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1 INTRODUCTION

1.1 Motivation for the study 

Acquisitions and mergers are a common but complex phenomenon in 
everyday business life. It has frequently been pointed out that more than half 
of all acquisitions and mergers fail (see, e.g., Hunt 1990; Porter 1987; Young 
1991; KPMG 2001; A.T. Kearney 1999). The integration process is central to 
the outcome of mergers and acquisitions, since the benefits of mergers and 
acquisitions are realised in that process (e.g., Larsson & Finkelstein 1999). 
Despite the significant amount of acquisitions and mergers carried out in 
business life, and substantial research in this field, we have an incomplete 
understanding of factors affecting success and failure in the integration 
processes. The main reason for this incomplete knowledge is fragmented 
integration studies, which have shown limited interest in synergy realisation 
and the business consequences of integration. An important explanation for 
these problems in previous research seems to be a lack of proper frameworks 
for studying integration processes. 

Despite our lack of knowledge of the precise factors impacting on the 
outcome of integration, we have at our disposal several studies demonstrating 
some factors that impact on integration failure, including cultural distance 
between an acquired and an acquiring company, increased confusion due to 
lack of communication, lack of resources for implementing integration, 
personal conflicts, increased complexity arising from the acquisition, and the 
difficulty of the integration process (see, e.g., Haspelagh & Jemison 1991; 
Kitzhing 1967; Santala 1996). All this suggests that controlling the company 
during the integration process is potentially challenging, and that control 
might be one of the critical factors affecting its success. There is evidence that 
establishing control over the acquired unit may have significant organisational 
consequences (Jones 1985a, b, 1986; Granlund 2003; Roberts 1990). Previous 
studies, however, have focused mainly on accounting systems, and research 
into the wider implications of control in corporate integration has been called 
for (Granlund 2003). 

Trust has been described as an essential element of social and economic 
life, since it facilitates co-operation, lowers agency and transaction costs, and 
acts as a basis for interaction between people (Mayer et al. 1995; Smith et al.
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1995; Jones 1995; Rempel et al. 1985). Although there is a considerable 
amount of research into trust, our knowledge of its nature is still limited and 
contradictory. One important controversial topic is the development of trust. 
For one thing, it has been argued that trust develops gradually over time (e.g., 
Blau 1964; Rempel et al. 1985; Zand 1972), and in the context of 
interpersonal relations (Mayer et al. 1995). On the other hand, it has been 
argued that there may be very high initial trust without any interpersonal 
contacts (McKnight et al. 1998). An important reason for these controversial 
views is the lack of empirical research. The lack of empirical and contextual 
studies is the main problem in previous trust research, and contextual trust 
research has been called for in order to capture how trust truly functions 
(Rousseau et al. 1998). 

Trust could be assumed to be a significant factor in the integration process, 
because co-operation is vital in order to achieve synergy targets, uncertainty 
must be limited so that business can function normally, and resources are 
generally limited ⎯ not everything can be controlled. Previous studies argue 
that the building up of trust between the acquirer and the acquired is important 
(Buono et al. 1985). Neither its establishment, however, nor its role in 
corporate integration, which has been described as important, has attracted 
research attention. 

It is highly beneficial to study the nature of control and trust in the context 
of integration, because some level of trust and control needs to develop 
between the acquirer and the acquired. The relationship between trust and 
control is also an interesting and important subject of research, as both 
elements are important ingredients of social life. There are several 
contradictory views of the relationship. For one thing, it is argued that trust 
itself is a control mechanism (Bradach & Eccles 1989). On the other hand, the 
relationship between the two is considered to be complementary, meaning that 
when trust increases, control necessarily decreases (Inkpen & Currall 1997; 
Leifer & Mills 1996). Third, the relationship is argued to be supplementary, 
meaning that increasing trust does not necessitate decreasing control: the two 
support each other (Das & Teng 1998). Lastly, it is argued that trust and 
control are often intertwined with each other (Knights et al. 2001). Previous 
research in this field has been fragmented and has paid limited attention to 
contextual factors, which are important elements in understanding the 
interplay of the relationship.  

This research contributes to our understanding of corporate integration, 
trust, control and their relationship. First, this research develops a four-
dimensional integration framework, which, besides classifying the factors that 
affect M&A performance, assists future research in this area and corporate 
managers executing integration projects. Second, this study solves current 
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contradictory views of the relationship between trust and control, 
demonstrating that the relationship can have complementary, supplementary 
and intertwined dimensions and the different forms of control have their own 
specific relationship with trust. The relationship between trust and control 
cannot be treated acontextually, but trust and control are closely connected to 
their context, which determines the interplay between the two. This study 
categorises the contextual factors explaining the interplay between the two. 
Third, this study contributes to our understanding of trust, demonstrating that, 
besides the fact that the development of trust can be gradual or trust can be 
initially high, the trust relationship can also be forced. This study also 
indicates that the development of trust depends on organisational structures, 
culture, resources, politics and the use and types of control forms. This study 
also meets the need for contextual trust research, which classifies 
organisational factors that affect different forms of trust and that develop a 
climate of trust concept, through which we can increase our understanding of 
behaviour and trust in an organisational context. Fourth, this research 
discusses contextual impacts on the use and efficiency of different control 
forms, and refines commonly used Merchant’s (1985) control typology. The 
action control form is revised to an administrative control form and is shown 
to have an important function in facilitating trust in organisations.  

1.2 Purpose, methodology, and the structure of the research process 

The first purpose of this study is to analyse the importance of trust and control 
at different levels of corporate integration. The second is to analyse the 
relationship and interplay between trust and control on a more general level.  

This study has been conducted on iterative grounded-theory methodology. 
Iterative grounded-theory means an iterative process between inductive and 
deductive research. This iterative process means combining detailed inductive 
theory generation and theoretical alertness of deductive research in a research 
process (Orton 1997). This iterative grounded-theory concept was developed 
in Orton’s (1997) article, in which he argued that organisational process 
researchers have moved to conduct research according to the iterative process, 
between inductive and deductive research methodology. In his article, he does 
not develop any specific guidelines for conducting research using this 
methodology, but raises some challenges which iterative researchers face in 
their research process. As the iterative grounded-theory is a vague concept, 
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and as the concept of grounded-theory (GT) itself is in fact ambiguous1, after 
explaining reasons for choosing this methodology, it is relevant to make clear 
in detail how this research process has been conducted. 

The starting points of this study were two major questions: why do mergers 
and acquisitions succeed or fail, and what is the relationship between trust and 
control? These two major themes were linked according to my two research 
questions. Answering the question of the importance of trust and control in 
integration requires classifying factors affecting the integration outcome. As 
previous research in the field of integration was contradictory, fragmented and 
involved several gaps, not even offering any helpful framework for empirical 
research, there was no other way than to choose the grounded-theory 
approach. The same problem was faced also in trust and control literature. 
Although some trust and control relationship frameworks existed, they were in 
contradiction with others, and choosing one could lead to misguided empirical 
research. Another major problem in previous research in the fields of both 
integration and the trust and control relationship was the lack of empirical 
research that limited the reliability of existing research findings. All the above 
issues resulted in the decision to go to the field without any explicit theoretical 
lenses, but with some theoretical alertness. After categorising the findings of 
this study, the existing frameworks in the field of control and trust were found 
helpful in connecting the findings of this study to previous doctrine. At that 
stage, opportunities were also found to refine existing control and trust 
frameworks. This iterative process is explained in more detail as the whole 
research process is described. 

                                            
1 This GT research methodology was developed in the 1960s in the context of an observational field 
study of the way hospital staff dealt with dying patients (Glaser & Strauss 1965, 1968). Glaser & 
Strauss (1967) ended up writing a book “The discovery of grounded theory” to give guidance to 
sociologists in conducting theory-generating research. GT is an approach whereby a theory is 
inductively derived from the phenomenon it represents. GT research aims to systematise ideas that 
have emerged from the field, through the analysis of documents, interviews and field notes, and by 
continuously coding and comparing data to produce a well-constructed theory. Rather than verifying 
existing theories, the researcher begins to study in a field without a priori preconceptions, and allows 
theoretical constructions to emerge (Glaser 1978; Strauss 1987). However, after developing this GT 
approach, these two GT developers have further developed their GT methods independently. The 
differences between the two camps are so considerable that it is possible to call them two different GT 
schools. The main differences are in the data analysis, in the way in which a research question is 
chosen, and in the verification of the research findings. Strauss & Corbin (1990) introduced a three-
level coding procedure for theory generation and verification. Glaser (1992) argues that all these 
features are unnecessary and destroy the inductive nature of the GT approach. In his view, the 
comparative method is applicable without the use of any specific coding procedures. Strauss & Corbin 
(1990) also have given up the requirement of starting a GT study with no a priori knowledge, which 
has played an important role in this methodology. They argue that a research problem can stem from 
prior literature and theory. According to them a GT research purpose can be to improve an existing 
framework while Glaser (1992) states that researchers should go to the field without any a priori 
theoretical knowledge.  
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The case company was selected on the basis that it would offer multiple 
perspectives for both integration and trust and control analysis. The case 
company was selected following a review of the international acquisitions of 
public companies made during the late 1990’s. The research was conducted in 
a global company, which now has manufacturing and sales operations in more 
than thirty countries. The acquisition2 under scrutiny was made in the late 
1990’s. The company was chosen because of its large size and the complexity 
of the acquisition: the acquisition hugely increased the turnover of the 
acquiring company, and involved globally-separate businesses. A complex and 
large acquisition can be expected to present more challenges than a small and 
simple one. The first contacts were made during autumn 2001. The interviews 
started in March of 2002 and the last interview was conducted in the middle of 
May 2004. 

Categorisation of empirical findings started immediately after first 
interviews. The first framework — the different integration aspects — was 
developed after noticing that integration involves different features in different 
organisational and functional areas. This integration framework consisting of 
four integration aspects guided further empirical research. The four 
dimensions of the integration framework are governance, procedural, 
networking and operational integration. The governance aspect involves 
structuring the company, managing the group and the formal integration 
process, which, in this case, was established immediately after the deal was 
closed. The second aspect is networking. The network dimension of the issue 
was found when it was noticed that, besides trying to find synergies in 
restructuring the transfer of knowledge, sharing best practices, developing new 
product innovations together and cross-selling were important in creating 
value for the merged company. This internal network and its establishment are 
considered in this study from the perspective of the group and the business 
units. Thirdly, the procedural aspect involves harmonising and integrating 
procedures, including accounting, during and after the integration. The fourth 
aspect is operational. Two sub-perspectives with a similar focus were selected 
in order to capture different forms of operational integration.3 The first is the 
integration and reorganisation process of the five units, two of which belonged 
to the acquired company and three to the acquiring company. That process 
was managed by the director from the acquired company. The second is the 

                                            
2 The integration concerned was based on acquisition, although it was referred to in the media and 
even within the newly-formed company as a ‘merger of equals’. This particular issue is discussed in 
the empirical section. 
3 The two countries where the operational integration processes were studied were different from the 
countries where the headquarters of the acquirer and the acquired were located.  
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integration process of two units that were competitors before the acquisition, 
and that process was managed by the director of the acquirer company. The 
operational integration includes back-office, production, sales force 
integration and structural changes.  

At each of the above-mentioned four integration dimensions, analysis was 
concentrated on the critical factors in the integration process, the role and 
importance of trust and control and the relationship between trust and control. 
The empirical material was collected by interviewing key people in each 
integration aspect, reading acquisition and integration materials concerning 
such things as studies made of the acquisition target, business plans of the 
merged company, several integration and implementation plans, and external 
and internal news items. This written material played an important role in 
analysing key processes in different integration aspects, giving information on 
such matters as what kind of synergies were expected through specific 
restructuring processes, and how much additional sales were targeted at cross-
selling. A total of 33 interviews with 27 people (Appendix) were conducted in 
six different countries. Nine of the interviewees were Finnish, and the rest 
were of seven other nationalities. Almost all persons interviewed were 
involved with more than one integration aspect. Besides information 
collection, interviews at different organisational levels also targeted data 
triangulation. All interviews were planned carefully beforehand in order 
effectively to collect empirical material. Therefore, all interview guides, 
which, in every case, were sent beforehand to the interviewees, were modified 
individually in order to capture critical factors in each integration aspect and 
process. The average length of the interviews was about two hours, varying 
from 1 hour to 4½ hours. All interviews were tape-recorded and transcribed 
verbatim. Besides interviews and written documents, information was 
collected in informal discussion with people who may or may not have been 
formally interviewed, during such occasions as factory tours, lunches and 
coffee breaks.  

During the data collection, I continuously analysed the empirical material 
classifying critical integration processes and the role and importance of trust 
and control in these processes. This continual data analysis directed the 
empirical data collection and helped to analyse when empirical saturation was 
reached. Besides data categorisation, I also wrote case reports while collecting 
the empirical material, in order to help analysis and to assist in the analysis of 
the requirement for further empirical material. When I thought that I had 
reached empirical saturation in the middle of May 2004, I began more 
thorough coding process. In order to guarantee that all aspects of the data were 
considered I once again categorised the entire batch of material from the 
beginning. This second process brought to light several additional features of 
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the trust and control relationship, but no further critical integration activities. 
This analysis process lasted almost the whole of autumn 2004.  

After the second coding process, which involved categorisation of trust, 
control and their relationship, critical processes in each of the integration 
aspects, and connections between these issues, I linked my findings to 
previous literature. At the end of the coding process, I decided to categorise 
control in the empirical study using Merchant’s (1985) classification of 
control. Some previous trust and control relationship literature has been 
categorised according to Ouchi’s (1979) three forms of control. I, however, 
found Ouchi’s classification of control rather approximate for the purposes of 
this study. As Merchant’s (1985) classification also involves three forms of 
control and is more exact, I found it helpful for categorising my findings. I 
noticed, however, that Merchant’s concept of action control is not exactly the 
same as the hierarchical control found in this and previous integration studies. 
Therefore, I decided to use the concept of administrative control instead of 
action control. This new concept also meant refining Merchant’s control 
typology. After this categorisation, trust, control and their relationship 
literature were classified and written in the thesis. I then classified and wrote 
up a summary of the previous literature regarding corporate integration. After 
writing literature chapters, I wrote case chapters. After each case section, I 
compared my findings with integration literature. I then classified and wrote 
the relationship between trust and control sections, connecting my findings to 
prior literature. After completing the first draft of my thesis, I noticed that I 
have empirical material for explanatory factors affecting the outcome of each 
integration aspect and for explaining the relationship between trust and 
control. I then decided to conduct a third categorisation process. In this 
process, I classified critical outcome factors in each integration aspect and 
what the factors affecting the relationship between trust and control are. After 
categorisation of my empirical material, I classified previous literature in the 
same manner. I then started my final writing process. During this process, I 
also found possibilities to refine trust and control theories. So I also conducted 
some additional categorisation processes during my final writing. 

The structure of this Thesis is presented in Figure 1. The lines in the picture 
describe how main themes in different chapters are connected to each other. 
The first chapter motivates the study, describes the research methodology, 
methods, and the structure of the research process and the study. The second 
chapter discusses different forms of trust and control. These trust and control 
theories are used later in the empirical part to categorise empirical findings, 
but this study also contributes to refining these theories. The latter part of the 
second chapter categorises previous trust and control relationship literature. 
Four different perspectives on this literature are presented, and finally, in the 



16

integrative section, literature is categorised using the refined version of 
Merchant’s (1985) control forms. The third chapter analyses integration 
literature. First, general literature is discussed, which concerns previous 
findings and arguments regarding mergers and acquisitions performance and 
the outcome of integration. Second, findings in previous control literature are 
analysed and categorised. Third, findings and arguments regarding trust in 
integration are discussed. Finally, previous integration findings regarding the 
relationship between trust and control are analysed. The fourth chapter 
consists of five mini-cases. Each mini-case analyses critical factors of 
integration and the importance of trust, control and their relationship to the 
outcome of integration. After each mini-case, these critical outcome factors 
are categorised and connected to previous literature. The importance of trust 
and control regarding these factors is also discussed. The fifth chapter involves 
establishing theories and refining existing frameworks and theories regarding 
trust, control and the relationship between the two. The sixth and last chapter 
presents a summary and conclusions, evaluates the study and discusses further 
research possibilities. 
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2 TRUST AND CONTROL 

2.1 Trust 

2.1.1 The perspectives and components of trust 

2.1.1.1 Introduction 

Trust has been regarded as being of considerable importance in society, and 
has attracted academic scholars in many different disciplines. Trust has been 
regarded as important since it, for example, lubricates social systems (Arrow 
1974), is a necessary ingredient of a healthy personality (Erickson 1963), 
makes co-operative behaviour possible (Gambetta 1988), promotes adaptive 
organisation forms such as networks (Miles & Snow 1994), reduces 
transaction costs (Meyrson et al. 1996), advances individual performance 
(McAllister 1995) and facilitates effective reactions to crises (Mishra & 
Spreitzer 1998).  

Academic and practical interest in trust has increased considerably over 
recent decades. The reason for the growing interest in trust has been that trust 
is perceived as being more important in today’s society and business life than 
in previous times. For example, the evolution of technology and increased 
knowledge intensity, greater need for flexibility and co-operation within and 
between firms, changes in management styles and organisational structures, 
increased reliance on teams and teamwork and a growing amount of 
workforce diversity have increased the importance of trust in daily life (e.g., 
McEvily et al. 2003; Miles & Creed 1995; Mayer et al. 1995; Rousseau et al.
1998). 

Despite the importance of trust in society and business life and a substantial 
amount of research into it, our knowledge of trust is considerably limited. 
Previous research has mainly only been theoretical. Several frameworks and 
hypotheses have been developed but only a few of them have been empirically 
tested. The limited amount of contextual studies has resulted in a situation in 
which we lack knowledge of how trust truly functions (Rousseau et al. 1998). 
This section discusses our knowledge and the gaps in it, and is divided into 
discussion of different forms and of perspectives on trust.  
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Trust in the broadest sense refers to expectations concerning the behaviour 
of another, and is the basis of our social life. Its complete absence would 
prevent us from getting up in the morning, as we would be afraid of doing 
anything. Without it we would not be able to define distrust or take 
precautionary measures, since that would presuppose trust in other directions 
(Luhmann 1979). After this basic definition of trust, however, there are almost 
as many specific definitions of trust as there are scholars writing about trust. 
Nevertheless, we are able to capture two common themes in definitions of 
trust — uncertainty and expectations concerning the conduct of another. These 
are both implicitly included in one of the earliest definitions of trust by Deutch 
(1958), who defines it as “An individual may be said to have trust in the 
occurrence of an event if he expects its occurrence and his expectation leads 
to behavior which he perceives to have greater negative motivational 
consequences if the expectation is not confirmed, than positive motivational 
consequences if it is confirmed.” There is some discussion about whether 
vulnerability to the conduct of another should also be in the definition of trust. 
For example, Luhmann (1988) considers vulnerability to be a key point in the 
difference between trust and confidence. Definitions of trust, which do not 
include vulnerability widely have, however, been adopted. They only include 
uncertainty such as that proposed by Lewicki et al. (1998), that trust means 
having confident positive expectations regarding the conduct of another. In 
this study, vulnerability is not included in the definition of trust. In this 
research, trust is defined as confidence in positive expectation outcomes in 
terms of behaviour, processes, performance or any situations in which actors 
operate under circumstances of uncertainty. 

2.1.1.2 Calculative and transaction cost perspective on trust 

There are contradictory views about where trust starts. Whilst others see that 
trust starts where rational calculation ends (e.g., Luhmann 1979; Barber 1983; 
Zucker 1986; Gambetta 1988; Preisendörfer 1995), in the agency theory of 
social sciences, calculative perspective of trust has been widely discussed 
(e.g., Axelrod 1984; Coleman 1990; Dasgupta 1988). In calculative 
perspective of trust, trusting involves expectations about another based on 
calculations, which weigh up the cost and benefits of certain actions for either 
the trustor or trustee. In this calculative perspective of trust, man is seen as a 
rational actor, who chooses the course of action likely to gain him the 
maximum benefit. 

The best-known development of this perspective of trust is the decisional-
theoretical approach by Coleman (1990). Coleman views trust as a unilateral 
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transfer of resources to another actor based on expectations that another actor 
might satisfy the trustor’s interests better than he could himself. A rational 
actor bestows trust only if his calculation advises that the gain from 
reciprocated trust is higher than the loss threatened by a betrayal of trust and 
when trust relations are supported by negative sanctions (Preisendörfer 1995; 
Lane 1998). This decision-theoretical approach has both been welcomed and 
received a considerable amount of criticism. Economic and social analysts 
have welcomed the rational choice theory because it allows precise judgment 
of the conditions and strategies in the presence of which repeated games and 
intense social networks are conducive to generating trust (ibid.). Criticisms 
hinge on the observation that rational actor theory ignores the social nature of 
action, which makes it difficult to predict future outcomes. If gains and losses 
can be calculated in exact and reliable terms, the need for trust can be 
questioned (Lane 1998; Bachmann 2001).  

Although calculative trust has been widely criticised among sociologists, it 
has been acknowledged that decisions concerning trust, particularly within and 
between business organisations, are not completely free of calculation (Lane 
1998). Kramer et al. (1996) and Zucker (1986) argue that an element of 
calculation may exist in most decisions on trust. The importance of calculation 
depends on context and the object of trust as well as the stage of the trusting 
relationship. According to Zucker (1986), collectivity-orientation exists at the 
beginning of the relationship when rules are being established, whereas self-
interest and calculation are often present at later stages. In economic 
relationships in which people play the game to win, self-interest is in fact 
explicitly legitimised (Lane 1998). 

There are also contradictory views about the kinds of relationships where 
trust is involved. That theme mostly concerns the transaction cost economics 
approach. In transaction cost economics, the risk of opportunistic behaviour of 
potential partners is mitigated by employing control mechanisms and by 
making opportunism costly. Only when an agent expects calculation of the 
balance of costs, and also expects the benefits of either opportunism or co-
operative behaviour to favour co-operation, is he willing to trust. Eliminating 
the risk of opportunism by using control mechanisms has led Williamson to 
conclude that trust has no place in economic transactions. According to 
Williamson (1993, 463) “it is redundant at best and can be misleading to use 
term “trust” to describe commercial exchange for which cost effective 
safeguards have been devised in support of more effective exchange.”
According to Williamson (1993) trust is only reasonable for special personal 
relationships. Williamson (1993, 486) argues that personal trust means 
switching out of a rational decision-making mode and it “is warranted only for 
very special personal relations that would be seriously degraded if a 
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calculative orientation were “permitted”. Commercial relations do not 
qualify.”

