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ABSTRACT

The primary accomplishment of this study is to @ephow national culture dissimilarities impact pred post
performances of the resulted acquirers in China Mergnd Acquisition (M&A) cases. This article deysd the
simplified representations of the National Cultiessimilarity Index (NCDI) to examine the built4models by taking
hierarchical regression analysis approach. The N@Dhsists of five factors, Power Distance Index|jPDncertainty
Avoidance Index (UAI), Individualism (IDV), Mascityn(MAS) and Long-Term Orientation (LTO). Data ectied on
92 merger and acquisition firms between years @518nd 2005 indicated that the culture between aecgiand
targets had significant differences. Moreover, resghowed that the more of national culture diskirity existed, the
worse of acquirers’ growth percentage in ROA andER@sulted. However, national culture factors countat directly
express the negative change of stock premium.

Keywords: Merger and Acquisition (M&A), National Culture, Natal Culture Dissimilarity Index(NCDI).

INTRODUCTION

Comparing to product-market and resource synergigigire may seems like a trifle when evaluating&VA
performances (Weber & Camerer, 2003). Culture impad & A is seldom noticeable until the numbersrecent
cross-national failures have been unexpectedlyeaswed, like Daimler- Chrysler, Ben Q- Siemens ktbas drawn
academic and practical attention. Culture diffeeehence plays an important role to explain the M &ilure (Buono
et al., 1985; Jemison & Sitkin, 1986).

Merger and Acquisition failure derived from cultudifference has been explored widely around these t
decades in management literatures (Hofstede, 1B8dkley & Ghauri, 2002; Weber & Camerer, 2003; Ba&l
Javidan, 2002; Warell, 2007), economic and findnitieratures. However, divergent results assodiatéth culture
difference and M & A performance exist sometime@sischolars believe that national culture diffeeemill cause
poor communication, misunderstanding and M & Auadl (Buono et al, 2002; Hofstede & Usunier, 20&3)snhan
(1997) claimed that this divergence was causedffgreint viewpoints of definitions on culture diffnces.

Past literatures, which were outlined before, nyogfled case studies or questionnaires to reprédsemiffect of
national culture strength - post performance ogudar firms. There are no measurable index to ptesational culture
dissimilarity between acquirers and targets.

The purpose of this paper is to measure the effechational culture dissimilarity in China M & A. &\Valso
explored the weight of National Culture Dissimitarindex (NCDI), which’s sincerely hoped to helpafate the effect
of culture dissimilarity and post performance odjaicers in the future.

THEORY DEVELOPMENT AND HYPOTHESES
National Culture.Hofstede’s (1980) dimensional theory of culturesé far the most popular and influential

theory (Hofstede, 1980, 2001; Morosini & Singh, 429t includes four dimensions: Power Distance [jRDeans the
degree that people can accept inequality autharign institution or organization. Low power distandenotes that
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people can't tolerate inequality authority. Uncerya Avoidance Index (UAlyepresents the degree that members in a
society feel uncomfortable for uncertain and ambigu environment. High uncertainty avoidance socley low
tolerance in unstructured, unclear, and unpredietamvironment. Individualism (IDV), on the otherde is
collectivism, stands for the degree to which indihals are integrated into groups. The ties amorgplpein high
individualism nation are loose and the loyalty @svér than that in collectivism society. MasculinifylAS), the
opposite of femininity, refers to the distributiofiroles between the genders. Masculinity societfocused on right,
control of society resources; and femininity socistfocused on emotional factor and life quantity.

National culture dissimilarity.National cultural distance explains the differer{oe dissimilarity) from two
countries by tracking some cultural related traitse pioneers of discovering national cultural alise were Kought &
Singh (1988). They defined national cultural disemvith the introduction of cultural norms, whictens found to be
different from one country to another and coulddadculated by analyzing the deviation from eachHofstede’s
national culture scale. Morosini (1998) extendee mheaning defined by Kought & Singh (1988) and udisthnce
formula to measure four dimensions in Italy anceottountries as typical references on nationalcaildistance.

National Culture dissimilarity versus M & A Performge. There were contrary conclusions to address
relationships of culture-performance in past literas. One who supported national cultural dissirityl stated that it
could create un-imitative advantage (Kought & SingB88; Morosini, et al., 1998) and made M & A a&®BS
(Chatterjee, et al., 1986; Barney, 1991; Morosinsifagh, 1994), while the others claimed that cetfihostile feeling
and M & A failure were caused by national cultudifference (Jemison & Sitkin, 1986). The incompitip of
uncertainty risk avoidance between members is dnthe major causes of conflict (Hofstede & Usuni2f03),
disharmony (Weber & Camerer, 2003) and mergerrai(@ablo & Javidan, 2002). Besides, Weber & Cam@@03)
used laboratory experiment design to measure M geformance and they found that language differdreteveen
groups would decrease the post-merger performaasedon results of their experiments.

