysis, the mean effect size of the
association between acquisition performance and national cultural
distance approaches zero (Stahl & Voigt, 2008). Therefore, the
association between national cultural distance and CBA perfor-
mance, and organizational cultural differences and CBA perfor-
mance appears to be complex and multifaceted.

Earlier research suggests that studies investigating the direct
effect of culture on accounting or financial measures of perfor-
mance at times inadvertently ignore or omit the vital post-M&A
dynamics by focusing exclusively on the ultimate financial
outcomes rather than on the entire processes that has led to

these outcomes (Stahl & Voigt, 2005; Teerikangas & Very, 2006).
Our paper examines the direct effect of national cultural distance
and organizational cultural differences on CBA success, as well as
of their mediating effect on knowledge transfer and CBA success.
We argue that greater national cultural distance and organization-
al culture differences assists in creating unique knowledge-based
resources and encourages firms to actively transfer these in the
combined firm. Transfer of such knowledge-based resources
enhances the competitive advantage of the combined firm and
eventually, post-acquisition performance.

The findings of the present study provide reasonable support
for the proposition (Hypothesis 4) that CBA performance is directly
influenced by employee retention. This finding is consistent with
Cannella and Hambrick (1993), who argued that incumbent senior
management is the critical part of the resource base of the acquired
firm, and that retention of senior management is of utmost
importance for improving M&A performance. Finally, our findings
are consistent with other empirical studies supporting the view
that employee retention has a positive effect on M&A performance
(Ahammad & Glaister, 2011b; Bergh, 2001).

We found no support for the mediating effects of employee
retention on the knowledge transfer process (Hypothesis 7). This
may be explained by the fact that acquisitions are viewed as an
emotional incident for employees of the acquired firm, and can
have a negative effect on employee retention. The stimulating
effect of employee retention on knowledge transfer has to do with
the retained sets of skills and competences that we may not have
been able to capture in our data analysis.

6. Conclusions

This paper provides an empirical examination of the effect of
knowledge transfer on the success of cross border acquisitions.
Earlier researchers did not consider the mediating effect of culture
and employee retention in explaining the factors influencing
knowledge transfer and CBA performance. Thus, one of the
important contributions of the present paper is the development
of a conceptual framework incorporating the mediating effect of
cultural distance and employee retention on knowledge transfer
and acquisition performance. Another significant contribution of
the present study lies in pinpointing the specific mechanisms by
which national cultural distance and organizational culture
differences affect the knowledge transfer process and consequent-
ly, CBA performance. In addition, in the current study, we have
tested the two types of knowledge transfer namely knowledge
transfer in the functional area and knowledge transfer in the
general management area, thus making a contribution to the
existing literature on knowledge transfer in M&A.

Our study has a number of managerial implications. Firstly,
knowledge transfer has a significant positive influence on CBA
success. Transfer of knowledge to and from acquired firm may lead
to the development of sustainable competitive advantage which, in
turn, can enhance CBA performance. Therefore, manager involved
in the management of CBA should provide support and resources in
ensuring a smooth knowledge transfer. Secondly, our findings
indicate that employee retention positively influence CBA perfor-
mance. Therefore, managers should consider retaining employees
of the acquired firm. Thirdly, our findings indicate that organiza-
tional culture distance has a negative impact on CBA performance.
Managers should undertake steps such as organizing cultural
awareness workshops in order to reduce the negative effect of
organizational cultural differences on the CBA performance.
Finally, the findings indicate that there is a positive relationship
between knowledge transfer and CBA performance through the
mediating effect of organizational culture differences. Thus,
although too much differences in organizational culture may be
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detrimental to CBA performance, managers of the acquiring firm
should also take advantage of organizational culture differences of
combined firm by supporting the formation of a richer bundle of
knowledge based resources from two distinct cultures and by
encouraging the transfer of knowledge in the combined firm in
order to create a competitive advantage which, in turn, can
produce superior CBA performance. In addition, based on Riad,
Vaara, and Zhang (2012) we also would recommend the future
studies to consider using the international relations as an
alternative variable to national cultural distance.
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