Transaction cost economics with its view of bounded rationality and the 
possibility to eliminate trust and social ties from exchange situations does not 
stand scrutiny. First, in network literature in particular, transaction cost theory 
has faced criticism when it has been found that trust can have a central role in 
establishing, facilitating and governing network relationships (Dekker 2004). 
Second, transaction cost economics has also faced criticism in organisational 
trust research, when it has been found that social ties and trust relations are 
involved in exchange situations in organisations (Tyler & Degoy 1996). 
Finally, the view of eliminating trust from contracting does not find support. 
Trust has been argued to be involved in transaction situations even when we 
use specific contracts. In terms of contracting, parties rely on the same 
assumptions that institutional mechanisms can be used to resolve any disputes 
they themselves cannot settle (Macneil 1978), and the exchange participants 
and the legal system share the same norms of fair behaviour (Neu 1991). As a 
result of this, the relationship between trust and contracting has been argued to 
be asymmetrical: when trust does not exist, contracting is not possible and 
when a high level of trust exists, contracts are not needed (Neu 1991). Thus, 
the transaction cost economics view precluding trust from business 
transactions, either within or between organisations, does not give us a true 
view of trust and exchange situations, although contracts and calculative 
behaviour are important in decreasing the need for trust. Trust is more tied to 
contracts, exchange situations, governing organisations than calculative and 
transaction cost perspectives assume. The role of trust in governing 
organisations is focused on in Chapter 2.3 when is discussed the relationship 
between trust and control. 

2.1.1.3 Trust and culture 

Culture, mainly in terms of values and norms, has been a central topic in trust 
literature but the relationship between trust and culture has remained unclear. 
First of all, on the one hand it has widely been argued that the same values are 
required for trust, but on the other hand, trust has been found to develop 
between parties without shared values, too. Talcott Parsons (1951) has 
strongly argued that trust cannot develop unless individuals share common 
values. He rejected the idea that rational self-interest could become the basis 
of collective order, and instead argued that the concept of solidarity is placed 
at the centre of collective order. Parsons (1951) sees that the main 
characteristic of a legitimate societal community is solidarity identified with 
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institutionalised shared values. The primary function of this societal 
community is to define obligations of loyalty to the societal collectivity 
(Parsons 1971; Lane 1998). For Parsons (1969, 142) trust is “the attitudinal 
ground—in affectively loyalty—for the acceptance of solidarity relationship”.
This means suspension of self-interest in favour of collectivity-orientation. 
This perspective on trust is based on an expectation on the part of the trustor 
that if the trustee is in a position of power, he will meet his social obligation 
and exercise responsibility. Parsons (1969) sees that the solidarity community 
exercises a social control function, and assumes common values and norms 
based on kinship familiarity or common background and interest (Lane 1998).  

Trust relationships would be rare in society if common values were required 
for trust between parties, and furthermore, empirical studies do not support 
Parsons’ arguments (Lane 1998). There is evidence that trust can be built even 
between people from different cultural backgrounds or between individuals 
who share no values beyond their narrow business goals. Lorenz (1988) 
indicates that ties of friendship between buyers and suppliers are rare. A 
solidarity community would also be impossible in many cross-border inter-
organisational relations (Lane 1998). Neither does Parsons’ perspective of 
trust include gradual step-by-step construction of trust between individuals, or 
organisations who start out with very imperfect knowledge/experience of each 
other (Luhmann 1979; Zucker 1986; Lorenz 1988; Gambetta 1988; Sabel 
1992; Lane 1998).  

In business-life, the role of value-based trust has remained unclear. On the 
other hand, efforts have been made to develop frameworks of value-based 
trust, without showing, however, how value-based trust develops between 
partners. Barney & Hansen (1994), for example, have developed a notion of 
‘strong-form trust’. This form of trust “reflects the values, principles, and 
standards that partners bring to an exchange” (Barney & Hansen 1994, 179). 
Although they admit, however, the difficulty of developing this form of trust, 
they do not in their paper discuss how this kind of trust relationship is 
established between parties, so it remains unclear how value-based trust 
develops in business relationships. On the other hand, it has been argued that 
character-based trust founded on common values facilitates trust and directs 
our behaviour. Zucker (1986) has developed a widely cited concept of 
character-based trust. She argues that this type of trust is dependent on 
common values which are based on social similarity because a trustor and a 
trustee belong to the same group or community. These same values can be 
based on familiarity, common religion or ethnic status, something that creates 
common ground between a trustor and a trustee. It has been argued that these 
shared expectations facilitate transactions by reducing time in specific 
exchange negotiations (Neu 1991). Specific characteristics including values 
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can also guide our behaviour when making generalisations about individuals 
who have certain characteristics. These characteristics provide us with 
“typifications” (Schutz 1967) or person-in-situation scripts (Lurigio & Carroll 
1985) that give us a correct or incorrect view on how individuals with certain 
characteristics will behave (Neu 1991). Despite the above theoretical studies, 
however, our knowledge of the relationship between values and trust is 
considerably insufficient. 

Although we have limited knowledge of value-based trust, we have some 
knowledge of norms in business relationships. Cultural differences affect 
decisions concerning trust and behaviour in business relationships. In Asia it is 
important to avoid behaviour which might be interpreted as a sign of distrust 
(Sako 1992; Child 1998). Referring to China, however, Redding (1990) argues 
that the norms which require actors to trust each other are closely connected to 
rules of social inclusion and exclusion. Therefore, only in families or clans, 
which are based on long mutual ties, does the norm to trust apply, whereas 
almost the opposite applies in external relations. In contrast in Europe and 
America, social norms to trust seem weaker but more universal. In Europe and 
America, formal standards referred to in business relations are not experienced 
as a sign of distrust as can be seen in Asia (Bachmann 1998). Arighetti et al.
(1997) claim that formal standards could even be seen as a facilitator of 
stability and co-operation in European business environments.  

Empirical cultural trust research has concentrated on the national cultural 
level providing us with some insight into about how cultural differences 
impact on trusting relationships. Surprisingly, empirical research about the 
relationship between organisation culture and trust has not attracted scholars. 
When many studies have suggested the importance of trust in organisational 
efficiency and in relationships between and within organisations, acquiring 
knowledge of organisational culture and its impact on trust relationships in 
organisations is important. Additionally, when we have knowledge that 
national cultural differences affect trust in business exchanges, we can assume 
that national culture also affects trust in organisations, and acquiring 
knowledge of this would benefit our understanding of behaviour in 
organisations and performance within and between organisational 
relationships, for example, in multinational companies, cross-border mergers, 
acquisitions and joint ventures. 
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2.1.1.4 Trust at macro and micro level 

The discussion about trust can be divided into macro and micro levels. At 
macro level, trust is based on institutional and systems trust, and, at micro 
level, trust is based on personal trustworthiness. Concerning institutional and 
systems trust, which can be regarded as macro level, theories are close to each 
other, differing mainly on the source of trust. When the sources of institutional 
trust are institutions, systems trust is trust or confidence in an abstract system.  

It has been argued that institutional and systems trust have become more 
important in the twentieth century because of dramatically increased 
heterogeneity in background expectations. When organisational actors can no 
longer rely on past history or commonality of personal characteristics, they are 
required to rely on institutions as sources of trust. These social structures 
which institutionalise trust make trust part of “the external world known in 
common” (Zucker 1986, 63) which can be either person- or firm-specific such 
as a professional credentials or membership of an association. These can also 
be an intermediary mechanism such as insurance, legal/statutory rules, or an 
institution such as a bank “which protect the interest of all parties to the 
exchange” (Zucker 1986, 64). Firms, specific individuals and entire industries 
can deliberately produce institutional trust in order to guarantee that 
institutional mechanisms are socially legitimised to be effective, and they 
remain related to the underlying property signalled (Lane 1998). Firms can 
also deliberately join certain associations or adopt specific organisational 
practices, which can signal their willingness to conform to social or 
constitutive expectations (Dowling & Pfeffer 1974; Richardson 1987). These 
purposeful signals of institutional trustworthiness also have resulted in 
homogeneity of organisation (see, DiMaggio & Powell 1983).  

Anyone who trusts in the stability and continuity of the system basically 
assumes that the system is functioning and places his trust in that function, not 
in people. Such trust is built on continual affirmative experiences of using the 
system. Trust in the system does not require specific built-in guarantees, but it 
is more difficult to control than trust in persons. Controlling the basis of 
systems trust requires more expert knowledge than people who trust in the 
system usually have. Thus, systems trust in many situations requires relying 
on experts using these systems (Luhmann 1979). 

Systems and institutional trust are closely tied to interpersonal trust, both 
supporting each other. Knowledge of systems trust mechanisms shared with 
each other can overcome the need for information about the other party, thus 
supporting the establishment of trust (Luhmann 1979). Also interpersonal 
contacts help in establishing impersonal trust. Giddens (1990) argues that 
‘expert systems’ such as air-traffic systems and legal systems, can generally be 
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trusted because they are large-scale abstract social systems that can generally 
be expected to function according to universal rules regardless of whether or 
not an individual actor is cheating for some reason. He does not, however, 
consider an individual actor totally irrelevant in terms of the object of trust. 
Individuals are important at the ‘access points’ of social ‘expert systems’. 
They represent and regularly confirm the trustworthiness of the system. Face-
to-face contacts with people at points of access help to absorb the risk. These 
contacts are important in the constitution of trust, but the interaction is not 
sufficient to produce systems trust (Giddens 1990; Bachmann 2001). 

The strength of institutions and systems as guarantees of trust depends on 
the existence of institutions and systems and their weaknesses. When 
institutions are not strong enough to guarantee trust, other forms of trust are 
used to guarantee the trustworthiness of the partner. Bachmann (1998) 
suggests that individual calculation and social norms are linked to an 
environment, which lacks a strong institutional basis, while the existence of 
reliable institutions provides shared background of beliefs, allowing the 
generation of common habits and practices. An example of a high-trust system 
is Germany, which operates on the grounds of common understanding and 
shared frames of interpretation. Whereas China and India operate in low trust 
systems, where trust relations are based on calculative and normative 
mechanisms. Humprey’s (1998) study of business relations in India also 
suggests that, as the Indian business system has very few institutional 
guarantors of goodwill and shared business value beliefs, the trustworthiness 
of a business partner must be monitored in order to establish a basic concept of 
trust. However, the stage of development of a society is not the only thing that 
affects the strength and weaknesses of the system trust mechanisms. In 
developed societies too, trust-to-systems-trust mechanisms can be weak as 
Arighetti et al. (1997) found when studying the Italian legal system. 

At micro level, interpersonal relationships, propensity of trust and 
perceptions of the trustee affect decisions on trust. Personal characteristics and 
background experiences such as cultural and family background, personality 
types, education, demography and different development experiences (e.g., 
Hofstede 1980; Barber 1983; Zucker 1986) have considerable impact on 
decisions on trust since people differ in their propensity to trust. Propensity 
can be defined as a general willingness to trust others and it affects how much 
one trusts a trustee, prior to receiving information on that party. Some people 
can, for example, be observed repeatedly to trust in situations in which most 
would not think that trust were warranted and, in contrast, some do not trust in 
situations when circumstances support trust (Mayer et al. 1995).  

Factors affecting perceived trustworthiness are commonly divided into the 
potential trustee’s ability, benevolence and integrity (Mayer et al. 1995). 
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Ability as a source of trust means that the trustee has a group of skills, 
competencies, and characteristics that enable a party to have influence within 
some specific domain. Ability is domain-specific, meaning that a person can 
have high-quality skills in one area but can have little ability in another area, 
such as limited interpersonal skills. Trust is thus domain-specific (Zand 1972). 
Benevolence is the other component of personal trust. It means the extent to 
which the trustee is believed to do good for the trustee without egocentric 
profit motive. In the question of benevolence, the trustee has some attachment 
to the trustor and thus has a positive orientation toward the trustor. Mayer et 
al. (1995) compare the benevolence-based trust relationship to the relationship 
between a mentor and a protégé. The mentor wants to help a protégé even 
though the mentor is not required to be helpful and there is no extrinsic reward 
for the mentor. The third component of trustworthiness is integrity. When trust 
relies on integrity, the trustor has a perception that the trustee adheres to a set 
of principles that the trustor finds acceptable. McFall (1987) describes that 
both adherence to and acceptability of the principles are important. Adhering 
to principles defines personal integrity; these principles are not, however, 
necessarily acceptable to the trustor. Credible information about the trustee 
from other parties, consistency of the party’s past actions, belief that the 
trustee has a strong sense of justice, and the extent to which the party’s actions 
are congruent with his or her words all affect the degree to which the party is 
judged to have integrity. Integrity of all these three sources of trust has been 
regarded as most important at the beginning of the relationships and, as the 
relationship develops, the importance of benevolence grows (Mayer et al.
1995).  

As with other trust perspectives, macro and micro level trust research also 
lacks empirical knowledge. For example, the above mentioned classification 
of trustworthiness has not been empirically tested and neither do we have 
knowledge of how contextual characteristics impact on decisions on trust and 
trustworthiness. At macro level we have some knowledge of how the 
robustness of national institutions and systems has implications for trust 
situations. Interestingly, macro level analysis has not been conducted in an 
organisational context, thus, we do not know how the robustness of 
organisational institutions and systems impact on trust relationships at 
organisational level. Another interesting research area would be a contextual 
analysis about connections between interpersonal and systems trust. Based on 
these previous studies, which were largely theoretical, we have a quite static 
view of trust. As we have knowledge of individual and organisational 
behaviour it makes us wonder whether trust is so static after all. Empirical 
analysis will also provide us with new insight into this area.  
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2.1.1.5 Trust in an organisational context 

As stated at the beginning of this chapter, trust has mainly been discussed 
theoretically without connecting it to any particular context. We have, 
however, had some discussion on trust in an organisational context, where 
trust has an important role, when work in organisations often involves 
interdependence, and individuals are thus in many ways dependent on others 
to accomplish their personal and organisational goals (Mayer et al. 1995). The 
context also creates role expectations: individuals are expected to behave in a 
certain manner in a specific context and the context affects how one expects 
the other to behave (Goffman 1967), and impacts on decisions to trust. 
Previous discussion about trust in organisations can be divided into the effect 
of managers on trust at organisational level, organisational collectivity and 
trust, and organisational hierarchy and trust.  

Managers influence trust at organisational level in several ways. First, 
decisions about rewarding and control systems make explicit the levels of trust 
and mistrust within departments and organisations (Creed & Miles 1996). 
Second, managers affect the level of trust in organisations using control of 
information flow, by deciding to share and not to share key information 
between or across organisational levels or units (Pfeffer 1992). Third, 
managers can increase or decrease opportunities for exchanges that could 
increase the level of trust, and could increase or decrease shared values in 
organisations impacting on the level of trust. Fourth, it has been suggested that 
managers’ overall attitudes and behaviour affect initial expectations of trust 
within the organisation, which in turn have effects on organisational processes 
(Creed & Miles 1996).  

Managerial philosophies also have considerable impact on the levels of 
trust in organisations. Managers’ philosophies concerning what they follow in 
their actions determine expectations of people and thus shape trust in 
organisations. Managerial philosophies are statements about the nature of 
interactions and the possibility of reciprocity within the organisation. These 
philosophies state the norms and institutionalised attributes of people’s values 
and abilities. These managerial philosophies reflect the ideological climate of 
the time (Bendix 1956; Miles & Creed 1995). For example, in the owner-
managed entrepreneurial form of the 19th century, the owner exercised direct 
supervision and made all decisions, employees being considered extensions or 
agents of the owner’s will. In this organisational form, trust had no clear 
impact on operating mechanisms, whereas in the network form common in the 
1990’s, on the other hand, it has been suggested that the requirement for trust 
is high. Trust is required for the low transaction costs that are needed for the 
responsiveness and efficiency of networks (Creed & Miles 1996). As trust is 
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considered central to the network form, there has been discussion among 
scholars and managers about establishing trust and maintaining it as normal 
and about expected managerial behaviour (Lorenz 1988; Miles & Snow 1994; 
Powell 1990). 

Organisational collectivity and its effects on trust has been another 
discussed theme among scholars of trust at organisational level. Organisational 
collectivity affects decisions on trust made by organisational actors. 
Individuals tend to socially categorise when they feel part of a specific 
organisational group and feel similar to other individuals. This categorisation 
may make individuals presume that other members of that category will act in 
a similar fashion (Kramer et al. 1996). People tend to perceive members of 
their own social groups in relative positive terms. Members of one’s own 
group are typically viewed, for example, as being more co-operative, more 
honest, and more trustworthy than members of other groups (Brewer 1979). 
Thus collectivity can result in engaging in trusting relationship with less need 
to verify, than when engaging in exchanges or transactions with other 
organisational members (Kramer et al. 1996). 

Besides social categorisation, organisational collectivity affects decisions 
on trust by the social motives it fulfils. For individuals perceiving trust as a 
mechanism for affirming social identities and positive relationships with 
others, such affirmations are likely to be pleasurable and self-rewarding. For 
individuals who identify with an organisation and its members, public 
affirmations and displays of trust serve several important social motivations. 
First, they provide self-esteem and the feeling of importance of being part of 
the organisation. Second, acting as if one trusts other members at the group 
communicates respect and liking. It provides organisational members with the 
opportunity to communicate the symbolic importance of being a member of a 
group. Finally, public affirmations and displaying of trust affords individuals 
an opportunity to signal others the importance they assign to the preservation 
of the collective trust (Kramer et al. 1996).  

Collectivity in an organisational context also affects how people evaluate 
organisational authorities and make collective decisions on trust. When people 
feel that they are part of the organisation and when they have developed a 
social bond with the group authority, they care more about the trustworthiness 
of organisational authorities (Tyler & Degoy 1996). Organisational members 
also make collective judgments and evaluations about their superiors’ 
trustworthiness. Trustworthiness is judged and evaluated in terms of how 
evaluated members exhibit moral integrity in the sense of faithfully 
representing the organisational identity and related values in their decisions 
and actions (Shamir & Lapidot 2003). 
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Hierarchical position affects the dependence of individuals on trust in an 
organisation. For an individual at a lower level of hierarchy, trust is critical for 
various reasons as they are dependent on many tangible and intangible 
organisational resources. Tangible resources include such things as 
promotions, pay increases, coveted assignments, support staff, and everything 
else required for the performance of work. Trust is thus important for 
individual at the bottom as trust is closely linked to their expectations about 
the outcomes they are likely to obtain from the organisation over time. 
Individuals at the bottom are also dependent on intangible factors such as 
positive reinforcement, empathy, and social support. Trust is thus also 
important for individuals at the bottom since it is closely coupled with 
individuals’ beliefs about the sort of interpersonal treatment from those who 
have control over them (Kramer 1996; Bies & Moag 1986; Tyler 1993; Tyler 
& Bies 1990; Tyler & Lind 1992). Individuals at the bottom do not have 
precise information about their status and standing in organisations, and often 
encounter considerable uncertainty about the quality of the outcomes they are 
receiving and also the fairness and integrity of those outcomes. Although 
people at the top are far from free from vulnerability and uncertainty, their 
vulnerability focuses on areas different to those of their subordinates. Their 
dependence on trust focuses on accomplishing the task for which they are 
responsible. Their accomplishment of tasks depends on whether their 
subordinates perform their work competently and fulfil their duties faithfully. 
Trust focuses on areas such as subordinates’ competence, values and 
motivation (Kramer 1996). 

Contextual organisational research into trust has mainly been only 
theoretical, thus there is considerable need for empirical research. The themes 
which could be assumed to be challenging for trust at organisational level, 
such as politics, organisational structure and process changes, have been 
ignored in previous research. Our knowledge about trust in the relationship 
between different organisational units is also limited. Besides attempting to 
address the research questions, this study also offers potential to fill some gaps 
in contextual organisational trust research. The empirical study regarding the 
corporate integration between two competing companies having overlaps in 
their operations is assumed to offer a good context to analyse the effects of 
organisation and national culture, politics, and process changes on personal 
and organisational level trust as well as to analyse the role of trust between 
different organisational units and in organisational hierarchy. This study also 
offers the opportunity to analyse the role and robustness of systems trust 
mechanisms in a changing organisational context. 
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2.1.2 The development of trust 

Our knowledge of the development of trust is ambiguous. On the one hand, it 
has been argued that trust develops gradually over time and, on the other hand, 
it has been argued that trust can be strong initially without any personal 
contacts. More common is the gradual linear view of the development of trust. 
Interpersonal trust in business relations is rarely displayed spontaneously: on 
the contrary, it requires an extended period of experience. During this time, 
information about the potential partner is gathered either directly or thorough a 
reliable third party. Exchange partners gradually test whether the other is 
trustworthy (Lane 1998). The incremental expansion of trust entails that the 
object of trust and the level of risk are gradually increased (Ring & Van de 
Ven 1992). The process of building trust may be shortened if boundary-
spanning individuals, who are in exchange relationships, have regular personal 
contacts (Bradach & Eccles 1989), if the auditing of exchange is accepted, and 
if unilateral investments (Barney & Hansen 1994) or pre-commitments are 
made (Sako 1998).  

The gradual development of trust is based on the assumption of the 
relevance of increased information. As more information gradually 
accumulates and trust develops, a trustor is willing to take more risks. Using 
conceptual analysis, Tomkins (2001) produced a model based on the 
relationship between trust and information which describes well the gradual 
linear view of the development of trust. Tomkins’ (2001) model is an inverse 
U-shape. During the early stages, there is less need for both trust and 
information, since commitments are lighter than they are later. When the 
relationship matures, there is a positive association between trust and 
information since trust itself cannot be increased without further information 
being given. As trust becomes established at a higher level in the later stages 
of the relationship, there is less need for information to sustain it. Therefore, 
there is a negative association between the need for information and trust 
during the later stages of the relationship.  

Recent empirical studies indicate that there may be a high level of trust at 
the initial stage of a relationship (Berg et al. 1995; Kramer 1994), which 
challenges previous views of the gradual development of trust. By the 
encouragement of these empirical studies, McKnight et al. (1998) have 
developed several untested hypotheses based on findings of initial trust. Their 
hypotheses suggest that high initial trust can derive from personal 
characteristics and beliefs, institutional factors, categorisation process and 
illusion of control. Personal characteristics leading to initial trust are faith in 
humanity and a trusting stance. Authors suggest that in a new situation when 
no other specific information is available, faith in humanity — the belief that 



32

others are typically well-meaning and reliable — will lead to trusting beliefs. 
A trusting stance also has the effect that one is intentionally willing to be 
dependent on another, regardless of the beliefs in the other. When a person 
looks from a stance of high trust, he will probably believe that things will turn 
out best if he depends on others, even if the other is not trustworthy. Authors 
suggest that personal beliefs also affect the forming of initial trust. When one 
believes that the other party is benevolent, competent, honest and predictable, 
one is likely to form a trusting intention toward that person. 