We extend the measurements of Morosini (1998) lwnigasome differences on them: Firstly, we not onde
Hofstede’s four dimensions but also add long terianted factor (Hofstede, 2001) as variable to meadational
Culture Dissimilarity Index (NCDI). Secondly, Moiiog et al., (1998) did not standardize variablgkich might cause
the measurement error by scale effect. Thirdlyy thiely explored the relationships between natiandiure distance
and performance in Italy, but we believed the aftdeach variable might be different in China. Eenwe standardize
the weight of each index in China M & A cases. Folyr because culture effect needs measuring faaicelong
period, so we've collected growth percentage of R@Bwth percentage of ROA and stock premium foedhyear
window before and after the acquisition individyalFifthly, Morosini (1998) empirically found thatational culture
distance and M & A performance had positive relattips in Italy, while we believed that nationalltere
dissimilarity might cause serious communicationbpems in China. Hence, our hypothesis is diffefeotn that of
Morosini (1998) when China culture factor’s focused

Our hypothesis: There are negative relationshipgsvden National Culture Dissimilarity Index (NCDIné
post-merger performances of acquirers in China.

METHODS

Sample and Data Sour ces

Our sample frame, identified from Thomson FinarxiSecurities Data Corporation (SDC) on Merger and
Acquisition database, was composed of 507 completeddisclosed cases during 1985 to 2005 in Chimarder to
measure the effect of national culture dissimiyaperformance, we set up three defined threshaidseiect our
samples: Firstly, we skipped sample if its acqigisis nation was not included in Hofstede’s (1980hensional theory.
Secondly, in order to define the culture indexes,didn’t take samples whose homepages couldn’bbed in 2008.
Thirdly, we wanted to explore the long term effettultures, but SDC didn't offer the long termadnfation on ROE,
ROA, and stock price. Hence, all acquisition firmslected were collected from COMPUSTAT databasderAf
selection’s done, finally only 46 M & A cases (9thfs) were satisfied for our criteria. The sampig svas considered
enough for multiple analyses later.
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Definitions of Variables

Dependent variabledn this paper, it's interested that if dissimilgribational culture between acquirers and
targets will affect the post performance of acqsiréhen weshould use growth percentage of return on equiQER
growth percentage of return on asset (ROA), anckgpoemium as our dependent variables. The ROE, R@4 stock
price have been collected from COMPUSTAT for simnge(three years before and after M & A individoabke). The
growth percentage of ROE is the difference betwaarage growth percentage of ROE before M & A foeé years

and average growth percentage of ROE after M &rAHeee years. The formula is listed as the foltoyvi
A%Performane, = (AAROE — ABROE) *100%

2
> AROE,,, -~ AROE,

AAROE =120 3 ,1=12,..46
2
> BROE,,, - BROE,

ABROE =10 3 ,§=12,.46

A%Performane; : The performance change (growth percentage of R@#yth percentage of ROA and stock premium)

of the jth acquirer. It is calculated by the difference betwaverage growth of ROE before M & A
for three years and average growth of ROE after M f&r three years times one hundred percent.

AAROE : The average growth of ROE of th8 acquirer after M & A for three years anAROE, stands for ROE

for the jth acquirer in the following t year after M & A.
ABROE : The average growth of ROE of th@ acquirer before M & A for three years arBROEit stands for ROE

for the jth acquirer in the prior t year before M & A.

Independent Variablesand Control Variables

National Culture Dissimilarity IndexedVe used Hofstede’s (1980) dimensional theory dfuce andextended
the formula of Morosini (1998) national cultural distanto compute the national cultural dissimilaritgtyeeen
acquirers and targets in China cases. Our dimerisidifferent from that of Kought & Singh (1988) daMorosini
(1998). We computed five dimensions: Power Distdndex (PDI),Uncertainty Avoidance Index (UAI), Individualism
(IDV), Masculinity (MAS) and Long-Term Orientatiofl,TO) as proxy variables of national culture in mdields.
Because Hofstede (2001) wanted to understand ffexatice of eastern thinking of Confucius and westhinking
style so he emphasized the fifth measurement dimenksong-Term Orientation (LTO). We believed tlthis variable
is important for analyzing national culture disdamity- post performance in China M & A as well. iormula is

listed as the following:
5
NCDI, = > (v, =V,)?, ] =12....46
i=1

NCDI,: The National Cultural Dissimilarity Index betwe€hina and thetﬁ1 country.
Vi The i national cultural measurement dimension of trﬂeq)untry.