McKnight et al. (1998) also suggest that institutional factors consisting of 
situational normality and structural assurances affect the forming of initial 
trust. If a person believes in situational normality, that helps him to feel 
comfortable enough rapidly to form a trusting intention toward the other party 
in that situation. The authors referred to a customer visiting a bank. A person 
entering a bank expects there to be safe and responsible customer service and, 
when he feels it, he is willing rapidly to form a trusting intention towards the 
representatives of the bank. Structural assurances also affect the forming of 
initial trust. If someone believes that structural assurances such as regulations, 
guarantees, contracts and promises provide secure contextual conditions, he is 
willing to form initial trust. Beliefs of structural assurances involved in the 
situation also affect forming initial trust in two main ways: first, believing that 
a situation is bound by safeguards enables one to believe that the individuals 
in the situation are trustworthy and, secondly, beliefs about the institutions 
will help to form trusting beliefs about the people who are involved in the 
institutions. Personal characteristics also affect trusting beliefs toward 
institutional factors. Authors suggest that people having faith in humanity and 
a trusting stance are more likely to have an initial belief in structural 
assurances. 

Categorisation of new relationship partners also affects forming initial trust. 
McKnight et al. (1998) suggest that people in a new relationship use three 
types of categorisation processes: unit grouping, reputation categorisation and 
stereotyping. When someone categorises the other party in the same group as 
himself (unit grouping), it will enable him immediately to form trusting beliefs 
about the other party. The same occurs when someone categorises the other 
party as having a good reputation — it enables that person quickly to develop 
trusting beliefs towards that individual, even without first-hand knowledge. In 
positive stereotyping, one quickly forms positive trusting beliefs by taking 
them from the favourable category in which the person was placed. 

Illusion of control also affects the forming of initial trust. People in 
uncertain situations will undertake small actions to try to assure themselves 
that things are under their personal control (Langer 1975). This will result in 
unrealistically inflated perceptions of personal control (Taylor & Brown 
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1988), or, in Langer (1975) terms, ‘illusion of control’. Upon meeting the 
other party, people may first take time immediately to try to gauge whether or 
not they can influence that person in some small way. One is likely to use 
token control efforts because one does not know from experience whether or 
not the other has the attributes needed to be considered trustworthy. After 
making such small control efforts, the individual may form an unjustifiably 
strong confidence that his categorisation of the other persons is correct and so 
strengthen other trusting beliefs (McKnight et al. 1998).  

Gradual and initial views of the development of trust do not exclude each 
other, but both these perspectives supplement our premature understanding 
about the development of trust. In the latter view, the impact of different 
situational factors was considered, as were different theoretical perspectives 
regarding the initial development of trust, whereas Tomkins’ (2001) model 
was based on the gradual acquisition of information without considering 
situational factors and theoretical perspectives other than personal trust. To 
also consider systems, institutional and value and norm-based trust would give 
us important knowledge of the gradual development of trust. Neither the 
Tomkins’ (2001) model nor the hypotheses of McKnight et al. (1998), 
however, have been studied empirically. Therefore, we can only speculate 
about the development of trust, and we must also remember that when a 
limited amount of studies into trust in context have been conducted, we do not 
know how the context impacts on the development of trust. At this stage our 
knowledge regarding the development of trust is ambiguous and limited, and 
therefore we attempt to improve our knowledge in this empirical study.  

2.2 Control

2.2.1 Forms of control 

Control has been widely categorised into two approaches — external measure-
based control and internal value-based control (e.g., Eisenhard 1985; Merchant 
1985; Ouchi 1977, 1979). The first is called formal and objective control since 
it emphasises the establishment and utilisation of formal rules, procedures, and 
policies to monitor and reward performance. The second approach is called 
informal control, clan control, personnel or social control since it relies on the 
establishment of organisational norms, values, culture and internalisation of 
goals to encourage desirable behaviour and outcome. Formal control can be 
divided into two forms. Organisation can either monitor and measure the 
behaviour or the outcome of that behaviour. The first has been called 
behaviour control, bureaucracy control or action control and used to ensure 
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that the process is appropriate. The second one has been called outcome 
control, result control or market control and is used to rely on an accurate and 
reliable assessment of a member’s performance (Ouchi 1977, 1979; Merchant 
1985). It has been suggested that informal, social, personnel control is 
exercised when a specific task-related behaviour or output measure cannot be 
set. The focus is to develop shared values, beliefs and goals among members 
to reinforce appropriate behaviour. When members internalise organisational 
goals they are expected to commit and to organisational goals and be 
motivated to achieve them (Ouchi 1977, 1979; Merchant 1985). 

The typology of dividing control into three modes has been widely accepted 
and used in literature (Eisenhardt 1985; Adler 2001), so it is justified also to 
use it in this research report. This research mainly leans on Merchant’s (1985) 
typology result, action and personnel control and also uses his definition of 
control. ”Good control means that an informed person can be reasonably 
confident that no major, unpleasant surprises will occur” (Merchant 1985, 
10). The action control form, however, was found not to include all relevant 
elements that govern an individual’s behaviour, and is therefore revised in this 
chapter to the form of administrative control. Additionally, this study uses the 
concept of social control instead of personnel control, since the social control 
concept is more common in this area of research.  

2.2.2 Result control 

Output/result control means that individuals are controlled by the results they 
achieve. The desired results can be defined either in financial or in non-
financial terms. The implementation of result controls requires defining the 
parameters by which results are desired, such as earnings per share, product 
reliability, customer satisfaction; measuring performance by these parameters; 
and providing rewards to encourage the behaviour that will lead to those 
results. Result controls are the most common control mode at the middle and 
top levels of organisations. Using this type of control, top-level management 
can review and judge the effectiveness of the various organisational entities 
while leaving the actual execution of the operation to those held responsible 
for the performance (Merchant 1985, 17-19). 

Result controls are feasible when knowledge exists as to what results are 
desirable, when the desired result areas can be controlled (at least to some 
extent) by the individual(s) whose actions are being influenced, and when the 
controllable results areas can be measured effectively. Knowledge of results is 
typically high at top management level and at low levels of organisation, but 
not at middle-levels. At middle levels, there can be trade-off situations such as 



35

quality versus costs, thus it is critical for result control to succeed in providing 
information of desired performance, to give guidance as to how the key trade-
offs should be made. The second condition that is necessary for result control 
to work is that the person whose behaviour is controlled must be able to affect 
the desired result. Result measurement is useful only to the extent that it 
provides information about actions that were taken. When the result area is 
totally uncontrollable, the measures tell nothing about what actions are taken. 
Partial controllability means that measures were distorted, and distortion 
makes it difficult to judge whether or not good actions were taken. Normally 
numerous uncontrollable factors affect measures used to evaluate managerial 
performance and they hinder judging managers’ effectiveness (Merchant 
1985, 19-23). 

The third important factor is ability to measure controllable results 
effectively. The measure should evoke the correct behaviour in order to be a 
good measure. To evoke the correct behavioural result, measures should be 
congruent with true organisational objectives — precise, objective, timely, and 
understandable. Incongruence in performance measures means work is not 
being done towards organisational goals. Poor precision causes risks in 
evaluating performance and will also mean that neither managers nor 
subordinates place confidence in measures. Objectivity in measures means 
freedom for bias. Objectivity can be increased by using persons independent 
of the process to conduct actual measuring in order to get verification of the 
measurement from independent persons such as auditors. Timeliness is also 
important in result control for two reasons. If measures are late, it is not 
possible to fix the problem. Second, rewards or punishments lose their 
motivational impacts if they are delayed for a significant length of time. 
Understandability is also important for two reasons. Individuals need to 
understand for what they are to be held accountable and what they must do to 
influence the measure (Merchant 1985, 24-27). 

Result controls have advantages of being effective control tools even when 
knowledge as to what actions are desirable is lacking. Using this control 
mechanism, people’s behaviour can be influenced even when they enjoy 
significant autonomy. Result controls are often inexpensive since they can 
directly be related to management control such as financial reporting, tax 
reporting or strategy formulation. Result controls are particularly effective in 
addressing motivational problems: individuals are induced to behave in a way 
that will maximise their chances of producing the results that their 
organisation desires, as these results will maximise their own rewards. Result 
controls are also effective in communicating to individuals what is expected 
from them, thus alleviating the potential problem of lack of direction 
(Merchant 1985, 19, 129). 
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Result control also has disadvantages and problems. Result measures are 
often poor indicators of whether good actions are taken, since measures failed 
to meet the quality of one or more of the good measures presented above, or 
because the individual measured had little influence on the factors which 
affected to the measure. The second disadvantage is that the result targets are 
asked to perform two competing control functions: motivation to achieve and 
communication of what is expected of different entities. The first one is best 
for targets which are challenging but achievable, while the second one is best 
for targets which are slightly conservative to make sure that they are achieved 
(Merchant 1985, 129). 

Result controls have problems since they may encourage gamesmanship 
and cause negative attitudes. Major forms of gamesmanship are the creation of 
slack in resources and data manipulation. Individuals create slack for tactical 
reasons in order to keep the control system from hurting them. Slack has both 
positive and negative effects. Slack is only positive when it reduces manager 
tension and increases resiliency to change. The negative side of slack is that it 
can create inefficient allocation of resources and consequently inferior 
operating performance. Slack can also result in distortion of information 
which can make it difficult to separate operating performance from the 
consumption of excess resources. Furthermore, slack and data manipulation 
can have a serious impact on result control. Data manipulation has two main 
forms: falsification and smoothing. Falsification simply means reporting 
erroneous data, and smoothing affects the time period in which the control 
indicator appears. Smoothing can be accomplished by reporting facts 
selectively, making estimates of future uncertain events or choosing an 
appropriate measurement method. Negative attitudes towards result controls 
are likely to appear when persons being controlled are not committed to the 
goals defined in control systems. Lack of commitment can arise when 
individuals consider goals to be too difficult, not meaningful, not controllable, 
unwise, illegal, or unethical. Negative feelings can be diminished by allowing 
individuals to participate in setting their own goals (Merchant 1985, 78-80, 
83-84). 

2.2.3 Administrative control 

First, this subchapter introduces the elements of Merchant’s (1985) action 
control form. Second, this subchapter develops the concept of administrative 
control to include a higher level of control forms, which Merchant’s (1985) 
action control form does not include. Action control is used to ensure that 
individuals perform beneficial actions and do not perform actions that are 
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known to be harmful to the organisation. This control form is tightly focused 
on the behaviour of the individuals. Merchant (1985) divides action control 
into four basic forms: behavioural constraints, preaction reviews, action 
accountability and redundancy. Behavioural constraints are used to make it 
impossible or at least difficult for people to do things that should not be done. 
Behaviour can be constrained physically and administrative. Physical 
constraints involve locks on desks, computer passwords, and limits on access 
to certain areas. Administrational constraints limit a certain person’s ability to 
perform all or a portion of specific acts. A common form of administrational 
control is centralisation which means removing some decision-making 
autonomy from lower-level individuals. Another common form of 
administrational control is separation of duties, which involves dividing up the 
tasks necessary for the accomplishment of certain sensitive duties (Merchant 
1985, 29-31).  

Preaction reviews are another central form of action control. Preaction 
reviews involve observing the work and plans of the subordinates before the 
activity is complete, and making adjustments when necessary. Preaction 
reviews involve both formal and informal forms. In formal reviews managers 
are given specific limits to their decision-making and, before investments or 
other types of expenses are made, they need to get approval for their plans. 
Reviews are also conducted as part of the organisational planning and 
budgeting process, when managers present and get approval for their next 
year’s budget. Informal reviews are actions such as hallway chats or phone 
calls between superiors and subordinates, and are also an important part of the 
organisational control system (Merchant 1985, 31). 

Action accountability and sustaining the redundancy of resources are also 
important parts of action control. Action accountability involves holding 
employees accountable for their action. When this form of control is 
implemented, it is required to define what actions are acceptable or 
unacceptable, tracking what happens and rewarding or punishing deviations 
from the defined limits. The forms of accountability controls are work rules, 
policies and procedures, contract provisions, or company codes of conduct. 
These can either be in a written form or communicated orally. In some areas 
such as law, medical care and auditing, holding actors accountable for actions 
(by requiring such things as peer reviews) can bring to light undesired actions 
which cannot be plainly delineated in advance. Sustaining redundancy 
involves assigning more people or machines to a task than is theoretically 
necessary to increase the probability that a task will be accomplished 
(Merchant 1985, 31-33).  

Challenges in action control relate to knowledge of desired and undesired 
actions and to the ability to make desirable actions to occur or prevent 
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undesirable actions from occurring. Knowledge of desirable actions is critical 
but often very difficult to obtain, particularly in areas of highly complex and 
uncertain environments. The challenges to ensure that desired actions are 
undertaken vary depending on the action control mode. In the behavioural 
constraints area, challenges relate to restricting action: more restrictive 
constraints provide better control, but the costs are usually higher and also 
have more negative side effects. Preaction reviews are usually feasible. The 
only limitation in this control mode is the time available for a person who 
understands what actions are feasible. The use of redundancy is usually 
limited to very specific, low-level tasks. At higher levels, assigning more than 
one person to the same task would cause conflicts and frustration. The analysis 
of feasibility of action accountability controls is problematic since not all 
actions can be tracked. When tracking is done, it can also cause manipulation 
and resistance (Merchant 1985, 33-36). 

Action control is effective in directing managerial attention to the actions 
within the firm. These control forms tend to lead to documentation of the 
knowledge of what is best for the organisation. These documents are an 
efficient way to transfer the accumulation of knowledge to the persons who 
are performing actions. Formed policies and procedures are efficient ways to 
aid organisational co-ordination since they reduce the amount of inter-
organisational co-ordination flow to achieve co-ordinated effort. Action 
controls have several problem areas. First, they are desirable only for highly 
routinised jobs. Second, most forms of action controls discourage creativity, 
innovation and adaptation. Most people tend to react to action controls by 
developing their habits around rules, and so cease to think how processes 
could be improved and become resistant to change. Creative and independent 
people in particular are not happy operating under action controls. Action 
controls are also difficult and costly to adapt to changing environments. 
Action controls become especially costly when actions controlled require 
professional judgement (Merchant 1985, 127-128). 

When we consider the above-mentioned elements of action control — the 
control form used to ensure that individuals perform beneficial actions and do 
not perform actions that are known to be harmful to the organisation — we 
notice that Merchant (1985), in his action control form, has focused on very 
close control. Merchant (1985) presented behavioural constraints, preaction 
reviews, action accountability and redundancy, which all are important forms 
of control. He does not, however, take into account higher levels of control 
forms such as corporate governance and organisational structure, which also 
have an important impact on the behaviour of individuals. Instead of forming a 
fourth form of control, this study chooses to use an administrative control 
concept, which includes both action-type of control and those above 
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mentioned higher-level control forms. This administrative control concept is 
further developed in this study, and its role in corporate control is analysed in 
Chapter 5.2.2. 

2.2.4 Social control 

The third control mechanism is the social control form, which Merchant 
(1985) calls personnel control. In this research, this form of control is called 
social control as this is a much more common concept for this form of control. 
This form of control is based on the premise that individuals do, by 
themselves, what is best for the organisation, either because they are self-
directed or because they are influenced by social pressure. Managers try to tap 
into and encourage these two forces in order to evoke individuals to work for 
organisational goals. The first, individual self-control, is a self-directive force 
that pushes most persons to want to do good work. It is based on the 
assumption that individuals have internal motivation, such as deriving self-
satisfaction from doing a good job, and seeing the organisation succeed. Thus, 
Merchant (1985) argues that this control form involves some degree of trust 
that individuals know and do what is best for the organisation. The second 
social control form is the pressure exerted by groups to align individuals to 
work according to group values and norms.4 Social pressure may evolve 
spontaneously in work groups, or may be imposed by superiors forming 
particular groups and encouraging a certain type of organisational culture. 
Social pressure may also be exerted from the bottom up as superiors are 
pressured into meeting subordinates’ expectations (Merchant 1985, 39-40).  

Managers can in five ways encourage and facilitate self-control and social 
pressure: by selection and placement, training, cultural control, group-based 
rewards, and providing necessary resources. Selecting the right individual to 
do a particular job increases the probability that the job will be done properly. 
Selection and placement are sometimes the most important elements in firms’ 
control systems. Assigning individuals to certain work groups can also be a 
good way to affect social pressure. Persons lacking direction and having 
motivational problems and personal limitations can be encouraged by the 
members of the work groups to which they are assigned. Training is also a 
common way to help employees to do a good job. Training can provide useful 
information about a task and also provide motivational effects for performing 

                                            
4 Merchant (1985) himself distinguishes between personnel control, self-control and social control. He 
sees social pressure as being the same as social control.  
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a task better. Managers can also build common values to encourage self-
control in their organisation (Merchant 1985, 40-41). Peters & Waterman 
(1982) argue that their research found that the stronger the culture, the less 
need there was for policy manuals and organisation charts. Organisational 
culture unifies the way organisational actors process information and react to 
their environment, resulting in a higher level of behavioural predictability 
(Trice & Beyer 1993). Self- and social pressure can also be facilitated by using 
group-based rewards. These rewards act as a communicative form for what is 
expected and help share the wealth that has been created. A final way to make 
individuals do good work is to make sure that they have sufficient resources. 
These include information, supplies, staff support, and transfer of information 
among organisational entities. As social control relies on the fact that people 
in particular roles are considered to understand what is required, are capable of 
performing well, and are motivated to perform well without additional rewards 
or punishments, it involves the risk of relying only on a person’s capability 
and goodwill. Therefore, social control alone is rarely sufficient to guide an 
organisation. Result or administrative control or both are required to 
supplement social control in governing the organisation (Merchant 1985, 43, 
126-127). 

2.3 Perspectives of the relationship between trust and control 

2.3.1 Introduction 

The wide range of new organisational forms such as alliances, joint ventures 
and also increased use of sub-contracting has attracted scholars to consider 
both the role of control forms and trust in both inter-company and also intra-
company operations. One central theme in these studies has been the 
relationship between trust and control. These studies have brought to light 
considerably contradictory views of the relationship. On one hand, trust is 
itself regarded as a control mechanism; on the other hand, it has been 
suggested that the relationship is complementary, meaning the more trust, the 
less need for control; thirdly, the relationship has been regarded to be 
supplementary, meaning that an increase in control does not necessitate a 
decrease in trust, and finally, the relationship between trust and control has 
been regarded to be intertwined, meaning that trust and control are tied 
together. These contradictory views which, despite several extensive 
conceptual pieces and a few empirical studies, have not been solved, motivate 
us to build an integrative view of the relationship in order to help to solve 
current contradictions. 
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In this section, the previous discussion on the relationship between trust and 
control is reviewed, the conceptual relationship between trust and control is 
clarified, and, finally, an integrative view of the relationship is established by 
connecting all perspectives of the relationship together and by categorising 
previous studies using the refined version of Merchant’s (1985) control forms. 
This categorisation is used later on in the fifth chapter. In that chapter, 
empirical findings are connected together with our previous knowledge to 
build a contextual integrative view of the relationship between trust and 
control.

2.3.2 Trust as a control mechanism 

The first perspective of the relationship between trust and control is to see 
trust as a control mechanism. In new organisation forms in particular, it can be 
seen that old formal control systems are not enough — there is a need for trust, 
which has been suggested to be a necessary control tool (Sydow 1998; 
Sheppard & Tuchinsky 1996). Moreover, it has been argued that social 
mechanisms related to trust strongly influence the behaviour of individuals. 
According to Sohn (1994), social knowledge which means ability to 
understand and predict other people’s behaviour is a substitute for formal 
control mechanisms. 

This perspective regards trust functionally equivalent control mechanism 
besides markets and hierarchies, which has resulted in efforts to modify 
transaction cost theory. For example, Bradach & Eccles (1989) argue that the 
risk of opportunism is not always present in transactions. They assert that trust 
can be an efficient control mechanism, when exchange partners share common 
values and norms that have grown out of a long process of association, and 
when economic relations are embedded in the personal relationships of 
friendship. This view, however, has some ambiguity regarding the conclusions 
concerning value- and norm-based trust, according to which the same values 
and norms alone are not enough to establish trust, and different values and 
norms do not hinder creating trust.  

Economists in particular and some sociologists share doubts about whether 
trust is a control mechanism. They argue that trust can never, even in 
principle, become a stable and dominant mechanism. They, however, see that 
trust would lower agency costs and improve the effectiveness of hierarchy, but 
the vulnerability of trust does not allow it to be upgraded to a dominating 
mechanism. According to economic theory, trust is a public good and the 
spontaneous working of the market mechanism (if it were the dominating one) 
would cause a large free-rider problem and, as a result, fail to produce an 
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optimal amount of trust. For trust to be a dominating control mechanism, 
people would have to have a propensity for altruism that coexists and 
competes with the propensity for egoism (Adler 2001; Ring & Van de Ven 
1992).  

The other problem with trust is that it has its dark side: trust can fail 
because it can make betrayal profitable (Granovetter 1985). Trust also has 
another dark side: trust can also lead to disappointment, since its success can 
prove to be dysfunctional, as it is often argued that trust-based institutions are 
exclusivist and elitist, especially when the source of trust is shared norms or 
familiarity. When trust is based on familiarity or norms and trust becomes the 
dominating mechanism, companies can come to look like pre-modern “clans” 
with the associated traditionalistic domination, and, whether or not this comes 
in autocratic or paternalistic form, such organisations become inefficient 
(Adler 2001). Trust within teams, for example, can lead to complacency and 
poor performance in innovative tasks (Kim 1997). Trust-based relationships in 
inter-firm collaboration can hamper the creation of the new collaboration 
contacts required to promote the learning and innovation necessary to sustain 
competitiveness (Kern 1998). Trust-based governance can also prevent 
keeping ties with extra-network partners that could provide a safety net for 
unexpected or random fluctuations, and result in feelings of obligation, 
causing a company to become a “relief organization” for the other firms in its 
network (Uzzi 1997). 

The inefficiency and risk of trust as a dominating form suggests that result 
or administrative control needs to supplement trust. In his study of the New 
York women’s clothing industry, Uzzi (1997) explains that the optimal 
network structure is to mix arm’s-length and embedded ties, which perform 
different functions. Trust-based relations enrich a network while arm’s-length 
ties reduce risks, insulation from market demands and new possibilities. 
Walzer (1999) describes the importance of balance between trust and 
hierarchy. Hierarchy is an important element in communitarians sensitive to 
the risks of closed communities. In specific organisations, low-trust 
bureaucratic hierarchy is a powerful lever for assuring equity and stability and, 
at a macro-societal level, a healthy society needs a combination of community 
and hierarchy in the form of government and law. 

The distinction between social control and trust has not been clear in many 
previous studies. Often, the same norms or community have been seen as the 
same as trust-based governance. Social control or clan control, however, is 
based on social pressure or self-control, not on trust. The distinction between 
trust and control is very clear. In the broadest sense, trust is expectations of 
another’s behaviour that does not mean regulation, monitoring, punishing, or 
anything else that impacts on people’s behaviour. Previous studies show that 
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relying only on trust can result in risks and inefficiency in governing an 
organisation and, trust must be supplemented with either result or 
administrative control or even both. Since previous studies have often 
confused trust and social or clan control, neither do these studies provide 
strong support for social or clan control as a single efficient control 
mechanism. That theme, however, does not come within the scope of this 
study. Trust has not been shown to be a control mechanism but, as argued 
here, and as will also be argued in other perspectives of the relationship, it is a 
mechanism which operates closely with control. 

2.3.3 Complementary view 

The second view is that trust and control are complementary: the more there is 
trust, the less need there is for control, and vice-versa (e.g., Inkpen & Currall 
1997; Leifer & Mills 1996). In this view, trust is not seen as a control 
mechanism itself but as a substitute for a control. As Leifer & Mill (1996, 129) 
argue “while trust might be seen as a reason not to use objective controls, 
trust is not, in and of itself, a control mechanism.” Trust is seen as a positive 
attitude about the motivation of another not to influence and affect one’s 
behaviour. Trust involves believing that others will serve the trustor’s best 
interests, even in the absence of control. In this perspective, trust and control 
are seen as completely different mechanisms to create confidence. When there 
is a possibility fully to trust a partner, there is no need to control. Control is 
needed only when sufficient trust is not present (Das & Teng 1998). In this 
view, it is also seen that building trust and control is costly, so there is an 
investment decision to be made. Investment in control systems is costly, and 
monitoring needs a continuous flow of resources (Simons 1991). Neither is 
trust free-of-charge: establishing it is a planned activity that consumes 
considerable organisational resources over time (Das & Teng 1998). Creed & 
Mills (1996) explain that one has to consider the costs of control systems, the 
costs of failing to reach a minimal level of trust and the costs of developing 
trust.  

According to this complementary view, trust and control are seen as 
different sides of the same analytical coin, and they suit different kinds of 
working environments: one extreme is the zero-trust organisational structure, 
in which discretionary work content and behavioural autonomy are totally 
excluded, as opposed to the other extreme, the total-trust structure (Fox 1974). 
The implication is that there cannot be considerable amounts of control and 
trust at the same time: increasing the level of trust means decreasing the level 
of control. This has its merits; if there is complete control there is no need for 
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trust because there is no behavioural uncertainty. Control literature states that 
control decreases trust. Argyris (1952) argues that behind the control system 
are assumptions that the superior does not believe in his subordinates. This 
creates defensive and reserved behaviour. The answer for these problems 
could be in organisational development: providing training to create a more 
open and trusting environment. 

Trust is not necessarily needed in transactions, and confidence in another 
party can only be created using control. For example, detailed contracts have 
been seen to create efficient exchange relationships. When a situation is highly 
structured and easily monitored, people do not need to develop trust 
(Macaulay 1963). The use of costly sanctions enables one to believe that 
another is trustworthy when sanctions exceed any potential benefits from 
opportunistic behaviour (Ring & Van de Ven 1992). As discussed earlier in 
the Chapter 2.1.1.2, there is wide disagreement whether this kind of 
calculative behaviour has anything to do with trust. These sanctions foster co-
operation, but the reason for this co-operation can occur for other reasons than 
trust, for example, coercion or fear of loss. 

As far as management philosophy is concerned, trust and control have been 
seen as opposite ways of governing. Autonomy is seen as signalling trust, and 
control in contrast is seen as signalling mistrust (Misztal 1996, 102-156; 
Leadbeater 2000, 156-166). In studies of organisations and work, trust is seen 
as the opposite and an alternative to Taylorist and Fordist systems of control 
(Fox 1974; Ritzer 1993; Hirst & Zeitlin 1991). Whereas control relies on 
methods and systems of close supervision or direct control, trust is understood 
to rely on more democratic styles of leadership, or philosophies of managing 
that engage the relative autonomy of the employee (Friedman 1977).  

As trust and control are seen as opposites, they are also seen as signalling 
different attitudes towards one’s partner. It is thought that strict controls and 
positive expectations of another’s behaviour are in conflict with each other. 
When control forms signal the absence of trust, they can hamper its emergence 
as, for example, limiting the degree of interdependence that develops between 
parties (Rousseau et al. 1998) or hampering fluency of exchange relationships 
in organisations, as Macaulay (1963, 64) argues “carefully planned (contracts) 
may create undesirable exchange relationships between business units… Such 
planning indicates a lack of trust and blunts the demands of friendship, 
turning a cooperative venture into an antagonistic horse trade.”

Control system changes can negatively affect sustaining and establishing 
trust. The effort to sharpen an organisation can decrease community spirit. 
Restructuring, for example, does not necessarily encourage individuals to 
engage in teamwork. Structural changes to improve hierarchical planning 
often require that result efforts be moderated, and they can hamper the 
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stability implied by strong trust. These forms can also be mutually supportive 
depending on their design and implementation. Using employee participation 
is one way to link community and hierarchical control form so that they are 
supplements rather than substitutes (Adler 2001; Adler et al. 1999). Control 
system changes can also create negative feelings and establish a distrusting 
environment in organisations. In Johansson’s & Baldvinsdottir’s (2003) study, 
the change of control style to one that was more formal and gave more 
responsibility to employees in an organic organisation, which has been used to 
more informal control systems, led to distrust in the management. The new 
formal control systems created lack of trust when the members of the 
organisation were surprised and not willing to accept the new accountability 
demands. They also felt that management was withholding information from 
them, and that the producer of the information was not fully competent. When 
it was decided publicly to announce the performance of all individual actors 
without consulting the subordinates, distrust in the management continued to 
increase resulting in some resignations. 

Not all evidence from trust research, however, supports the restricted 
complementary approach. Increasing or using control does not necessarily lead 
to lowering the level of trust. Control can be exerted in such a way that it does 
not arouse any negative feelings, or it may even help to establish trust. 
Institutionalised control such as quality control is depersonalised, and so it is 
accepted as a normal activity and is not experienced as personal distrust 
(Luhmann 1979). Control may also increase trust. According to Goold & 
Campbell (1987), a subordinate with a history of meeting targets earns the 
confidence of his or her superior. Secondly, superiors’ reactions to deviations 
create their reputations either for softness or toughness, and also reveal how 
they understand their business. If the business appraisal is non-adversarial, 
concentrating on improvement rather than on finding fault with past 
performance, it will build up confidence in the superior. Thirdly, the control 
process creates an opportunity for clear personal feedback. Thus, the use of 
control mechanisms can support establishing interpersonal trust.  

According to the above discussion, we have reasons to believe that the 
restricted complementary approach to the relationship between trust and 
control does not give us the complete view of the relationship. There seem to 
be situations when trust and control limit the existence of the other, or the 
existence of one of them is enough for co-ordination, but they also seem to 
support each other.  
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2.3.4 Supplementary view 

According to the third perspective, the relationship between trust and control 
is supplementary, meaning that increasing trust does not necessitate decreasing 
control: the two support each other. When there is trust there is no need for 
control, but in contrast to the complementary approach, trust and control 
jointly and independently contribute to the level of confidence in partner co-
operation, which may vary greatly between different partners. Higher levels of 
trust do not automatically dictate the lowering of the control level, and vice-
versa. A partner in a relationship may, if necessary, seek to change both trust 
and control simultaneously and, in a parallel fashion, without any zero-sum 
complementary constraints. Trust in this supplementary view entails positive 
expectations about the partner suggesting that unpleasant outcomes are less 
likely and, at the same time, control is influencing the partner so that 
undesirable outcomes are less likely. The extensive use of control systems, 
however, indicates a lack of belief in oneself and in one’s competence, thereby 
resulting in damage to relational trust (Das & Teng 1998, 2001).  

Control can create situations when trust and control need to support one 
another. Result control can lead to a situation in which individuals or 
companies compete with each other. In that case, trust needs to be created in 
other ways in order to support such things as knowledge sharing. Eccles 
(1985, 279) argues in his study that the most effective transfer pricing scheme 
aimed at facilitating sharing across divisional boundaries is rational trust. 
Divisional managers under rational trust have confidence in the ability of top 
management to evaluate and reward performance fairly. They count on two 
measures: first, the judicious use of quantitative measures of sub-unit 
performance, and second, the enlightened use of subjective measures of sub-
unit managers’ contributions to total company performance, although this 
contribution would hurt their own performance. Empirical studies are 
consistent with Eccles’ arguments, showing that subjective measures result in 
better resource-sharing among divisional managers (e.g., Gupta & 
Govindrajan 1986; Salter 1973). These evaluations both assess and require 
trust compared to more traditional approaches, which rely on quantitative, 
market-based formulae or hierarchical criteria (Adler 2001). In fact, increased 
knowledge-intensity appears to encourage a trend towards trust in inter-
divisional relations. This is also one reason why the titles of chief technology 
officer and chief knowledge officer have been created. These positions have a 
broad range of responsibility for building cross-divisional knowledge and 
sharing, but they typically have no authority. Therefore, they rely on trust in 
their attempts to build more trust (Adler 2001; Adler & Ferdows 1992; Earl & 
Scott 1999). 
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The mix of control and trust is seen as an efficient way to co-ordinate 
activities. Becoming dependent on a single supplier, for example, in Toyota is 
rarely allowed. Therefore, Toyota uses market mechanisms to maintain 
competition between at least two suppliers for non-commodity inputs, and it 
always makes sure that suppliers are aware of this power. Despite this 
appearance of power, relationships can hardly be anonymous, spot-market 
transactions carried out at arm’s length. Comprehensive documents specifying 
detailed product requirements and management processes are embodied in 
them. The relationship does not merely remain at formal level but these 
hierarchical documents are embedded within a long-term, high-trust, mutual 
commitment relationship (Adler 2001).  

Formal control forms, result and administrative control, have not been seen 
as efficient in creating community spirit, innovation and sharing. Therefore, 
these must be supplemented with trust in environments where facilitating 
knowledge and sharing is important. Knowledge development, whether it 
involves coming up with new concepts in the research lab, new products in 
R&D centre, or process refinement suggestions on the shop floor, depends on 
employee commitment and on collaborative teamwork for which trust is a 
critical precondition (Bromiley & Cummings 1995). It has been argued that 
sharing of knowledge depends equally critically on a sense of shared destiny, 
which both depends and engenders a sense of mutual trust (Nahapiet & 
Ghoshal 1998). Knowledge-intensive companies in particular have attempted 
to create a high level of community and trust by providing their employees 
with both material and immaterial expressions (Collins & Porras 1994). 

Trust is seen as crucial both in high-commitment vertical relationships 
between employees and management, and in collaborative horizontal relations 
between specialist groups. After many decades of research into the role of 
informal organisation in innovation, community in the form of ‘communities 
of practice’ (Wenger 1998) is recognised as the organisational principle most 
effective in generating and sharing new knowledge (Adler 2001). In inter-
company relationships in particular when firms need innovation and 
knowledge inputs from their partner company to be not only standardised 
commodities, no combination of strong hierarchical control and market 
discipline can guarantee as high-level a performance as trust-based community 
(Cooper & Slagmulder 2004; Uzzi 1997) suggesting the appropriate balance 
between control and trust. 

Trust is seen as necessary to support control although it is possible to use 
extensive control systems since they do not necessarily lead to a positive 
outcome without trust. More control mechanisms do not necessarily lead to a 
higher level of control as Merchant (1985, 2) problematises “more control do 
not necessarily give more control, but reasons why this occurs are not clear.”
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Due to negative consequences of control such as operating delays, behavioural 
displacement, gamesmanship and negative attitudes, implementing control 
does not necessarily lead to effective impacts on one’s behaviour. Das & Teng 
(1998) suggest trust to be a moderator between control mechanisms and the 
achieved level of control and, according to Goold & Quinn (1990, 54), 
“[T]rust is a prime prerequisite of effective control” since a certain level of 
trust is needed for implementation of control mechanisms. Mutual trust is 
required if goals are to be agreed upon, and to engender the confidence that 
results achieved will be interpreted with judgement and good sense.  

Trust is seen to facilitate the use of control mechanisms. Das & Teng 
(2001) argue that trust reduces the level of resistance and brings harmony to 
the controller-controlled relationship. The absence of trust means that partners 
will question the motive and competence of the controlling partners. We also 
have empirical evidence about situations where trust has helped the 
implementation of formal control mechanisms. Langfield-Smith & Smith 
(2003) found in their study that trust between partners facilitated developing 
control systems. At the first stage of the relationship, the control level was low 
as formal control systems were complex to implement because of difficulties 
in task programmability and output measurability. Trust was important to 
ensure control and to allow operations to proceed in the absence of tightly 
specified rules. Authors also found that the development of more rigid 
performance expectations and contract specifications might even have 
strengthened trust between parties. Besides facilitating the use of control 
mechanisms, trust also allows flexibility in governance. Cooper & Slagmulder 
(2004) found in their study that, in a very close family-type of supplier 
relationship, trust enabled parties to share openly information, build common 
targets and to co-operate beyond contracts. This flexible limitedly-contractual 
governance structure involving a considerable amount of trust was found 
effective for both parties to act bilaterally in maximising joint return. 

Trust and control mechanisms can support the development of each other as 
a relationship progresses. In his case study on the strategic alliance between a 
buyer and supplier for the supply and joint innovation of railway safety 
equipment, Dekker (2004) found that trust, which developed between parties 
that were negotiating a buyer-supplier alliance contract, allowed the other 
party to take risks and reveal its cost structure and profit margins to its partner, 
even when no contracts had been concluded. This risk-taking behaviour 
nurtured trust, speeded up negotiations and the design of the alliance. He also 
found that the alliance companies developed a highly structured governance 
structure in order to help achieve goals, not due to lack of mutual trust. The 
alliance parties felt that transparency in achieving the results was an important 
basis for their trusting relationships. Formal control mechanisms supported 
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transparency and thus a trusting relationship. Additionally, despite the use of 
extensive governance structures, the high level of goodwill trust indeed 
seemed to moderate the use of formal control mechanisms to cope with 
hazards in transactions. The parties believed that formal control systems added 
to the quality of their relationship instead of detracting from it. Control can 
support establishing trust even in distrust situations. In a situation of distrust, a 
person who produces control information can establish trust in an organisation 
when he himself is trusted. Johansson & Baldvinsdottir (2003) argue that the 
possibility of creating trust in accounting figures is intertwined with the trust 
the accountant/accounting department has established among employees. In 
the absence of trust between the evaluator and the evaluated, the accountant 
can compensate for the lack of trust by providing objective reliable figures. 

It has been widely discussed that formal controls, administrative control and 
result control may decrease trust, since employment of strict rules and 
objectives means that members do not have independence to make decisions 
on their own issues, and the use of these control mechanisms can create an 
atmosphere of distrust (see, e.g., Das & Teng 2001). We have, however, 
empirical evidence in which formal control systems are in fact used to develop 
trust. When studying the budgetary process, Grönhaug & Ims (1991) found 
that it was used to facilitate the creation of trust. An important part of the 
budgetary process was continuous interaction, exchanges of information and 
beliefs and ‘idle talk’, which all targeted the renewal of organisational trust 
and commitment. The main emphasis on building trust through control 
systems, however, has been put to social control mechanisms which also have 
features of hierarchical control forms. The use of social mechanisms such as 
joint projects, joint development of governance, interaction and attempts to 
eliminate social roadblocks have been regarded as important in establishing 
trust between parties. Social interaction has been shown to build mutual 
understanding, joint targets and goodwill, which have established trust 
between parties (Langfield-Smith & Smith 2003; Dekker 2004). Previous 
studies, however, do not provide us with evidence of the same values, norms 
and social pressure which have been regarded as important elements of social 
control discussed in Chapter 2.2.4. 

As trust is seen to support the use of control, we also have evidence that 
formal control supports the existence of trust. The absence of control 
mechanisms can also lead to a decreased level of trust. The non-existence of 
the intra-company regulation of consistent employee treatment and the 
autocratic nature of the Hungarian government resulted in a low-trust 
relationship between supervisors and subordinates in Hungarian companies. In 
the U.S. companies studied, human resource practices were harmonised (e.g. 
performance reviews and compensation) and governmental legal regulation 
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was consistent, which resulted in a situation where, in U.S. companies, the 
level-of-trust relationship between supervisors and subordinates was 
considerable higher than in Hungarian ones under communism (Pearce et al.
2000). Formal control systems can also help to solve internal trust-related 
problems. Chenhall & Langfield-Smith (2003) found in their study that a new 
gain-sharing system solved internal problems in a company which was 
operating at break-even level. The company was suffering from low 
performance, partly because of the following internal reasons: low employee 
morale, poor co-operation between employees and management, and lack of 
congruence between employee work expectations and the goals of the 
organisation. The internal problems were solved by introducing gain-sharing 
system, which was implemented in a co-operation between employees and 
management.  

Institutional control systems and social networks can play an important role 
in supporting the sustaining and developing of trust in inter-company 
relationships. Hagen & Choe (1998) argue that, in Japan, both institutional and 
societal controls govern behaviour, and act as a basis for supporting the 
development and sustaining of trust. Contractual institutions, such as a 
subcontractor grading and dual vendor policy, function as sanctioning 
mechanisms, which give the buyer assurance against defection by the supplier. 
Co-operation is supported with social sanctions such as ostracism, which can 
result from inappropriate behaviour. The reputation of a firm is effectively 
shared through formal and social networks among incumbents in the industry. 
The trustworthiness of the firm is appreciated not only by its current but also 
by a larger number of prospective partners. This increases the return on being 
trustworthy, since being regarded as a confident partner is important for 
surviving in competition. As social sanctions are important, they can be 
viewed as a profit-maximising incentive to act in a spirit of goodwill and trust. 

The supplementary perspective provided us with important insight into how 
trust and control need and support each other, and so substantially augmented 
our knowledge of the relationship compared to the restricted complementary 
approach. Even the supplementary perspective, however, has not taken 
account of all aspects of the relationship. The next perspective describes the 
intertwined nature of the relationship between trust and control.  

2.3.5 Intertwined view 

Rather than viewing control and trust as distinct concepts, they can be seen as 
intertwined. Although practices and relationships appear to be based upon 
trust rather than control, there is often an implicit reliance on systematic 
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controls such as education, professional socialisation and self-disciplining 
protocols (Knights et al. 2001). Trust and control are entwined even in a close 
supervision situation. In the direct employee contract, trust is invested in 
contractual obligations being honoured and wages being paid at the end of the 
week (Luhmann 1979). This type of trust is vested in the reliability of 
established practices and institutions (Ezzamel & Willmott 1992). Thus, 
system controls designed principally for managers can also provide employees 
with a considerable degree of predictability and security. Employees, for 
example, can place their trust in time and motion studies and in technological 
monitoring systems perceived as sources of objective auditable information. 
Systems are viewed as being more trustworthy than other methods and 
“protection against unfair work distribution of accusations of dereliction”
(Mason et al. 1999, 14; Bloomfield & Coombs 1992). 

As the personal interaction is no longer the main or most important means 
of trust production, institutional mechanisms have become most significant 
sources of trust. Individuals have become ‘access points’ or interfaces between 
various abstract systems (Giddens 1990). Institutional trust is supplementary 
between person and system. To remain trusted, an institution needs continual 
reproduction of trust through interpersonal relations. A reputation for trust at 
institutional level facilitates the reproduction process. When people are ‘access 
points’ of institutional trust, it makes it difficult to disentangle interpersonal 
and institutional trust. Buying and working with a company entails both 
interpersonal and institutional dimensions of both trust and control (Knights et 
al. 2001).  

Trust and control are intertwined at many levels of society and technology. 
It can be argued that, in social systems which are based on low institutional 
regulation, power is more often chosen as the dominant mechanism to co-
ordinate expectations and relationships between individuals and organisations. 
In the circumstances of a strong and coherent institutional framework where 
trust is fabricated on an institutional basis, for example, in the form of system 
trust, the risk of betrayal is very low. Under these conditions, system trust is 
likely to be the primary social co-ordinating mechanism. Power is not, 
however, absent in this case — it appears as a form of system power, in a form 
of law, powerful trade associations and rigid forms of hierarchy. These de-
personalised forms of power can mass-produce trust and can be seen as the 
precondition rather than an alternative to system trust (Bachmann 2001). The 
symbiotic relationship between trust and control can also be seen in a ‘virtual 
era’. Trust in financial institutions depends upon trust in the technological 
systems they use, and, at the same time, trust in these technologies depends 
upon trust in the institutions, which operate with them (Knights et al. 2001). 
Trust and control are entwined at organisational level, irrespective of the 
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organisation form. In a bureaucratic organisation, trust is installed in 
organisational routines and these create predictability and reliability. In fact, in 
bureaucratic organisations, it is a question of avoiding the need for trust. In 
post-bureaucratic organisations, global values, standards and ethics offer 
predictability, and, although not organisation-specific, they render individuals 
controlled and controllable, predictable and trustworthy (Grey & Garsten 
2001). 

2.3.6 Establishing an integrative view of the relationship 

Despite the considerable amount of discussion about the relationship between 
trust and control, no comprehensive effort has been made to establish an 
integrative view of the relationship. Discussion has mainly focused on arguing 
whether the relationship is complementary, supplementary or whether trust 
itself is a control mechanism (see, e.g., Das & Teng 1998)5. In order to build 
the integrative view of the relationship, we need separately to analyse the 
relationship between different control forms and trust, since all control forms 
seem to have diverse relationships with trust. Next we will combine our 
current knowledge of the relationship, dividing the discussion between result, 
administrative and social control and their relationship with trust. 