V. ! The i national cultural measurement dimension of China.

Control variables. Because the economic and financial conditionsy viar years, they will affect the
performance of M & A (Morosini 1998). Hence, in erdto discover relationships on culture dissimijar post
performance of acquirers, we applied dummy varmlte data collected from years of 1985 to 2005 @strol
variables.

The M odél

In this paper, we tested our hypotheses of menggraquisition in China by performing Ordinary Le&guares
regression analysis (OLS), which’s formulated as mhodel below. Definitions OfA%Performanej and the rest of

variables were expressed individually as well.
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A%Performane. =a,, + 5 NCDI. +Control
j ] ]
A%Performane; : Growth percentage of ROE (or ROA, stock premioifithe jth acquirer,j: 1,2,...46.

NcDl, : National culture dissimilarity index between Chiand thetrcountry.

Control : Dummy variables for M & A that have taken plac@i1985 to 2005 respectively.
RESULTS

Descriptive Statistics

The mean value and standard deviation of indepéndeaiables were summarized in Table 1. The fidtimn
(All sample) showed the descriptive statistics 38rfirms over 1985-2005. The second and third colifAcquirers,
targets) showed the descriptive statistics for d@uaers and 46 targets respectively. The fourtiiroa (Difference)
was the difference of each culture variable betwaeguirers and targets. Our samples included 1B%2BChina -
China acquisitions, 4 (8.7%) China - other countaieguisitions, and 31 (67.4%) other countries - €lioquisitions.

We used independent samples to test and chi-sqoiaeamine our samples, and found that the differsrof
national culture variables between acquirers argkta were significant. It meant that acquirersm$irwere with lower
power distance, higher uncertainty risk-avoidamo@ger long term oriented and more emphases on ishailism and
femininity than those of targets firms.

Table 1: National culture dissimilarity index Descriptive statistics

All sample Acquirers Targets Difference
Power distance 70.05[16.12] 60.72 [18.48] 79.399p -18.67**  (0.00)
Uncertainty Avoidance 35.12 [12.88] 39.5[16.81] .RD[3.72] 8.76*** (0.00)
Individualism 34.13 [26.7] 48.3 [32.08] 19.96 [1]64 28.34%* (0.00)
Masculinity 63.8 [6.95] 62.89 [8.73] 64.74 [4.44] 1.84 (0.204)
Long term oriented 96.5 [35.17] 76.47 [40.29] 1476B6] -40.5*** (0.00)

1. Numbers in the columns with names of All samptguirers, and Targets were samples’ mean vaftasndard deviations were in brackets.
2. Numbers(Difference column)were the differencégroups’ mean values between acquirers and tarets* *indicated that the differences
were significant at 0.01, 0.05, 0.1 level. P valwese in parentheses.

Other than descriptive statics on table 1, theetation between national culture dissimilarity wdles and post
performance of acquirers were shown on Table 2. ddreelation of national culture dissimilarity indéNCDI) was

having negative relationships with performances, &@as negative relationships with stock premium.

Table 2: Correlation table of dependent and independent variables

Variables 1 2 3 4 5 6
1.National culture dissimilarity index 1

2.Power distance 97 1

3. Individualism .96** .94** 1

4. Masculinity .20 .01 -.03 1

5. Uncertainty Avoidance B1** A3%* A4xx .69** 1

6.Long term oriented .98** .96** 95** 13 .50** 1

1. All independent variables explicated the differes between acquirers and targets
2.n=46. **, * indicated that correlations were &ttally significant at p <0.01, 0.05 respectively

Regression Result

Hypothesis proposed a negative relationship betwedional culture dissimilarity index and post penfiances.
From Table 5, model 1-1 and 2-1, the coefficientsthese variables were -13.43 (P<0.001) in gropeitentage of
ROA and -18.37 (p<0.001) in growth percentage ofER®lence, it would appear that the more nationdtuce
dissimilarity between acquirers and targets, thesegost performance for acquirers. Besides, th#ficent for power
distance difference was -4.47 (p<0.001), uncergadwbidance difference was 0.23 (p=0.63), indivilikra difference
was -1.58 (p=0.163), masculinity difference wag32(p<0.001), long term oriented difference wa899p<0.010), in
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growth percentage of ROA. The coefficient of powléstance difference was -4.3 (p<0.001), uncertaftgidance
difference was -0.54 (p=0.19), individualism difface was -3.32 (p<0.001), masculinity differences wa.95
(p<0.001), long term oriented difference was -14j®30.010) in growth percentage of ROE.