First we analyse the relationship between result control and trust. The basic 
belief inherent in this control form is that this type of control signals distrust 
and is a substitute for trust. The review of the literature, however, showed us 
that the relationship is not that limited; in fact, the relationship between result 
control and trust contains many different dimensions. The relationship 
between trust and result control does not only have complementary 
characteristics, since result control and trust support each others in many 
different ways. First of all, it has been argued that establishing a functional 
result control system needs some level of trust, since measures and targets 
need to be agreed upon and confidence established that the parties are 
competent and the results achieved will be interpreted with judgement and 
good sense (Goold & Quinn 1990). Result control itself can also establish trust 
between the controller and the controlled. The evaluation process of the result 
control form gives possibilities for the evaluator and the evaluated to 

                                            
5 Dekker (2004) made a conceptual effort to integrate complementary and supplementary 
perspectives, but he did not discuss about the intertwined perspective. He argued that the relationship 
between trust and control might not be linear in the relationship with a partner. In his empirical study 
he found that trust and control supported each other both at the beginning and during the relationship, 
and he did not combine his empirical findings to his conceptual thinking. 
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familiarise themselves with each other and give clear feedback. The reactions 
from both sides to the deviations in the evaluation process can also create 
confidence to the other (Goold & Campbell 1987). Furthermore, it has been 
argued that the target-setting and budgeting process can be used to establish 
trust in the organisation, as it gives possibilities for participation, open 
discussion and, in that way, shares beliefs and information (Grönhaug & Ims 
1991). Systems controls designed principally for managers can also provide a 
degree of predictability and security for employees in the trustworthiness of 
the company (Mason et al. 1999; Bloomfield & Coombs 1992). Moreover, 
tight result controls do not necessarily limit establishing trust. The use of both 
trust and result control enhances competition and power, but also supports 
developing intensive relations. Existence of both makes the relationship 
flexible but also cost-effective. The use of only trust in supplier relationships 
would threaten efficiency and violate other potential partners (Adler 2001; 
Uzzi 1997; Kern 1998). 

Result control, however, has features which can decrease and limit the 
existence of trust. Result control may limit the existence of trust because of the 
targets given and internal competition. Additionally, tight results do not 
necessarily encourage either innovation or community. These situations have 
emphasised subjective evaluations to decrease internal competition and 
facilitate sharing (e.g., Gupta & Govindrajan 1986; Salter 1973) and specific 
bonuses to enhance knowledge sharing and encourage innovation and 
commitment (Bromiley & Cummings 1995; Collins & Porras 1994). 

Result controls can both violate the harmony in the organisation and create 
harmony in a confused situation. Johansson & Baldvinsdottir (2003) found 
that the implementation of tight result controls in an organisation which had 
been used to a clan type of control created serious organisational problems. On 
the contrary, we have evidence that result control, in the form of a new 
incentive programme, can solve organisational problems. Chenhall & 
Langfield-Smith (2003) found in their study that a new gain-sharing scheme 
improved poor employee morale, poor co-operation between managers and 
employees, lack of congruence in goals, and eventually increased trust in the 
organisation.  

Result control has a multi-dimensional relationship with trust when it can 
both facilitate and violate the existence of trust. Our knowledge of the 
relationship between trust and result control is, however, inadequate. Although 
we now notice these different features of the relationship, we have a limited 
understanding of how organisational factors such as culture and politics affect 
the relationship. Additionally, we noticed in this section that the relationship 
can also be intertwined; we have, however, only limited knowledge of how 
this intertwined relationship affects behaviour in organisations and how 
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organisational factors affect the intertwined relationship. Studies about the 
intertwined relationship would also benefit our understanding about systems 
and institutional trust, as we noticed in Chapter 2.1. that systems and 
institutional trust have not been studied in an organisational context. 
Especially interesting would be findings about the fragility and robustness of 
trust and control in their intertwined relationship. 

Secondly we analyse the relationship between the administrative-type of 
control and trust. Neither this control mechanism has a simple one-
dimensional relationship with trust. The basic view of administrative control is 
that it signals distrust and limits establishing trust. Strict control systems and 
positive expectations of another’s behaviour are seen to be in conflict with 
each other (Rousseau et al. 1998). When autonomy is seen as signalling trust, 
control is seen as signalling mistrust (Misztal 1996; Leadbeater 2000). 
Hierarchy, however, can be necessary for trust in an organisation. It has been 
found that in an organisation where rules and practices of work legislation 
were not implemented, trust did not appear between superiors and 
subordinates (Pearce et al. 2000). A combination of hierarchy and trust is also 
seen as a powerful lever for assuring equity and stability and a basis for 
healthy society, which requires a combination of community and hierarchy in 
the form of government and law (Walzer 1999).  

The requirement for both trust and administrative-type of control in 
exchange is dependent on the contract situation. Whilst some contracts and 
situations can be so structured that hierarchy is enough to govern the situation 
(Macaulay 1963), in more complex situations the existence of hierarchy alone 
may limit the efficiency of co-operation. In a close co-operation relationship, a 
limitedly-contractual governance structure involving a considerable amount of 
trust is found to be effective for parties in maximising their joint return 
(Cooper & Slagmulder 2004). Trust can also be helpful in establishing and 
supporting administrative-type of control. Besides the fact that trust speeds up 
the establishment of relationships that strict rules and practices could hinder, it 
also supports the building of the administrative-type of control mechanisms 
and the governing of the relationship between parties. Establishing strict rules 
and control mechanisms can also even strengthen existing trust relationships, 
building transparency and clarifying expectations of the partner (Dekker 2004; 
Langfield-Smith & Smith 2003). 

Administrative-type of control is not seen as an efficient way to create the 
community, innovation and sharing, which is crucial to a knowledge-intensive 
environment in both vertical relationships between employees and 
management and horizontal relations between specialist groups (Wenger 
1998). This type of control is not regarded as efficient to guarantee high-level 
performance in a trust-based community (e.g., Creed & Miles 1996). In 
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situations where both hierarchy and trust are needed, attempts are made to 
establish trust despite hierarchy. A knowledge-intensive organisation can 
create positions such as knowledge officer to facilitate knowledge sharing and 
trust (Adler & Ferdows 1992; Earl & Scott 1999). Besides an innovative 
organisational environment, organisational changes also create challenges for 
administrative-type of control. Efforts to sharpen organisation can decrease 
community as restructuring, for example, does not necessarily encourage 
individuals to engage in teamwork. Structural changes can also hamper the 
stability implied by strong trust (Adler 2001; Adler et al. 1999). 

Some forms of administrative control, such as quality control, are 
depersonalised institutional control forms, which are not regarded in 
organisations as manifestations of personal suspicion and lack of trust. Besides 
being an organisational control form, quality control is also a source of trust 
for customers in the products of that company (Luhmann 1979). We tend to 
regard companies having, for example, ISO standards as more reliable 
companies than those that do not have them, although these control 
mechanism are not necessary functional and, as external persons, we cannot 
evaluate their reliability.  

Administrative control has a multi-dimensional relationship with trust, as it 
can support and violate the existence of trust. Previous research has been on a 
quite general level, and therefore, we have only limited knowledge of how 
organisational factors impact on the relationship. As in the result control area, 
findings about the intertwined relationship between administrative control and 
trust would also be interesting. We have some knowledge of depersonalised 
forms of administrative control, but we do not have knowledge of how these 
intertwined trust and control relationships impact on behaviour in 
organisations, and how organisational factors affect the robustness and 
fragility of trust and control in their intertwined relationship. 

Thirdly, we analyse the relationship between trust and social control. In 
some studies, social control has been regarded as being the same as trust-based 
governance (e.g., Dekker 2004), which has complicated drawing a line 
between trust and social control. Trust and social control are not synonyms. In 
the broadest sense, trust is expectations of another’s behaviour that does not 
mean regulation, monitoring, punishing, or anything else that impacts on 
people’s behaviour, whereas social control is based on social pressure or self-
control. Trust itself is not strong enough to govern relationships. For trust to 
be a dominating control mechanism, people would have to have a propensity 
for altruism (Adler 2001; Ring & Van de Ven 1992). Trust as a main 
governance mechanism has also been found to be inefficient, and is thus 
required to supplement either with result or administrative control, because 
trust-based organisations have been found to be exclusivist and elitist (Kim 
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1997), and, in inter-company relationships, trust-based governance can lead to 
discrimination against new potential suppliers when trusted ones have been 
relied upon. Balancing trust-based governance with result control can maintain 
the benefits of trust and avoid the rigidity associated with exclusive reliance 
on trust (Uzzi 1997; Kern 1998). 

Social control mechanisms have been regarded as efficient in building trust. 
Meetings and social networks have been seen as important in creating 
community and trusting bonds. These mechanisms have been found to build 
mutual understanding, joint problem solving, information sharing and 
goodwill (Langfield-Smith & Smith 2003; Dekker 2004). Besides internal 
organisational control mechanisms, global values, norms and standards also 
affect behaviour in organisations creating trust in these organisations when 
they affect the predictability of people’s behaviour. People can be expected to 
behave according to specific institutionalised norms, although companies’ 
codes of conduct do not determine a certain type of behaviour (Grey & 
Garsten 2001). Social control can also appear in the form of institutional 
control based on, for example, subcontract grading which creates pressures for 
trustworthy behaviour in inter-company relationships (Hagen & Choe 1998).  

Social control has been regarded as efficient for building trust, but it has 
remained questionable how robust a control mechanism it is. Previous studies 
have not touched on the main forms of social controls in an organisational 
context such as self-control and social pressure, and have focused mainly on 
social interaction with the partner. Social control has also been studied on a 
quite general level only, thus we have no specific knowledge of organisational 
factors, which could have impacts on the use and efficiency of social control 
to build and maintain trust. It is also a little ambiguous whether some social 
control mechanisms mentioned in previous studies are really social control 
mechanisms, or are they administrative-type of control mechanisms involving 
emphasis on social interaction. Joint projects, joint development of 
governance, interaction and attempts to eliminate social roadblocks have been 
regarded in previous studies as social control mechanisms which, in fact, also 
seem to involve administrative-type of control features. Finally, the 
intertwined relationship between social controls and trust has not been studied 
in an organisational context, which is also an interesting topic of research.  

To sum up, the contradictions of the relationship between trust and control 
can be regarded as having been solved when we acknowledge that trust is not 
a control mechanism and the relationship can have complementary, 
supplementary and intertwined characteristics. We must, however, understand 
that each of the three control mechanisms distinguished in this study has its 
own relationship with trust. Our knowledge of the relationship is still rather 
inadequate when previous studies have only analysed in a limited way the 
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effects of organisational factors on the relationship and how the relationship 
impacts on behaviour in organisations. Additionally, the interplay between 
trust and control has not been analysed, which would provide us with 
interesting findings about trust, control and their impacts on behaviour in 
organisations. Findings about the intertwined relationship between trust and 
control would also benefit our understanding regarding systems and 
institutional trust in an organisational context. This study focuses on analysing 
each control mechanism and on their relationship with trust in changing 
organisational contexts, aiming to provide further knowledge to fill the above-
mentioned gaps. 

2.4 Summary 

Trust has been regarded as being of considerable importance in society when 
it, for example, enables co-operation, reduces transaction costs and promotes 
adaptive organisational forms. During the last decade, interest in trust has 
grown rapidly, as trust has been perceived as being more important in today’s 
society than previously. Such changes as new organisational forms, evolution 
of technology, increased knowledge intensity and increased reliance on teams 
have increased the importance of trust in daily life. Despite this growing 
academic and practical interest in trust, our knowledge of it is inadequate, 
especially because trust has only been studied in context in a limited way.  

At the beginning of this Chapter, trust was defined as confidence in positive 
expectation outcomes in terms of behaviour, processes, performance or any 
issues in which actors relate to each other under circumstances of uncertainty. 
This definition includes two common features of trust — uncertainty and 
expectations of the conduct of another. The discussion in Chapter 2.1. focused 
on our current knowledge and lack of knowledge of trust, and the discussion 
was divided into a calculative and transaction economics perspective on trust, 
trust and culture, trust at macro and micro level and trust in an organisational 
context.

The calculation and transaction cost economics perspective on trust treats 
individuals as rational actors, capable of excluding trust and social ties from 
exchange situations. Although rational calculation sometimes exists in our 
decisions to trust, social ties are, however, often included in exchange 
situations. Trust is also an important part of governing organisations, and so is 
centrally involved in organisational exchange situations. When trust is also 
involved in transaction mechanisms themselves, we can easily conclude that 
calculation and transaction cost economics do not provide us with a true 
picture of trust in context. 
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The relationship between trust and culture has remained unclear despite a 
considerable amount of research. For example, on one hand the importance of 
the same values in order to establish trust between parties has been 
emphasised and, on the other hand, evidence has been provided that the same 
values are not required for trusting relationships. Culture, however, impacts on 
our trust, such as in Asia, for example, when it is important not to behave in a 
way, which could be interpreted as distrust, and, in America and Europe, 
formal standards can be seen as a facilitator of stability and co-operation. 
Cultural studies have focused on a national level, but knowledge of 
organisational culture and its impacts on decisions to trust and on establishing 
trust relationships is inadequate. 

Trust discussion can be divided into macro and micro levels. At macro 
level, sources of trust can be divided into institutional and systems trust. When 
the sources of institutional trust are institutions, systems trust is trust in 
abstract systems. The importance of institutional and systems trust has grown 
in society because of increased heterogeneity in background expectations. The 
strength of institutions and systems as guarantees of trust depends on the 
existence of them and their weaknesses. At micro level, the propensity to trust 
and perceptions of the trustee affect decisions on trust. As personal 
characteristics and background experiences have been regarded as important 
in people’s propensity to trust, perceived trustworthiness has been classified as 
the potential trustee’s ability, benevolence and integrity. Empirical research is 
also needed at macro and micro level, for example, in order to acquire 
knowledge of institutional and systems trust in an organisational context and 
contextual impacts on individuals’ decisions to trust. 

Trust has been regarded as important in an organisational context when 
work in organisations often requires interdependence, and thus individuals are 
often dependent on each other in order to accomplish their tasks. In an 
organisational context the role of managers is important in sustaining and 
establishing trust. Managers’ behaviour, attitudes and decisions regarding 
information sharing, organisational exchanges, rewarding and control systems 
can either increase or decrease trust in an organisational context. The 
organisational context also affects individuals’ decisions to trust. The context 
can affect decisions to categorise people in a favourable way, and thus result 
in easily establishing trust in organisational actors. The context can also lead 
individuals to make collective decisions about trust, for example, to evaluate 
together the trustworthiness of their superior. Hierarchical position in 
organisations affects individuals’ dependence on trust. Whilst individuals at 
lower levels are dependent on individuals at top levels concerning many 
intangible and tangible resources, individuals at the top are dependent on 
subordinates’ willingness and competence to perform their tasks faithfully. 
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Organisational studies have also mainly only been theoretical, and thus our 
empirical knowledge is lacking in such important areas as how politics, 
organisational structure and organisational changes affect trust at 
organisational level.  

The development of trust is also an interesting and ambiguous topic of 
research. On the one hand, it has been argued that trust develops gradually 
over time and, on the other hand, it has been argued that trust can initially be 
strong without any personal contacts. The gradual development of the trust 
perspective lies in the assumption that when more information is gathered, a 
trustor is willing to take more risks. Empirical findings of initial trust have 
encouraged developing hypotheses that personal characteristics and beliefs, 
institutional factors, categorisation processes and the illusion of control can 
result in initial trust. Although these perspectives seem contradictory they can 
also be regarded as supplementing views of the development of trust. These 
different perspectives of the development of trust presented in Chapter 2.1.2, 
however, have not been studied empirically, thus our knowledge of the 
development of trust is inadequate. We also need to remind ourselves that 
contextual characteristics, which could be assumed to have important effects 
on decisions to trust and trust relationships, have not been comprehensively 
analysed in either of the trust development perspectives presented above.  

Control can be divided into external measurement-based control and 
internal value-based control. The first formal-type of control can be further 
divided into formal monitoring and measuring behaviour or the outcome of 
that behaviour. In this study, these formal control forms are called result and 
administrative control. The latter control form was developed from Merchant’s 
(1985) action control form, which was found to focus on very close control 
and observed not cover all elements used to governing the behaviour of 
individuals. It was therefore decided to revise the action control form to the 
form of administrative control, and thus also include higher levels of control 
forms such as corporate governance and organisational structure. The informal 
type of control is exercised when specific task-related behaviour or an output 
measure cannot be set. The focus in this social control is to develop shared 
values, beliefs, social pressure and self-control to reinforce appropriate 
behaviour.  

The wide expansion of new organisational forms has increased interest in 
the relationship between trust and control. Despite considerable amount of 
discussion, four considerably contradictory views of the relationship have 
been stated. Although trust has been widely regarded as a control mechanism, 
no evidence is given that trust itself governs our behaviour in order to fulfil 
features of an efficient control mechanism. Instead trust-based mechanisms are 
regarded as inefficient and elitist, and the use of only trust-based mechanisms 
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has resulted in poor performance. Three other competing perspectives of the 
relationship were shown, which, in fact, describe different features of the 
relationship: the relationship can have complementary, supplementary and 
intertwined characteristics. Besides acknowledging these different dimensions 
of the relationship, it is important to understand that each of three control 
forms has its own unique relationship with trust. Although we solved the 
relationship puzzle in this conceptual discussion, we noticed that our 
understanding of the relationship is quite limited. Previous studies have only 
analysed in a limited way the effect of organisational factors on the 
relationship and how the relationship affects behaviour in organisations, and 
have neglected the interplay between trust and control in the relationship and 
how this interplay affects its context. Thus, it is justified to focus this study on 
changing organisational contexts, so that it may be possible to fill in the 
above-mentioned gaps in research. 
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3 TRUST, CONTROL AND CORPORATE 
INTEGRATION: A LITERATURE ANALYSIS 

3.1 Acquisition and integration doctrine 

3.1.1 Introduction 

Europe and US have experienced waves of mergers in recent decades, which 
have transformed industries and affected the careers of millions (Bleeke et al.
1990; Golbe & White 1988; Madrick 1987; Magnet 1984). The amount of 
cross-border acquisitions in particular has grown considerably during recent 
times. Over 40 % of mergers and acquisitions completed between 1999 and 
2000 involved firms headquartered in two different countries (Hitt et al.
2001a, b). Increasing globalisation and the dismantling of political barriers 
have heightened both opportunities and pressures to engage in cross-border 
mergers and acquisitions (Hitt 2000; Hitt et al. 1998a, b). 

Besides a growing amount of merger and acquisition activity in business 
life, the amount of scholarly research has also increased. Our theoretical 
understanding of what accounts for success or failure in M&As is, however, 
considerably limited. This section reviews our current knowledge of different 
aspects of M&As, highlighting gaps in our theoretical knowledge. Previous 
discussion was categorised into culture, people and process perspectives, 
which represent three major themes in previous research. Later in Chapter 4, 
we compare the findings of this study to previous research, and use this 
reviewed material for refining and strengthening frameworks built, in an 
exploratory manner.6

The main question related to mergers and acquisitions is whether they 
enhance performance. Despite a considerable amount of research, there is no 
consensus on this issue. While some researchers have shown that corporate 
combinations are unsuccessful (e.g., King et al. 2004; Datta et al. 1992), other 
researchers, however, have found that corporate combinations enhance 
performance (e.g., Lubatkin 1987; Seth 1990; Chatterjee 1986). Many of these 

                                            
6 This study uses the following concepts: the acquirer/the acquiring refers to the company which 
acquires/acquired another one, the acquired refer to the company which is bought, and the merged 
company means the combined company.  
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acquisition and merger performance studies are based on either accounting-
based measures or stock returns that are subject to significant error (see also 
e.g., Haspelagh & Jemison 1991; King et al. 2004; Shrivastava 1986). In fact, 
stock return studies have mainly studied whether an announced acquisition or 
merger creates an abnormal return for acquired and acquirer company 
shareholders during a period 5-50 days after the announcement. Thus, these 
studies measure expectations of acquisition or merger performance, not 
achieved value, since hardly any integration process is completed within a 
period of 5-50 days after the announcement. In accounting-based measure 
studies, problems relate to identifying only acquisition- or merger-related 
factors. This same problem also occurs in long-period stock performance 
studies. The success rate of mergers and acquisitions has also been studied 
using other research methods, and findings from these studies strongly support 
the negative view of mergers and acquisition operations. Hunt (1990) used 
qualitative research methods, finding that half of mergers and acquisitions fail, 
and Porter (1987), seeing the actions of prestigious U.S. companies, came to 
even more pessimistic conclusions. Although we have rather ambiguous 
findings regarding the success rate of mergers and acquisitions, it is not wrong 
to argue that mergers and acquisitions are problematic operations and fail 
rather often.  

Acquisition performance studies have focused on a “strategic fit” or 
relatedness in the outcome of M&As results. Eventually, the results of these 
studies indicate the importance of the integration process in M&A 
performance. Salter & Weinhold (1979) and Lubatkin (1983) have argued that 
related acquisitions should perform better than unrelated ones, since they offer 
greater synergic benefits arising from economics of scale and scope. 
Furthermore, related acquisitions offer possibilities for transferring core skills 
across merging companies. Empirical studies have not, however, provided the 
expected support for the “strategic fit” hypothesis. Lubatkin (1987) observed 
that horizontal acquisitions did not outperform vertical or conglomerate ones, 
which lends support to the argument of Jemison & Sitkin (1986) that the 
importance of strategic fit is not sufficient for superior performance in 
acquisition. Strategic fit only promises the existence of synergies, whilst the 
integration process realises the achievement of synergies, depending on how 
the new organisation is managed after the deal is closed (Datta 1991; Hunt 
1990; Schweiger et al. 1987). The importance of integration in acquisition 
success is also supported by the evidence of Ravenscraft & Scherer (1987) 
who found that the profitability of target firms on average actually declined 
after acquisition, suggesting that difficulties in implementation play a critical 
role in determining the eventual performance of an acquisition. 
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Although in strategy research the importance of corporate integration has 
been recognised, merger and acquisition performance studies have mainly 
regarded the integration process as undifferentiated and unimportant, with the 
result that knowledge of factors regarding the achievement of benefits of 
mergers and acquisitions is unclear. This study focuses on the analysis of these 
factors, and the M&A performance is defined in terms of synergy realisation 
and business performance during the integration process, which also avoids 
the above-mentioned problems related to research using stock-based and 
accounting-based measures (cf. Larsson & Finkelstein 1999).7 The focus on 
the integration process and the use of a case method to find factors affecting 
the outcome of corporate integration8 response also call for the use of new 
methods to find factors affecting M&A performance, which studies using 
stock-market data and accounting-based measures have not been able to 
explain (see King et al. 2004).9

Motives for mergers and acquisitions define the need for integration. Value 
in M&As can derive from various sources such as (Larsson & Finkelstein 
1999):  

• financial synergies from coinsurance and risk diversification (Lubatkin 
1983; Seth 1990) 

• managerial synergies from adapting complementary competencies or 
replacing untalented managers (Davis & Stout 1992; Lorsch & Allen 
1973) 

• synergies coming from deceitful market and purchasing power (Caves 
& Porter 1977; Chatterjee 1986; Scherer 1980) 

• complementary synergies such as different products, market access, or 
know-how that fit with and enhance one and another (Hitt et al. 1993) 

                                            
7 In their integrative study of mergers and acquisitions, Larsson & Finkelstein (1999) developed the 
measure concept of synergy realisation, given the problems of accounting-based and event study 
measures. The synergy realisation measure, however, does not necessarily give a total picture of the 
effects of acquisition or merger on the combined company. The business consequences of acquisitions 
and mergers, as will be discussed further, can also considerably affect the performance of the merged 
company. Therefore, in this study, M&A performance is defined both in terms of synergy realisation 
and business performance during integration.  
8 In terms of the selected measures for M&A performance, the outcome of corporate integration and 
M&A performance can be regarded as synonyms in this study. 
9 In fact, the selected measure for M&A performance itself requires a new method in this field. 
Larsson & Finkelstein (1999) point out that the synergy realisation measure is less “objective” and 
precise than stock-market and accounting-based measures of M&A performance. The same challenges 
are also faced in terms of evaluating business performance. Larsson & Finkelstein (1999) argue that 
the synergy realisation measure requires longitudinal collection of rich idiographic case material, thus, 
the iterative-grounded theory case method applied in this study is suitable both in terms of selected 
measure for M&A performance and in terms of responding to the call for new methods for finding 
factors explaining M&A successes and failures.  
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• operational synergies in manufacturing, administration, marketing and 
R&D accomplished through economies of scale (Bain 1959; Lloyd 
1976), vertical economies (Chandler 1977; Harrigan 1984; Williamson 
1975), and economies of scope (Seth 1990) 

In related acquisitions, synergies expected in the form of operating 
efficiencies and economies of scale, and a high level of integration might be 
feasible (Porter 1985; Salter & Weinhold 1979), whereas in unrelated 
acquisitions motivated by a desire to improve price per earnings ratio or sales 
growth, the level of integration could be little, involving no sharing of 
resources (Shrivastava 1986). 

The level of integration does not necessarily correlate with the relationship 
between the merging parties and autonomy of the acquired company. Even 
acquisitions followed by low integration are often under very close control and 
scrutiny. This can take the form of increased reporting, frequent visits by 
acquiring management, and fundamental changes being required by the 
acquired firm in their management priorities (Datta 1991). Even when the 
acquired company is operationally autonomous the management team is likely 
to comply with strategic planning, financial reporting and budgeting 
requirements, which can lead to considerable pressure to conform to the 
buyer’s practices (Schweiger & Weber 1989), and the acquired management 
team is also forced to negotiate decisions that they had previously full 
authority to make and look to the buyer for approval (Haspelagh & Jemison 
1991). Thus, low-level integration does not mean minor integration 
challenges; on the contrary; it can result in facing many of the same challenges 
that are faced in an acquisition followed by high-level integration. 

3.1.2 Culture perspective 

The cultural compatibility between the merging parties and the cultural 
integration process have been regarded as an important factor in M&A 
performance (e.g., Datta 1991; Cartwright & Cooper 1995; Chatterjee et al.
1992; Buono & Bowditch 1989; Sales & Mirvis 1984; Nahavandi & 
Malekzadeh 1988; Olie 1990); contrary evidence, however, of the importance 
of cultural matters in M&As also exists. Weber & Schweiger (1992) classify 
the consequences of top management culture clashes in mergers and 
acquisitions, and characterise them as leading to stress, distrust, and 
annoyance on the part of the acquired team working with the acquiring team. 
It has also been argued that cultural clashes cause negative attitudes on the 
part of the acquired team towards the acquiring organisation and towards co-
operation with the top management team. Stress and negative attitudes caused 
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by cultural clashes are said to reduce the commitment of the acquired 
managers to successful integration between the merging companies. It has 
been argued that different management styles between the merging companies 
eventually result in conflicts, difficulties in achieving operational synergies, 
market share shrinkages and poor performance (Datta 1991). 

It has been expressed that cultural problems in acquisitions can be 
considerable, as acquiring companies have the power to change the name of 
the acquired company, as well as its formal structure, top management team, 
operations, and reward structure. It has been argued that the imposition of the 
acquirer’s own beliefs, assumptions and values on the acquired company are 
felt to be the sign of a general disregard for the legitimacy of the acquired 
firm's culture and are predictably resented and resisted (Cartwright and Cooper 
1992, 1993).  

A low level of integration and operational autonomy does not necessarily 
result in the avoidance of cultural integration or change. The motivation to 
acquire stems usually from the buyer’s belief that it can utilise the acquired 
company’s physical and human capital more efficiently than the acquired 
company itself. Therefore, even in conglomerate acquisitions acquired 
companies will not necessary sustain their autonomy and avoid cultural 
change (Sales & Mirvis 1984). Acquiring companies, however, can also 
acknowledge high cultural differences and allow acquired companies to 
sustain a significant level of autonomy in an effort to avoid cultural clashes, 
but the achievement of targeted synergies is put at risk (Weber et al. 1996).  

As noted at the beginning of this Chapter, the amount of cross-border 
acquisitions has grown during lasting recent decades, which has also directed 
researchers’ attention on multicultural integration. The interest in cross-border 
acquisitions is natural since they may speed up new market access and 
promote globalisation synergies (Forsgren 1989; Olie 1990). Cross-border 
acquisitions involve several additional challenges compared to domestic 
acquisitions. Variations in national culture, customer preferences, business 
practices, and institutional forces such as government regulations, can hinder 
acquiring firms from fully realising their strategic objectives. Additionally, 
uncertainty and information asymmetry in foreign markets make it difficult for 
firms to adjust and learn from the local market and the target firm (Kogut & 
Singh 1988; Shimizu et al. 2004; Zaheer 1995). Furthermore, geographic 
distance as well as legal, financial and country differences between the merged 
parties can impede the interaction and co-ordination needed to realise 
synergies (Lindgren 1982; Marks & Mirvis 1993). 

National culture is tied in many ways to cross-border acquisitions. Fears of 
changes, emotions of anger and other negative emotions can easily lead to 
cultural confrontation. People also tend to work their anger off by blaming 
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cultural differences. Prior experiences and beliefs of the acquired and acquirer 
companies’ national culture influence people’s minds and tend to result in 
cultural stereotyping. These stereotyping processes have affected 
preconceptions and co-operation with the other party. National culture is also 
present in organisational politics, as attempts have been made to use cultural 
differences as acceptable reasons for unsuccessful integrations (Vaara 1999).  

As culture appears in many different ways in cross-border acquisitions, it is 
not surprising that cultural clashes relating to performance problems in cross-
border acquisitions have been a widely discussed but controversial topic. On 
the one hand, it has been argued that cross-cultural differences can potentially 
exacerbate cultural clashes that promote problems (Krug & Nigh 2001). On 
the other hand, however, it has been argued that cross-cultural differences are 
better understood than domestic cultural differences. In international mergers, 
people expect differences and changes and are therefore less likely to resist 
merger-related changes (Weber et al. 1996). Additionally, Very et al. (1997) 
did not find particularly important differences between national and cross-
border mergers. They, in fact, found that cross-border mergers were not 
associated with higher levels of cultural difficulties, performance problems 
and autonomy removals.  

Neither has support for more problematic cultural clashes and performance 
problems in cross-border M&As been found in case study surveys (Larsson & 
Finkelstein 1999; Larsson & Lubatkin 2001). Larsson & Finkelstein (1999) 
found that employee resistance is marginally lower in cross-border 
acquisitions. They suggest that in cross-border acquisitions, the potential for 
combination is less threatening than in domestic M&As, which more often 
involve overlapping functions. Their other suggestion is that cultural 
differences are more sensitively considered in cross-border integrations than 
when merging domestic companies. The findings of Larsson & Lubatkin 
(2001) do not support cross-cultural clashes in mergers and acquisitions. They 
found that acculturation was not more complicated in cross-border than in 
domestic acquisitions: the success of acculturation is dependent on the amount 
of social control mechanisms used to support integration. 

Although cultural problems have been discussed widely in previous 
research, a theme that has not been thoroughly explored is how culture really 
impacts on the outcome of integration. It seems that culture has been used as 
an aggregate explanatory factor for failures in M&As when more specific 
evidence of failing M&As has not been found. The following studies support 
the sceptical view on culture as the main explanatory factor in M&As. 

Cultural compatibility has not been seen as necessary for good M&A 
performance. Very et al. (1997) argue that cultural differences may not be 
negatively anticipated by acquired company managers. Acquired company 



67

managers may even perceive the buying company culture to be better than the 
acquired company culture. They may regard the acquiring company as a 
prestige firm, a world wide leader, a firm that commands the respect of a local 
community and/or a firm with a reputation of being excellently managed. 
Thus, authors argue that perceived cultural compatibility and relative standing 
mean more than actual cultural compatibility. They found that when managers 
from the acquired company perceived an acquiring company culture as 
favourable, performance improved. On the other hand, when the acquired 
company managers perceived the acquiring company culture as incompatible, 
the performance started to deteriorate. Additionally, when the acquired 
company managers accustomed to a high level of autonomy experienced a loss 
of autonomy, their performance deteriorated. Authors suggest that this is result 
of status deflation, intervening effects. When an acquiring company imposes 
its own solutions on the key decision areas of the acquired company, it sends a 
definite signal to the acquired company management team that their insight is 
not respected or trusted. Authors further argue that cultural clashes are an 
overstated phenomenon and evidence of them comes from business reports 
and case studies biased towards reporting M&As that fail.  

The article of Buono et al. (1985) is one of the most cited cultural 
integration study into M&As, but findings in that paper do not support the fact 
that culture was the main contributor to the outcome of the integration. 
Authors focusing on their longitudinal case study on cultural differences 
between the merging banks, comprehensively describe the whole integration 
process, and allow readers to draw their own conclusions concerning factors 
that impact on the outcome of the integration process. Instead of integration 
difficulties related to cultural differences, readers find out about problems 
related to lack of proper integration planning and poor integration execution 
that resulted in hostility, distorted perceptions and confusion. Integration 
problems were increased by faulty information related to job security which 
resulted in continual distrust in the new leadership and organisation.  

Culture has not been convincingly argued to be the main explanatory factor, 
even in cross-border M&As, and not many comprehensive studies about cross-
border integrations have even been carried out. The main study of 
international mergers focusing on cultures is Olie’s (1994), but in his field 
study of three Dutch and German mergers, culture was not the main reason for 
the performance problems. The main problems were caused by organisational 
parity, which was sustained in order to maintain the bi-nationality of the 
merged company. Preservation of the two organisations led to a dual 
organisational structure and lack of organisational cohesion. This 
organisational parity also resulted in sub-optimised decision-making and 
internal conflicts. For example, board members felt greater attachment to their 
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home structures than to the overall organisation, the marketing department 
sold only their own products and not those produced by the merged partner, 
and the merged parties did not communicate with each other. Olie (1994) also 
found some culture-related problems in one of the three cases that led to 
tensions in the merged organisations. These cultural problems related to 
differences in decision-making style. The Dutch company was described as 
very congenial and informal. Its leadership was based on participative 
management rather than autocratic decision-making. The German partner 
tended to emphasise blue-print organisation and practiced autocratic 
management, in which it was not used to questioning the policy of superiors. 
These cultural contradictions meant that positive attitudes towards the merger 
gradually turned into frustration and disappointment, but they were not the 
main reasons for the performance problems. 

When we comprehensively analyse the role of culture in M&As, we do not 
find anything to support the predominant view that culture is the central 
contributory factor to M&A performance. Culture is involved in many 
different ways in M&As, but cultural differences or other culture-related 
problems do not seem to explain failures in M&As. Culture, however, cannot 
be completely ignored in M&As, but cultural clashes as the main reasons for 
the deterioration of M&A performance are an overstated phenomenon. 
Probably the role of culture is better understood when other factors which 
impact on M&A performance are uncovered. 

3.1.3 People perspective 

People as a contributing factor in M&A performance have been another 
widely discussed topic in previous literature. Discussion has concentrated on 
people’s perceptions about the merger, managers’ departures, management of 
the merged company and equality in appointments. Although the theme of 
people in M&As has been widely discussed from many different perspectives, 
our knowledge of this theme is rather fragmented and narrow.  

As in many cultural studies, several studies relating to managers and 
employees have also reported negative perceptions of the acquired company 
members towards the acquirer companies. Psychological studies have reported 
that in organisational transitions, for example, acquisitions may create severe 
stress or other mental problems among organisational members that can have a 
negative effect on their performance, even six months to four years after the 
transition (Asford 1988; Cooper & Payne 1988; Cartwright & Cooper 1993). 
The amount of stress has been reported to be contingent on the compatibility 
or perceived compatibility of merger partners (Schweiger et al. 1987). Besides 
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stress, mergers have been reported to cause reduced employee commitment 
and productivity, increased dissatisfaction, high turnover of managers, 
leadership and power struggles, and a general rise in dysfunctional behaviour 
(e.g. absenteeism, tardiness, sabotage) (Buono & Bowditch 1989; Schweiger 
et al. 1987). It has been argued that there will be a greater initial conflict and 
resistance to change within bitterly fought takeovers, particularly if the issue 
has mobilised the entire workforce (Turney 1987) than exists in voluntary 
mergers or acquisitions, because the feeling of defeat and powerlessness is not 
so evident (Mirvis 1985). Although arguments such as stress, dysfunctional 
behaviour and increased dissatisfaction are considerably popular in business 
news, anecdotal studies, student books and some academic journal articles, it 
has not been shown that these factors play a significant role in the outcome of 
corporate integration. 

Managers’ departures from acquired companies are relatively common, and 
affect the outcome of M&A performance. Voluntary turnover of executives 
from acquired companies has been reported to be as high as 75 % during the 
first three years (Unger 1986; Walsh 1988). There is evidence that managers 
who have the best performance record are those who depart soonest after the 
acquisition. Especially if the acquirer is performing poorly prior the 
acquisition, talented managers are first to leave. Ironically, if the acquired 
company is performing poorly, managers are not so likely to depart, because 
they may not be able to find employment opportunities elsewhere (Walsh 
1988; Walsh & Ellwood 1991). Cannella & Hambrick (1993) found that the 
acquired executive departure has negative implications for subsequent 
performance. They argue that the reason for the negative impact on 
performance is the loss of substantive experience that may not easily be 
recovered. They continue by arguing that symbolic effects of the loss of 
established leaders are very unsettling to organisational members as well as to 
external stakeholders, and they state that executive continuity may be a key 
determinant of the eventual performance outcome. Lindgren’s (1982) study 
also found that the symbolic importance of departures of key persons is 
considerable. He found that when one or more key persons left the acquired 
company either immediately after the acquisition or after a period, it led to a 
more or less open disapproval of the acquisition or the manner in which it was 
conducted, in the acquired company. Cannella & Hambrick (1993) found that 
the more senior position these managers were in, the more harmful was their 
departure. The most surprising finding was that the departure of managers was 
most harmful in poorly performing companies. They argue, however, that this 
only applies when managers are not responsible for the earlier performance of 
the acquired company.  
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The reasons for voluntary departures of managers include the fact that 
opportunities for advancement to top management positions were weakened 
and that managers in the acquired company often questioned the overseas 
owner’s understanding of local conditions and the level of their commitment 
(Lindgren 1982). It is thus not surprising that executives of firms acquired by 
foreign organisations are more likely to leave than those acquired by domestic 
ones (Krug & Hegarty 2001). The most important reason for voluntary 
departures is the removal of autonomy and diminishing status (Cannella & 
Hambrick 1993). Diminishing status and loss of autonomy can also 
considerably affect the motivation of the remaining managers, reducing their 
commitment to work, which can result in behaving in belligerent ways that 
ultimately lead to involuntary departures (Very et al. 1997). 

Management resources have also been widely discussed in previous 
literature. In his study, Kitching (1967) argues that success in acquisition 
depends on the availability of change managers. Potential synergy does not 
guarantee realised benefits — change managers are needed to execute them. 
He also emphasises the managerial talent needed in the integration process. 
The availability of skilled managers may, however, be limited in corporations, 
and managers may carry out integration in addition to their own work, having 
problems with limited resources (see, e.g., Lindgren 1982; Santala 1996; 
Granlund 1998). Besides managerial resource problems, managers’ illusion of 
control has also been seen to impact negatively on integration processes. 
Kitching (1967) argues that managers make a common mistake in 
underestimating management time needed; managers often incorrectly believe 
that relatively small acquired companies’ problems need less time to solve 
than problems in bigger companies. Moreover, the acquirer company 
managers overestimate their ability to complete the integration and cope with 
the range of outcomes, which are under their personal control in the acquired 
company (Duhaime & Schwenk 1985). 

Previous literature has also widely discussed challenges in forming new 
management in the merged company. Attention has been paid to the difficulty 
in balancing loyalty to one’s own people with the merits of other managers 
and equality in distribution. Equal distribution provides learning and 
understanding, and is symbolic in the sense that it conveys to the employees 
that members of both organisations will be treated fairly and with respect 
(Ivancevich et al. 1987). Equality however, discriminates against merit 
(Schweiger et al. 1992). Furthermore, equality in position allocation may 
prolong the integration process, as, sooner or later, positions have to be 
reallocated to more efficient personnel. Neither does equality take into 
consideration selecting people who can co-operate as a team (Meyer 2001). 
Forming a functional management team has been regarded as important for the 
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outcome of integration. The right chemistry between the acquirer and the 
acquired company managers has been considered important for smooth post-
acquisition integration. Different ways of working and giving the wrong roles 
to the acquired company managers has led to considerable problems in the 
post-acquisition process, and hindered the achievement of synergies (Callahan 
1986). Normally allocation of functions and positions is expected to be 
dependent on power differential (Halvorsen 1984). Common indicators of 
power differential are relative size and whether the combination is merger or 
acquisition (Haspelagh & Jemison 1991; Olie 1994). 

Although people-related studies seem to overstate the role of sabotage and 
other dysfunctional behaviour in integration, M&As involve several 
significant people-related challenges such as management resources and 
departures, and forming a co-operative management team. As these previous 
studies have been fragmented and mainly narrowly focusing only on one 
particular theme, we have no integrative knowledge regarding how all these 
different challenges in integration relate to each other. Attention in this 
research area should be given to process-oriented case studies, which could 
provide us with the integrative knowledge of individual-related challenges and 
their performance impacts at different stages and organisational levels of the 
M&A process. 

3.1.4 Process perspective 

Acquisition and integration process have received limited attention in M&A 
literature, although it has been suggested as an important factor in M&A 
performance (Jemison & Sitkin 1986). Most of our knowledge is based on 
conceptual, anecdotal and managerial studies and books, whereas empirical 
academic literature is relatively limited in this area.  

It has been argued that lack of systematic planning and thorough attention 
paid to potential difficulties in integration is a common problem in M&A 
failures. The desire to complete transactions quickly often leads to incomplete 
analysis (Jemison & Sitkin 1986; Kitzhing 1967). Additionally, organisational 
considerations often play a very limited role in merger and acquisition 
decisions (Hirsh 1987; Robino & DeMeuse 1985; Schweiger & Ivancevich 
1985). Human resource issues in particular are easily ignored in the due-
diligence process, where financial and legal issues taken more into account 
(British Institute of Management 1986). Not necessarily even comprehensive 
differences in working methods and culture are noticed before the integration 
process (Greenwood et al. 1994). Despite the fact that planning does not 
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improve the predictability of acquisition, studies show that it indicates a better 
success rate (Cash & Revie 1971; Lingren 1982).  

The complexity of the acquisition process challenges integration process 
planning. Over-reliance on the services of investment bankers, who tend to de-
emphasise issues related to organisational fit, can result in inadequate analysis 
of the target. It is not that investment bankers believe that qualitative 
organisational issues are less important, but often recommendations based on 
quantitative data are easier to defend if legally challenged (Haspelagh & 
Jemison 1987). Moreover, acquisition negotiations are often sensitive, thus 
controversial issues such as management styles and values are typically 
avoided during pre-acquisition and negotiation phases (Datta 1991). 

Sensitivity is likely to appear during the integration process since the post-
acquisition process is expected to involve a complex and interactive mutual 
adjustment process between the acquirer and the acquired, but change is 
almost always one-sided, occurring primarily in the acquired firm, since the 
acquiring company is likely to impose its own styles and systems of 
management when it thinks they are superior, although the level of integration 
is low (e.g., Buono & Bowditch 1989; Datta 1991; Jones 1985a, b, 1986; 
Jemison & Sitkin 1986). Depending on the sensitivity of the integration 
process, changes in the acquired company are challenging. There are 
contradictory views about whether changes should be made in the early stage 
of integration or later. The following factors favour early changes: the climate 
for change is better, the momentum of the business must be maintained and it 
will be costly to delay the changes. On the other hand, there are factors, which 
are against early changes: the cost of making decisions is too high, more facts 
are needed to make a decision and any decision made now may have to be 
revised later (Searby 1969, 12). Managerial and consultant literature typically 
favours early changes, arguing that the integration planning process should not 
last more than 100 days. It has been argued that keeping the integration 
planning process within 100 days creates a sense of urgency, challenge and 
excitement, moving attention on action and away from politics and mixed 
feelings (Ashkenas et al. 1998). Although many companies follow the advice 
of consultants, there are also exceptions. In Birkinshaw et al. (2000) study, 
slow integration was explained by a fear of retention of managers, a hostile 
takeover which caused great anticipation, and parallel development projects, 
which may have been delayed if a fast integration had been executed. 

It has been suggested that the outcome of integration is dependent on the 
relationship between the acquirer and the acquired. Jemison & Sitkin (1986) 
suggest that fundamental competencies and capabilities of the subsidiary may 
be dismissed by a parent company — even if these competencies and 
capabilities were what initially attracted the parent firm. Reasons for these 
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dismissals are defensiveness on the part of the acquired company and the 
arrogance on the part of the acquirer. Defensiveness from the acquired side 
may lead to a situation where, although the acquirer would be willing to help, 
the acquired may be afraid to admit what they do not know for fear of reprisal. 
The arrogance of the acquirer company is likely to lead to the presumption 
that the acquirer company style, values, beliefs, and practices are superior to 
those of the acquired, and thus they should be imposed on it. Political and 
financial reasons, however, have resulted in the acquired companies being left 
untouched. Good financial performance in the acquired units has impeded 
operational integration when the group managers found it difficult to justify 
changes in units that were performing well, and so were likely to avoid risking 
their performance (Vaara 1999).  