We examined the relationship of stock premium aational culture dissimilarity indexes further. Framodel
3-1, the coefficients were -7.48 (p=0.18) in natibdissimilarity index. Thus, it appeared that oaél culture factors
could hardly explain the negative change of staekrium of acquirers in China merger and acquisition

Table 3: Results of NCDI and Growth percentage of ROA, ROE and Stock premium

Model 1-1 ROA Model 2-1 ROE Model 3-1 Stock premiu
Intercept 0.67 (0.77) 1.87 (0.77) 0.23 (0.99)
National culture dissimilarity index -13.43%** (00  -18.37*** (0.00) -7.48 (0.18)
Difference of Power distance -4, 47%* (0.00) -4.3* (0.00) -1.13 (0.36)
Difference ofUncertainty Avoidance 0.23 (0.63) -0.54 (0.19) -0.91 (0.30)
Difference of individualism -1.58 (0.16)  -3.32%** 0(00) -2.63 (0.20)
Difference of Masculinity -2.73%%* (0.00) -2.95%** (0.00) -0.73 (0.45)
Difference of Long term oriented -0.39%** (0.00) 2D7*** (0.00) -3.36 (0.312)
R? 0.75 0.75 0.16
Adjusted 0.69 0.69 -0.054
AR? 0.75 0.75 0.16

1. Because of space limitations, we did not inclidedummy variables in this table for years thatoantrolled from 1985 to 2005.
2. Standardized regression coefficients were shwitinp value in parentheses. n=46. *** ** * indited that the differences were significant at 0.01,
0.05, 0.1 level respectively. P values were in pidueses.

DISCUSSION AND IMPLICATIONS

Culture difference is a critical component of merged acquisition. Prior researches released #taimal culture
distance can create un-imitate advantage (KougBingh, 1988; Morosini 1998) and make M & A succéderosini
(1998) found positive relationship between cultdistance and M & A performance in Italy. But ouudy had
opposite finding in China M & A, we supported thesult that national culture difference can caus#liod and make
M & A failure in China (Jemison & Sitkin, 1986) Rhermore, Hofstede & Usunier (2003) claimed that difference
of uncertainty risk avoidance was the main reasoriM & A failure, but our study couldn’t map thi©i@nomenon in
China. Contrarily, we found that the differencelarfg term oriented, masculinity and power distaaltdrad negative
impact significantly. In addition to that, priorsearches suggested that we should consider anelcomiture factor to
explore the possible stock variation of acquirBist our study found no sign on culture dissimilafeictor to smoothly
explain the negative change of stock premium im&hi

This study mentioned the concept of creating nati@ulture dissimilarity indexes and analyticallyaenined
impacts of the national culture dissimilarity sitameously to China merger and acquisition. Theareteextended
Hofstede’s dimension of culture theory in China MA& We believed that our findings provided with maeyful
evidences on culture theory development to exfiNai A performance.

Apart from the implications for academic reseanlr, findings supported a meaningful evidence fonaggers of
multinational firms to consider using M & A to entan emerging economy environment as China. Weckedr
acquisitions during years of 1985 and 2005 in Chamal found that culture difference could mostlplain the worse
post performance of acquirer. Our findings suggkstanagers that they better not only consideryhergly of M & A,
but also national culture dissimilarity.

Finally, our study suggested acquirers respectcamdider influence of each national culture trAg.we know,
most multinational firm likes to build up unity ¢ute throughout all of their targeted firms. Accoigito our research,
if the national culture dissimilarity between aagus and targets is large, then no matter how gttba organization
culture advantage they have, this advantage wit lthance to be offset.
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LIMITATIONSAND FUTURE RESEARCH

The main purpose of this study was to researcltioakhip between national culture dissimilarity apdst
performance of acquirers in China merger and aitopnis Although, we believed that our study hadckiag
methodologies applied and literatures supportedottect variables, there were still several limiaas. Firstly, there
was no database available for us to collect a lvkritor all countries. Secondly, because SDC datalolidn’t include
all information about China acquirers and targitbmited our expected size of samples. Besides,swggested that
future researches use two stage least square (28La8)alyze the dynamic relationship and applyanirical linear
regression model (HLM) to explore two-level moderaffect of national cultures and organizationdtures

CONCLUSION

Despite some mentioned limitations, we believed tha study provided practical analysis in explagithe
worse performances of acquirers in China M & A. fdlend that the acquirers and China firms had sigguift national
culture differences. Thus, analyzed data revea#drmal comments that the more dissimilarity ofioral culture with
firms in China, the worse performance consequefurescquirers. All the differences of power distanmdividualism,
masculinity and long term oriented exposed negagffect significantly to indicate the failures ofcmuirers. The
influence of national culture dissimilarity was ciai in China merger and acquisition. Other thavs&) we discovered
that national culture dissimilarity between acqudrand targets could hardly explain the change egfative stock
variation. Here, we would like to pay our sincéranks to SunHui (Dorinda) Hu, current PHD candidatNational
Taiwan University, who has dedicated her continugftsrts in doing paper research and regressiolysisasimulation.
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