Communication has been seen as important in the integration process. 
Several studies have argued that providing realistic information about the 
potential effects of acquisition ensures much more stable levels of 
commitment, satisfaction, trust, and performance than when less open 
information is given. Accurate and honest information about what may be 
anticipated during a merger is likely to be the foundation for emergent 
psychological contract of the combined entity (see, e.g., Buono & Bowditch 
1989; Schweiger & DeNisi 1987). On the other hand, unrealistic information 
and the breaking of promises will lead to continuous distrust in the new entity 
(Buono et al. 1985). It has also been argued that conflicts and communication 
problems may reduce the necessary devotion of the acquired company’s 
managers and employees to the implementation of the post-acquisition 
integration process (Schweiger & DeNisi 1991), and incomplete information 
has led to rumours directing attention away from work (Ashkanasy & Holmes 
1995; Granlund 1998). Additional communication challenges come from the 
size of the merged company. The organisation may grow thorough 
acquisitions to become so large that people are not aware who knows what 
and, therefore, a special information flow analysis is needed (Cross et al.
2001).  

Organisational structural arrangements and the size difference between the 
merging parties have been found to cause problems in the integration process. 
Kitching (1967) found that size mismatch between an acquirer and an acquired 
is one factor, which may lead to an acquisition failure. When an acquired 
company is especially small compared to an acquirer, it needs special 
management skills to develop the plans for integrating it into the parent. Size 
differences can create problems, for example, in adjusting an acquired 
company’s business logic in line with the acquirer, and, in some cases, the 
small size of the acquired has meant that no-one at headquarters is really 
interested in it. Additionally, Kitching (1967) found that, in 81% of failures in 
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acquisitions, organisational structure was changed. These organisational 
structure changes may create confusion at the subsidiary level and a lack of 
knowledge at the parent company level.  

In physical integration involving consolidation of production technologies, 
R&D projects, plants, equipment and real estate assets, important factors 
contributing to the outcome of the M&A are the success of redeployment of 
redundant assets, and the sharing and exploitation of mutual assets. Sharing 
and exploitation of mutual assets does not occur without concerted efforts. 
Specific action plans are required such as co-operation on marketing efforts, 
co-ordination of production schedules, and combining financial power 
(Shrivastava 1986). Resources, however, are often inadequate because of lack 
of communication and short-term pressures for profitability (Arnold 1983). 

Managerial and consultant literature have emphasised the importance of a 
well-functioning transition management and a special structure in the co-
ordination of the integration process. It has been suggested that the acquired 
company members should be committed to the integration process, thereby 
taking them along to the transition management and integration task forces. 
The role and character of an integration manager has been regarded 
particularly as important to the success of the integration process (Haspelagh 
& Jemison 1991; Ashkenas et al. 1998). It has been argued that acquisitions 
create vulnerability both inside and outside the merged company. In order to 
minimise problems in performance during the transition period, it has been 
suggested that explicit attention be paid to daily business, for example, raising 
performance standards. The swift announcement of a new management 
structure, key roles and other career-affecting matters have also been regarded 
as important in minimising organisational uncertainty. Managerial and 
consultant literature has also pointed out the trade-off between tangible and 
intangible costs in rationalisation programmes. Rationalisation of assets or 
integration of functions may diminish entrepreneurial drive, managerial 
attention or employee enthusiasm. Other integration process-related problems 
include resistance to change, divided loyalties, blurred roles and 
responsibilities, unclear reporting relationships, communication tangles, power 
shifts, job insecurity, unusually high employee turnover, policy and procedure 
changes and infighting. It has been argued that early signs of success 
positively affect the merger and future of the company when employees see 
that the merger was a good thing (Haspelagh & Jemison 1991; Pritchett & 
Pound 1998).  

Mutual understanding and transfer of capabilities in creating value in 
M&As has also been regarded as important in managerial literature. 
Haspelagh & Jemison (1991) have identified five factors which are a 
precondition for the right atmosphere in the capability transfer. First, a 
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reciprocal understanding of each firm’s organisation and culture, second, a 
willingness of people in both companies to work together after the acquisition, 
third, the capacity to transfer and receive capabilities, fourth, discretionary 
resources to help foster the atmosphere needed to support the transfer, fifth, a 
cause-effect understanding of the benefits expected from the acquisition. 
Authors hold that the key to success in integration is a development of mutual 
credibility between the merging companies, which enables effective 
integration. 

Although the importance of acquisition and integration process in the M&A 
performance has been widely acknowledged, academic knowledge in this area 
is limited. Jemison & Sitkin (1986) have made the only thorough study of 
important factors at different stages of the M&A process, but their framework 
has not been empirically tested. Our empirical academic knowledge of process 
factors lies mainly in studies dealing with culture and people. Both Buono et
al. (1985) and Olie (1994) in their thorough descriptions illustrate how faulty 
planning and execution of integration leads to hostility, mixed feelings and 
confusion. Olie’s (1994) study also demonstrated how organisational 
structural choices can result in a lack of integration, sub-optimised decision-
making and internal conflicts. People-related studies presented evidence of 
resource problems, lack of attention, difficulties in forming a new 
management team, the reduced commitment of the remaining managers, and 
difficulties created by the departure of managers. All these challenges suggest 
a problematic integration process, but evidence is from fragmented studies, so 
how all these factors relate to each other is not known.  

Larsson & Finkelstein (1999) have tried to respond to the need for 
integrative study in the M&A area, but many important themes remained 
open. They combined human resource management, strategic, finance, 
economics, and organisational theory perspectives in their case-survey study. 
They found that combination potential, organisational integration and 
employee resistance are related to synergy realisation. Their findings suggest 
that the integration process is important for the M&A performance especially 
when combination potential is high. They argue that this might partly explain 
why related acquisitions do not always succeed better than unrelated ones 
(Lubatkin 1987). Their results support previously stated arguments that 
companies tend to underemphasise the importance of the integration process to 
M&A success (Haspelagh & Jemison 1991; Lubatkin 1983; Shrivastava 
1986), finding that in 40 % of cases where combination potential was high, 
organisational integration was low. Although Larsson’s & Finkelstein’s (1999) 
study is exceptional in combining different perspectives, and it confirms many 
previous less convincingly stated findings, their study leaves many questions 
open. The authors leave other researchers to answer questions concerning 
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what happens inside organisational integration, in other words, what are the 
factors influencing success and failure in achieving synergies. They also 
consider synergy realisation as a good measure to evaluate acquisition success 
and do not analyse the business consequences of acquisition. The business 
consequences of acquisitions can, in fact, be assumed to have at least as 
important an effect on acquisition outcome as synergy realisation. Therefore, 
in this study M&A performance was defined in terms of synergy realisation 
and business performance during integration. To sum up, we can conclude that 
the integration process is critical to acquisition success, since the benefits of 
mergers and acquisitions are actually realised in that process, but despite an 
extensive amount of research, the integration process is still quite a mysterious 
phenomenon, in other words, the question that attracts us most — what affects 
M&A performance — has not been answered. 

Previous studies indicate that the integration process tends to create 
employee resistance, organisational tensions appear in the integration process, 
co-operation between parties is required for fluent sharing and achieving 
synergies, resources and management attention are limited, and organisational 
arrangements are important for synergy realisation. All these factors support 
the idea that trust and control could be important to the success of the 
integration process — the factors which have been neglected in previous 
M&A process and performance studies. Although trust and control have not 
attracted M&A researchers, we have some findings about them which we will 
analyse in next section. 

3.2 Trust and control in corporate integration 

3.2.1 Control in integration 

3.2.1.1 Result control 

Result-type of control has only been discussed in a few previous accounting 
studies, which have mainly focused on whether acquirers are willing to 
implement their systems in acquired companies, what kind of challenges exist 
in implementing systems in acquired companies, and what kind of problems 
exist in managing acquired companies after an acquisition. Next we review 
previous discussion and, at the end of this section, shortly present a few gaps 
in our knowledge. 

The management of acquired companies is regarded as challenging during 
the post-acquisition period, as acquirers tend not to have a full picture of 
acquired companies before completing the integration. Achieving a 
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comprehensive picture of the acquired can be laborious since financial figures 
between companies are not likely to be comparable before integrating the 
financial reporting systems. Therefore, establishing a common language 
between the parties in the form of accounting has been regarded as important 
in order to provide grounds for managing and integrating acquired companies 
(Jones 1985a, 1986; Granlund 2003). 

Prior studies indicate that financial control over acquired companies tends 
to be implemented quickly. In most cases, the implementation of control 
systems in acquired companies has also meant increased intensity of result 
control in the form of weekly or monthly reporting. Control systems are not 
only implemented to provide monitoring of the acquired company, but also to 
assist in the integration process, delegate authority, motivate and provide 
communication (Jones 1985a).  

In most cases acquirers implement their own systems in acquired 
companies, driven by the desire to achieve conformity of reporting throughout 
the group. In Jones (1985a, b) survey, about 80 % of companies implemented 
group procedures in the acquired companies and allowed no deviations. Both 
Granlund (2003) and Jones (1985a, b) argue that when the acquired company 
is smaller than the acquirer, it then seems evident that the acquired company 
starts to operate with the acquirer’s systems, whereas, when the acquired is 
bigger than the acquirer, the best practice selection is more considered. In 
small exceptions, acquirers can also choose to implement the acquired 
company system over the whole group.  

Although acquirers in most cases implement their systems quite quickly in 
the acquired and, at the same time increase the intensity of financial control, 
management of acquired companies and implementing systems can also face 
serious challenges, which delay the integration process. In Granlund’s (2003) 
study, problems due to lack of resources and ambiguity of goals hampered 
managing and integrating the acquired company. Accountants and managers 
had limited resources for integration work and were confused about what 
systems and in what way they should integrate and develop, thus, delaying 
considerably the accounting integration process. His study also described that 
the acquired was managed for short periods on a “hands-on-deck” principle, 
not based on any financial control systems. The lack of comparability of 
financial figures and trust in the acquired company led the acquirer managers 
to use other information sources or even intuition during the radical re-
engineering process. 

Integration of the same systems in both companies tends to be important, 
not only because it establishes a common language, but also as it guarantees 
fluency of operations. In Granlund’s (2003) study, accountants used so much 
of their resources to make the figures from two financial systems comparable, 
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that this started to disturb their normal activities. Their reports started to suffer 
from lack of accuracy and correctness, and they were not able to provide ad 
hoc analyses to guide the integration process and strategic planning. 

Although the majority of acquirers tend to implement their complete 
systems in the acquired, in some cases, deviations from group practices are 
allowed. Jones (1985b) examined the conformity of group practices more 
deeply and noticed that the reasons for deviations from group practices were: 
revisions of controls for the enlarged group, preservation of the autonomy of 
operating companies, provision of information on competitors and decision-
making, and the maintenance of responsiveness to a fast-moving environment. 
All of these were individual cases, however, and the reasons behind preserving 
existing systems varied from a conglomerate lacking experience in an acquired 
company’s business, to persuasion by an acquired company’s management. 

Implementation of the new system in the acquired company has caused 
several difficulties at different stages of the integration process. Systems 
changes have typically been problematic given the shortage of managers, 
difficulties with the style of management, personal clashes, the absence of 
planning and the expense of integration. Integration problems in management 
accounting systems have also included group accounting procedures that 
curtail a responsive and intuitive style of management, as well as the over-
formalisation of procedures for budgeting capital expenditure and planning. 
There have also been problems related to the changing rhythm of control, 
reduction in quality, and the sophistication and duplication of information 
(Jones 1985b). New reporting procedures implemented in acquired units may 
differ a great deal from the procedures that employees are accustomed to, and 
may therefore direct attention away from actually running the business. 
Moreover, resistance to change can be embedded so strongly in some 
individual managers, that they have to be replaced before any changes can be 
implemented (Jones 1986). 

Organisational differences can be so considerable that implementation of 
the budgeting and planning procedure can totally confuse acquired companies. 
Texas Instruments faced several problems when it attempted to implement its 
sophisticated systems in its acquired company, Metals and Chemicals Inc., 
which was rather loosely run. This implementation effort caused several 
problems including a drop in performance, resistance from M&C personnel to 
adopt new procedures, lack of input data and a benchmark to make the 
budgeting system work in the new setting, and a tendency to subvert long-term 
goals of the organisation to show improvements in the short term. In order to 
get the budgeting and planning system to work, TI had to restructure several 
departments at M&C, implement a new information and reward system, 
change motivational techniques and change key personnel to initiate the new 
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system. It took several years to stabilise the system, and when it did, its 
performance was still far from optimal (Christensen et al. 1982). 

To conclude, the use of result control, implementing acquirers systems in 
acquired companies, and getting the acquired company accustomed to a new 
result control system involves several challenges. As previous studies have 
focused on the challenges of accounting systems in corporate integrations, we 
are lacking an integrative study of the use and role of result control in a wider 
corporate integration context. Answering questions such as how result control 
is used in operational integration, what performance evaluation challenges are 
faced during the integration period and what kind of challenges operational 
integration creates for result control systems, connects result control to the 
wider organisational integration process, providing us with information about 
the importance of result control in the outcome of corporate integration. 

3.2.1.2 Administrative control 

Previous literature has paid more attention to the administrative type of control 
in corporate integration than to the result type of control. Whereas result 
control has mainly only attracted accounting scholars, administrative control 
in corporate integrations has also fascinated organisation researchers. Previous 
discussion on administrative control has covered many fields, from the 
implementation of administrative control practices in acquired companies and 
the use administrative controls to change acquired companies, to the illusion 
of control and the effects of organisational parity. This, however, leaves us 
with several unanswered questions relating to the role of administrative 
control in M&A performance. Next we review previous discussion and, at the 
end of this section, briefly present some gaps in our knowledge.  

All previous research supports the notion that administrative control is used 
in order to move power from the hands of managers in the acquired company 
to those in the acquiring company, implementing capital expenditure control 
mechanisms, giving less important roles for existing managers and using 
budget mechanisms (Jones 1985a, b; Roberts 1990; Granlund 2003). Capital 
expenditure control mechanisms are typically implemented quickly to take the 
power from the acquired company managers. Acquirers tend not to trust 
acquired companies and feel that they need to be “policed”. Fears of acquirers 
are not unreasonable when companies which have had delays in implementing 
capital expenditure procedures in acquired companies have sometimes faced 
serious problems (Jones 1985a).  

Besides limiting the power of the acquired company managers, 
administrative control is also used to change acquired companies’ 
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organisational culture, as well as for teaching purposes. Long-range plans, 
budget approval and capitalised expenditure serve to define a parent 
company’s expectations, in addition to limiting the freedom and power of 
senior executives in an acquired unit. Some acquirers use long-range planning 
as a means of inculcating some norms and beliefs that derive from the parent 
company (Jones 1985a). 

Accommodation of new rules and procedures can be difficult and hamper 
organisational efficiency. Managers may not be willing to adjust to their new 
roles in which they may have less power and responsibility, and to 
accommodate new rules and procedures. Implementing new rules and 
procedures can even require organisational culture change that supports new 
control systems. Besides managers having difficulty in accommodating their 
less important role, acquired company employees have also had difficulties in 
adjusting to new control systems. Control system changes have resulted in the 
lowering of employee morale when employees have had difficulties in 
adjusting to new leadership styles and control procedures. Control system 
changes also have caused personal conflicts and led to power games, which in 
turn slows down the pace of change and also damages employee morale (Jones 
1986). Different decision-making modes and cultures between merging parties 
have also led to clashes, hampering the integration process (Granlund 2003). 
Control systems changes are not, however, necessarily associated negatively 
in acquired companies. Some acquirers have introduced a participative and 
open style of management, which can be greatly welcomed by managers and 
staff (Jones 1985a). 

Administrative and organisation structural choices to provide effective 
organisational functioning are important for the outcome of integration. As 
well as can creating confusion and lack of knowledge in the merged company 
(Kitzhing 1967), organisational structural changes can also prevent the 
achievement of any synergies targeted in the acquisition. In Olie’s (1994) 
study, already reviewed once in the cultural section, the decision to maintain 
organisational parity for national reasons in three German and Dutch mergers 
that were studied, hampered the achievement of targeted synergies. This 
organisational parity led to sub-optimised decision-making, infighting, and 
failure to benefit from merger advantages until the state of parity was 
abolished.  

Illusion of control is an important administrative control problem in 
corporate integrations. Many acquirers tend to overestimate their skills and 
ability to control the acquired company. As a result of this illusion, they do not 
organise the acquired company effectively, and they make poor structural and 
administrative decisions leading to shortcomings in acquisition performance 
(Duhaime & Schwenk 1985). These findings support the views of interviewed 
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managers who have stated the lack of and complexity of control to be major 
problems in corporate integration (Kitzhing 1967).  

To conclude, decisions related to administrative control, its effective 
implementation and use in acquired companies is challenging and important to 
the outcome of integration. As previous studies have mainly focused on 
implementing rules and procedures in acquired companies, and only analysed 
effective organising of the merged company in a limited way, we have 
insufficient knowledge of how administrative control is used in the integration 
process, what challenges are related to administrative control in operational 
integration and how, for example, organisational politics and cultural tensions 
affect the use and efficiency of administrative control, and thus the 
achievement of targeted synergies. Answering these questions would help to 
build an integrative view of the role of administrative control in the outcome 
of corporate integration. 

3.2.1.3 Social control 

Previous research has only paid limited attention to the social type of control 
in corporate integrations. Managerial and some academic research have 
stressed the importance of social control: teamwork and common values, the 
absence of which creates problems (e.g., Shrivastava 1986; Buono & 
Bowditch 1989; Ivancevich et al. 1987), but not giving any comprehensive 
evidence about the role of them in governing corporate integration. In fact, we 
have only two studies which have analysed the role of social control in 
corporate integrations. 

In his study, Roberts (1990) found a group using conferences to build up a 
common consciousness, to encourage employees to learn about the 
significance of their own and others’ activities, and to integrate plans for the 
future. Furthermore, the conference technique was used to clarify targets, to 
foster unity between various units, and to institutionalise strategy and changes. 
Despite his comprehensive description of the conference mechanisms, he did 
not report on the impact of these social mechanisms on the outcome of the 
integration, nor how they impacted on the behaviour of the managers involved 
in these conferences. 

Larsson & Lubatkin (2001) argue that social control mechanisms are central 
in achieving acculturation. They mention that these social control mechanisms 
include such things as introduction programmes, training, exchange visits, 
bonding retreats, celebrations and several social rituals when autonomy was 
allowed. When autonomy was restricted, then additional social mechanisms 
were needed such as transition teams, senior management involvement and 
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temporary social exchange/rotation. Their study did not discuss outcome 
impacts of the acquisitions, but, based on the results, it could be assumed that 
the use of social control mechanisms can have a positive impact on the 
outcome of the acquisition, as well as acculturation. When we take a deeper 
look at what they have called social control mechanisms we can, in fact, 
regard some of them as administrative control mechanisms. Social rituals and 
bonding retreats can surely be regarded as social control mechanisms, but such 
things as transition teams, training and senior management involvement can 
also be regarded as being related to administrational organising. When authors 
do not specify what they have meant with each of these issues, it remains open 
as to whether these are related to either administrative or social control. 
Administrative, result and social control, however, can be so closely related 
that, in the same control situation, there exists, for example, both social and 
administrative control mechanisms, which might explain why Larsson & 
Lubatkin (2001) regard transition teams and senior management involvement 
as social control mechanisms. 

To conclude, social control can have at least two important roles in 
corporate integration: to build common consciousness when implementing 
strategic changes and to foster acculturation. As our knowledge is so limited 
regarding the role of social control in corporate integration, it is rather easy to 
suggest new avenues for research in this area. For example, it would 
interesting to find out about the use and importance of social control at 
different organisational levels, whether organisational contextual matters such 
as organisation cultural clashes and politics affect the use of social control, 
and how social pressure is used to create additional accountability in corporate 
integration.  

3.2.2 Trust in integration  

Although previous integration studies have not focused on trust, there are 
some corporate integration studies where trust or issues related to trust have 
been mentioned. The previous discussion related to trust can be divided into 
three different categories: communication, co-operation between the merged 
parties, and organisational climate. Next previous studies are reviewed 
accordingly, and the end of the section discusses the gaps in our knowledge. 

Communication is regarded as important in corporate integration and, on 
some occasions, it is also related to trust. Several previous studies have argued 
that providing realistic information in communicating about the potential 
effects of acquisition helps to maintain much more stable levels of 
commitment, satisfaction, trust and performance than when information is 
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withheld (Buono et al. 1985; Marks & Mirvis 1983). Some previous work 
suggests, however, that management should avoid communicating realistically 
with employees during mergers and acquisitions. It has been suggested that 
such communications alerts competitors or encourages employees to leave the 
organisation rather than endure painful changes (Jemison & Sitkin 1986; 
Marks & Mirvis 1986; Pritchett 1985; Schweiger et al. 1987, 1994). 
Additionally, ambiguous communication allows divergent interpretations to 
coexist, and is more effective in allowing diverse groups to work together. 
Open communication can also threaten the flexibility of managers to changes 
(Eisenberg & Witten 1989). Thus, it is important to find the right balance in 
communicating the effects of acquisitions.  

Delivering official information is seen as important in stabilising acquired 
companies, as, if no clear communication is delivered, employees are likely to 
develop their own worst-case scenarios (Marks & Mirvis 1985). In uncertain 
situations when information is not available, employees seek other means of 
reducing uncertainty such as reliance on rumours and other informal 
communications (Napier et al. 1989). Incomplete information on acquisitions 
has created stress, rumours and confusion (see, e.g., Buono et al. 1985; 
Ashkanasy & Holmes 1995; Granlund 1998), and when rumours are not 
solved, they can lead to reduced employee commitment and trust (Ivancevich 
et al. 1987). In Granlund’s (1998) study, the takeover caused tremendous 
rumours to circulate in the acquired company, hampering integration. Some 
people spent all their time at work going around offices, asking and telling 
about the latest rumours regarding who would go and who might stay. The 
expected lay-offs caused the relationship between the acquired and the 
acquirer to become almost a war, and some people even refused to negotiate 
with each other. 

Accurate and honest information about what is likely to transpire following 
a merger is likely to be the foundation of an emergent psychological contract 
for the combined entity, whereas unrealistic information, linked to the 
breaking of promises, has led to continuous distrust in the new entity. 
Schweiger & DeNisi (1991) found evidence that job satisfaction, commitment, 
a company’s perceived trustworthiness, honesty and caring and self-reported 
performance was higher in a merged unit where comprehensive information 
about the outcomes of the merger was given, compared to a merged unit where 
information was not given. Their findings, however, were not consistent 
concerning whether information given also had performance-related impacts. 
In Buono et al. (1985) study, the effects of untruthful information could be 
clearly seen. Several times, the directors of the merged company guaranteed 
that merger-related lay-offs would not be needed as long as employees 
performed well. After a while, however, considerable reductions were 
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announced resulting in widespread and profound general distrust of the new 
leadership and the newly formed organisation. This distrust also became part 
of the merged entity’s organisational culture. Communication has also been 
important in order to raise common consciousness and to raise awareness of 
the differences between companies. Haspelagh & Jemison (1991) in their 
managerial book argue that successful acquirers bring all managers together to 
communicate concerning new targets and to learn about the importance of 
differences between the companies, in order to create a base for successful 
interaction between companies.  

Trust is seen as important in fostering co-operation between parties in the 
integration process. Interaction between merged parties usually starts from 
integration planning negotiations. These negotiations can have a considerable 
impact on the co-operation at the later stages. In ultimate situations, the 
atmosphere in negotiations can be so tense that the deal is almost cancelled, 
and long-lasting bad blood between merging parties is created. In Marks & 
Mirvis (2000) study, considerable tensions were created between the acquired 
and the acquiring companies, as the company CEOs had different views on the 
‘merger-of-equals’ approach. When the acquired company CEO assumed that 
both sides should have an equal say in integration decisions, the acquiring 
company CEO assumed it to mean that his side would have the final say, but 
that they would engage their counterpart to determine how best to implement 
decisions. As both CEOs prepared their teams based on their interpretations 
for the first integration meeting, long-lasting distrust was created between the 
parties.

Co-operation between managers in a combined company can be 
challenging, since the managers in the acquirer and the acquired companies 
may have different frames of reference, and it may take time before they 
completely understand each other. Accommodating different frames of 
reference may require the transfer of managers, building trust between 
managers, the development of homogeneous decision-making procedures, and 
the provision of consistent information to all managers through the 
development of standard management information systems. Shrivastava 
(1986) also emphasises that efficient communication and management need 
trusting relationships between colleagues and subordinates. Managers having 
limited information and no trust to their colleagues and subordinates can drag 
their feet even over simple issues. This may have considerable negative effects 
when acquirer company managers limit decision-making in the acquired 
company, or have disputes with acquired company managers, which limit their 
ability to manage the company. Continual interference of Exxon managers and 
organisational turf disputes with another Exxon subsidiary hindered the 
recently acquired unit’s ability to develop products rapidly, and it started to 
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lose money. After several problems, Exxon ended up by selling off the unit 
(Shrivastava 1986). 

A previous competitive situation between the merging parties can 
complicate the development of trusting relationships, and have hampering 
effects on the integration process. In his study of German and Dutch mergers, 
Olie (1994) found that, in one particular merger, the sales departments had a 
profound distrust of each other as they had competed strongly before the 
merger. This considerably complicated the merger since the integration of the 
sales departments was the main reason for the merger. Co-operation between 
the merging parties was also challenging because of the different sales 
strategies and national cultural backgrounds.  

Co-operation between merging parties is seen as important in establishing 
trust between parties and in developing the merged company. Marks & Mirvis 
(2000) argue that, until parties get to know and trust each other, they will not 
reveal the details of their weak points to their new partners. They argue that 
sharing common problems and working together is essential for overcoming 
barriers between managers and their organisations. 

The impact of acquisitions and integrations on the organisational climate 
can reflect on trusting relationships in the merged company. Although we 
mentioned in the integration review section that it seems that many merger-
related cultural and mental problems are overstated, we now present 
arguments on what mergers can in worst-case scenarios mean for the 
organisational climate. It has been argued that merger-related stress has two 
kinds of effects. Either it causes mental health problems, which increase when 
cultural differences between merging companies are considerable (Cartwright 
& Cooper 1993), or stress causes anger and resentment toward an acquiring 
company, resulting in hostility, which can manifest itself in covert activity 
such as sabotaging work performance. Ivancevich et al. (1987) also reported 
that job losses as a result of a merger can lead to removal or sabotage of 
personal work files that are essential to the company. Many studies have also 
suggested that mergers increase the prevalence of low employee morale, 
unproductive behaviour, acts of sabotage and petty theft, and increase labour 
turnover, and absenteeism, strike and accident rates (Meeks 1977; Sinetar 
1981; Altendorf 1986). When the merged company faces the above-mentioned 
challenges, trusting relationships between the merged parties are not likely to 
develop.

Organisational climate also faces challenges as parties in mergers tend to be 
suspicious of each other and future outcomes of mergers. Ashkanasy & 
Holmes (1995) reported in their study the suspicion between two merged 
auditing companies, which was detrimental to the organisational climate and 
created feelings of distrust that hampered the execution of the integration 
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process. Operative integration problems also reflect on the organisational 
climate. In the Buono et al. (1985) study, organisational climate worsened 
considerably when communication was unclear, organisational differences 
seemed overwhelming, and the other partner was seen as a competitor. This 
resulted in the merging partner being regarded as an invader. The situation 
was not eased by the top managers who allowed uncertainty to prevail in the 
appointment of heads of combined functions, causing friction at operating 
levels between the merged departments. 

The organisational climate can be affected by the way changes are planned 
and made in acquired companies, also potentially reflecting on trust between 
merged parties. Acquirers’ arrogance toward the acquired —“we are smarter 
than you are since we bought you”— is suggested as a typical attitude 
(Jemison & Sitkin 1986) and not a very good foundation for the organisational 
climate and the establishment of trusting relationships. Also the speed and 
intensity shown by acquirers in the integration process can have a negative 
impact on organisational climate and trust. It has been suggested that acquiring 
companies trying to integrate acquired companies too quickly and 
insensitively, risk losing trust and the respect of the remaining employees. 
Ashkenas et al. (1998) reporting General Electric Finance integration 
methodology argue that GE avoids problems in cultural differences and 
trusting relationships, emphasising social mechanisms and using a long 
integration period during which respect is shown to previous company culture 
and cultural differences are acknowledged.  

An appropriate organisational climate is regarded as important in the 
transfer of capabilities between merging parties. The list of necessary elements 
for an appropriate capability transfer atmosphere developed by Haspelagh & 
Jemison (1991), already presented once in the integration process perspective 
section, consists of factors closely related to trust. It has been suggested that 
an appropriate atmosphere for capability transfer requires a reciprocal 
understanding of both companies’ organisation and culture, a willingness of 
people in both companies to work together, the capacity to transfer and receive 
capability, discretionary resources to help to foster the atmosphere needed to 
support the transfer, and lastly a cause-effect understanding of the benefits 
expected from the acquisition. Authors emphasise that the key to success in 
capability transfer is to establish mutual credibility between merging 
companies.  

To conclude, trust seems an important facilitating mechanism in corporate 
integration but exact findings regarding its importance and role have not been 
reported. It has been suggested that lack of trust hampers co-operation, creates 
confusion and hinders the achieving of synergies, but exact organisational 
consequences have not been described. Previous studies have not analysed 
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how trust is established, but have given good descriptions of how it is divided 
into parts and becomes institutionalised distrust in the new entity. In order to 
acquire a true picture of the importance of trust in corporate integration, we 
must analyse its role in the business consequences of acquisitions and mergers, 
and in the achievement of synergic benefits. Analysing trust at different 
organisational levels and in different organisational activities could also 
provide us with knowledge of the relationship between trust and culture, 
calculative characteristics of trust, and systems and institutional trust. As 
previous studies give us an impression about the importance of trust in 
corporate integration and many issues which can threaten it, it would also be 
interesting to find out how integration is conducted in an environment where 
trust does not exist. 

3.2.3 The relationship between trust and control in integration 

The relationship between trust and control has not been looked at in previous 
corporate integration studies; we have, however, a few observations 
concerning the relationship. These previous studies mainly give us an 
impression of the relationship as having complementary characteristics: the 
increased use of control in corporate integration is a result of lack of trust and 
can further decrease the level of trust between merging parties. We also have 
some evidence and suggestions, however, of supplementary characteristics of 
the relationship, in which lack of control has resulted in lack of trust and the 
use of administrative control is suggested in order to develop trust between 
merging parties.  

Previous studies contain only one direct comment on the relationship 
between trust and control. At the beginning of his research paper, Jones 
(1985a) speculated that the implementation of controls in acquired companies 
immediately after acquisition can scarcely be conducive to the creation of trust 
and can have negative impacts on the outcome of an acquisition. He did not, 
however, return to this theme in later parts of his paper, instead widely 
discussing control system integrations between merging partners. He found, 
however, that one reason for quick implementation of a control system in 
acquired companies is a lack of trust, but did not discuss how the 
implementation of control systems impacted on trust between the parties.  

Granlund’s (2003) study supports the view of Jones (1985a) that acquirers 
tend not to trust acquired companies. Instead of describing how the acquirer 
implements its policies in the acquired, his study gives us evidence of the 
complexity of control, when the acquired company systems are not used due 
to lack of comparability of figures and lack of trust. The acquired company 
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was managed for short periods relying on a ‘hands-on-deck’ approach, 
intuition and information sources other than formal accounting systems. 
Granlund (2003) also discusses about a tense climate between the parties, but 
does not describe how a potential lack of trust otherwise affected corporate 
integration, apart from saying that the acquirer did not use financial control 
information for short periods. 

The conceptual study of Jemison & Sitkin (1986) also makes suggestions 
about the complementary characteristics of the relationship between trust and 
control in post-acquisition integration. They suggest that the reactions of 
parent and subsidiary managers can often result in a cycle of escalating 
conflict, leading to further distrust and polarisation of preconceived attitudes 
about the other party. They argue that parent company executives, in order to 
regain a sense of control, may impose rigorous or standardised performance 
expectations and milestones on new subsidiaries. When performance 
requirements are not achieved, parent firm managers may react as if their fears 
of weak or incompetent subsidiary management have been confirmed. On the 
other hand, subsidiary managers may vehemently defend their autonomy 
against the parent’s request, fuelling the parent’s perceived need for increased 
control and intervention. As the cycle of conflicts continues, subsidiary 
managers may see this as a confirmation of their worst fears of a hostile 
takeover. Thus, the cycle of increasing control and decreasing trust continues 
hampering the co-operation between parties. 

The study of Marks & Mirvis (2000) also gives us a notion of the 
complementary characteristics of the trust and control relationship in corporate 
integration. Although their study does not exactly focus on controlling, it 
describes how divergent views of the governance of the integration process 
can result in a decreasing level of trust. In their study different views of the 
‘merger-of-equals’ approach between the merging parties considerably 
affected the integration process. As the acquirer felt that the ‘merger-of-
equals’ approach meant that it could act almost as a conqueror, but the 
acquired thought it meant that the merging companies would truly be equal, 
the conflict in these views resulted in long-lasting distrust between the parties 
and hampered the integration process. 

In addition to the above evidence and suggestions of the complementary 
characteristics of the relationship, we have some evidence and suggestions in 
which trust and control support and need each other in corporate integration. 
Marks & Mirvis (2000) suggest a transition structure to be helpful for creating 
co-operation and establishing trusting relationships. They argue that trusting 
relationships are needed for open and honest communication between parties. 
Without trusting relationships parties are not willing to reveal their 
weaknesses to each other. When a transition structure can be regarded as an 
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administrative control form, authors, in fact, suggest using control 
mechanisms to support the development of trust in integration. Authors 
discussed this topic only conceptually, but the theme also seems worth 
discovering empirically. 

Buono et al. (1985) study gives a description of the supplementary 
relationship in which lack of control also creates lack of trust. In their study, 
lack of functioning administrative control resulted in lack of trust in the 
merged company. In the merger of two banks, assignments were not clearly 
issued, accountability in the integration process was not created, 
communication channels were unclear, appointments were made late and led 
to internal speculation and competition, rumours were continuous and the 
other party was seen as an enemy. Besides hampering the integration process, 
these problems meant that no trusting relationships were established between 
the parties. Although authors suggest that cultural differences were the main 
reasons for integration difficulties, the main problems turned out to be 
unorganised transition management. 

When we look at trust, control and their relationship based on previous 
studies, it starts to seem that they could be missing links concerning the 
outcome of corporate integration. Organisational climate, co-operation and 
sharing, which are regarded as important in achieving synergies, seem to be 
related to trust, whereas co-ordination, accountability and giving direction to 
the merged company are related to the use and efficiency of control 
mechanisms, which are important both in current business operations and in 
the integration process. Together trust and control, and the relationship 
between the two, seem to affect organisational balance, implementation of 
integration processes, and managing the merged company, which all are 
important factors in corporate acquisitions. Nevertheless, evidence of the 
impact of trust, control and their relationship to the outcome of corporate 
integration, only exists in a limited sense.  

To be able to answer the question of the importance of the relationship 
between trust and control in corporate integration requires analysis of how the 
relationship affects business and achieving synergies in corporate integration 
at different stages of the integration process and at different organisational 
levels. The broad approach for analysing corporate integration could provide 
possibilities, not only to analyse all three control forms and their relationship 
with trust, but also to capture the intertwined relationship between trust and 
control, something of which previous corporate integration studies have not 
given any description. Corporate integration involving politics, cultural 
elements, tensions and uncertainty also offers good grounds to develop our 
limited theoretical knowledge of the relationship in an organisational context.  
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3.3 Summary 

Mergers and acquisitions are an increasingly common but complex 
phenomenon in business life. In particular, the amount of cross-border 
acquisitions, which are regarded as creating additional challenges for the 
integration process, has grown substantially lasting recent decades. Despite the 
substantial amount of mergers and acquisitions carried out in business life, 
however, and the considerable amount of scholarly research, we have only an 
ambiguous and limited understanding of what accounts for failure and success 
in M&As. The studies focusing on M&A performance have mainly been 
statistical studies using stock-market data and accounting-based measures, 
which are subject to significant error. In these studies, the integration process, 
which is central to the outcome of M&A, since the benefits of M&A should be 
realised in that process, has been regarded as undifferentiated and 
unimportant. This study focuses on the analysis of M&A performance through 
the integration process. This study defined M&A performance in terms of 
synergy realisation and business performance during integration. The case 
approach selected for analysing M&A performance responds to the need for 
new methods of studying factors affecting M&A performance, which studies 
using stock-market data and accounting-based measures have not been able to 
explain. The previous discussion in this study was divided into culture, people 
and process perspectives of corporate integration. 

Culture has been a central topic in M&A studies, but the findings have been 
contradictory and confusing. On one hand, cultural clashes have been regarded 
as a crucial factor in the failures of acquisitions and, on the other hand, 
cultural compatibility has not been seen as being so meaningful. Findings from 
the extensive case studies focusing on culture either in a national or in cross-
border context give the picture that culture has a limited role in the total 
outcome of M&A. Culture is in many ways involved in corporate integrations, 
but its role as a central contributor is overstated. The reason for the overstated 
role of culture in previous research seems to be that researchers easily use 
culture as an aggregate explanation for all problems and/or they do not search 
for other possible explanations for integration problems. 

People-focused research can be divided into people’s perceptions about 
mergers and acquisitions, managers’ departures, management of the merged 
company and equality of appointments. Although many reports, managerial 
books and research journals have discussed the dysfunctional perceptions of 
acquired employees regarding M&As, no clear evidence such as sabotage has 
been presented. Thus, along with previously stated cultural clashes, 
dysfunctional behaviour also seems an overstated phenomenon. Departures of 
managers have been regarded as common and especially challenging for 
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poorly performing companies. The challenges of managing merging 
companies include lack of resources and illusion of control, whereas as far as 
appointments are concerned, difficulties include loyalty to one’s own people 
against the merits of other potential managers and equality in distribution. 

The integration process has received limited attention in scholarly research. 
Challenges in the integration process are related to the complexity of 
acquisition, which makes planning difficult, the sensitivity and political 
elements of the integration process, which hamper the implementation of 
integration plans, and the establishment of a functional organisational structure 
for the merged company. It has been suggested to apply special emphasis in 
the integration process to communication in order to avoid uncertainty and 
confusion, and for the transition structure to secure a well-functioning and co-
ordinated integration process. Despite previous efforts, our knowledge is 
fragmented, limited, and a little ambiguous and, to an excessive extent, our 
knowledge is based on conceptual research and managerial reports and books. 
Therefore, we are not able to answer the question of what accounts for success 
and failure in corporate integration. One central reason for the lack of 
integrative knowledge is that we do not have frameworks for researching 
corporate integration.  

Control in corporate integrations has not been a very attractive topic for 
researchers, although its role seems important in co-ordinating and creating 
accountability in integration. Prior studies regarding result control have 
described the challenges of using accounting systems after acquisition, 
implementation of accounting systems in acquired companies and the 
difficulties faced by acquired companies to accommodate new systems. 
Although these previous result control studies provide us with a 
comprehensive picture of accounting systems integration, several gaps have 
remained regarding how result control is connected to the wider integration 
context. In other words, questions such as how result control is used in 
operational integration, how operational integration affects result control, and 
how performance evaluation is affected during integration have remained 
unanswered. 

Administrative control has received more attention in previous integration 
studies than result control. Previous administrative control studies have noted 
that acquirers reduce the power of acquired managers, use administrative 
control to change the acquired company culture, and inculcate the acquirers’ 
norms and expectations, often causing difficulties for acquired companies to 
accommodate new rules and procedures. Previous administrative control-
related studies have also reported the importance of organisational structural 
choices for effective organisational functioning, and the tendency of acquirers 
to lapse into the illusion of control. Although these prior studies have 
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connected administrative control to a wider integration context, they have left 
us with several unanswered themes, such as how administrative control is used 
in operational integration, how operational integration affects administrative 
control, and how such contextual matters as culture and politics affect the use 
and efficiency of administrative control in the integration process.  

Social control has only received marginal attention in previous integration 
studies. There are only two studies describing social control in corporate 
integration to build common consciousness when implementing strategies and 
to foster acculturation. The use of social control, however, in facilitating 
acculturation also involves a little ambiguity, as Larsson & Lubatkin (2001) 
have included transition teams and senior management involvement in their 
social control concept, which could be regarded as central elements of 
administrative control. As social control has only been studied to a limited 
degree in corporate integration, there are many unanswered questions such as 
what is the use and importance of social control at different organisational 
levels, do contextual matters such as politics and cultural tensions affect social 
control, and how social pressure is used in corporate integration. 

Although previous researchers have not focused on trust in corporate 
integration, we have some evidence and references to trust, which can be 
divided into discussion concerning communication, co-operation between the 
merged parties and organisational climate. Communication has been regarded 
as important in corporate integration in order to provide stable levels of 
commitment, trust and satisfaction. Accurate and honest information are seen 
to be the base of an emergent psychological foundation for the combined 
entity, whereas untruthful information can cause institutionalised distrust in 
the new entity. Communication has also been regarded as important in 
integration, in order to raise common consciousness and learn about the 
differences of the merging companies, and in order to provide a solid basis for 
interaction between the parties. Trust has also been regarded as important in 
fostering co-operation between parties, which can face challenges when the 
parties have a different frame of reference and/or have been competitors 
before the merger. Trust has been regarded as important for co-operation, 
since, without it, the parties are not willing to reveal their weak points to their 
new partners. Organisational climate can have a key impact on a trusting 
relationship in the merged company. If the merger creates such negative 
feelings and organisational consequences such as anger, resentment, increased 
labour turnover and low employee morale, there is no fruitful basis upon 
which to develop trusting relationships. It has been suggested that creating a 
trustful organisational climate is to facilitate the transfer of capabilities 
between the merging parties that can be hampered by the attitude of the 
acquirer. An arrogant attitude from the acquirer of —“we are smarter than you 
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are since we bought you”— is regarded as typical and not fruitful for creating 
a good organisational climate in which to establish trust. Trust seems 
important in corporate integration, although specific evidence of its 
importance and role have not been reported. In order to answer the question 
regarding the importance of trust in corporate integration, we must analyse its 
role in the business consequences of acquisitions and mergers, and in the 
achievement of synergic benefits. 

The relationship between trust and control has not attracted integration 
researchers, but there are some references to it and evidence of it in corporate 
integration. Previous studies mainly highlight the complementary 
characteristics of the relationship: it is felt that acquired companies need to be 
policed, the systems of the acquired are not necessarily to be trusted, the 
reactions of the parent and subsidiary to each other’s behaviour in integration 
may have the potential to cause escalating distrust. We also have some 
evidence, however, about the supplementary characteristics of the relationship: 
administrative control is seen as helpful in establishing trust between the 
parties, and lack of administrative control to create lack of trust. Based on 
previous studies, trust and control could be the missing links in the outcome of 
corporate integration, as the relationship seems to affect organisational 
balance, implementation of integration processes and managing the merged 
company. Nevertheless, a comprehensive empirical study is required, which 
analyses how the relationship between trust and control affects business and 
achieving synergies at different organisational levels, in order to determine the 
importance of the relationship in the outcome of corporate integration. 
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4 TRUST, CONTROL AND CORPORATE 
INTEGRATION: AN EMPIRICAL ANALYSIS 
AND DEVELOPMENT OF THEORETICAL 
FRAMEWORKS

4.1 Introduction to the empirical section and presentation of case 
companies 

Prior research as described in the previous Chapter has not identified what 
accounts for success and failure in M&A, and does not offer frameworks10 for 
researching corporate integration. Since previous research has not identified 
critical factors at different levels of the integration process, it is necessary for 
this research to identify them, in order to be able to answer the question 
regarding the importance of trust and control in corporate integration. 
Moreover, as previous research also involves a level of ambiguity concerning 
factors affecting corporate integration, it seems that this study should be 
started from an open standpoint. This study also attempts to answer the 
question regarding the relationship and interplay between trust and control. 
This area is also full of ambiguity and a lack of framework, which also 
suggests the need to conduct empirically-driven research. In order to find 
answers for the importance of trust and control in corporate integration and the 
relationship and interplay between trust and control, we need to conduct a 
broad empirical study to analyse integration at different organisational levels, 
and to deal with many trust and control relationships. Therefore, it was 
decided to adopt the iterative grounded-theory approach for this study, to 
analyse the global integration process from many different important angles.  

                                            
10 One integration framework is worth mentioning. Shrivastava (1986) has classified integration into 
three different levels: procedural, physical, and managerial and socio-cultural. He, however, has not 
classified critical outcome factors into these different integration levels. In his integration level 
framework, the socio-cultural phase is separated from physical and procedural integration and, in this 
study as in many previous ones, that has been perceived to be an important part of all integration 
processes. Furthermore, the separation of physical integration from procedural, and managerial and 
socio-cultural integration processes is not considered functional in this study. This study shows that 
the developed operational framework highlights how a physical integration process such as a 
relocation of factory involves different procedural, and managerial and socio-cultural integration 
elements. Separating these three integration levels from each other does not give thorough pictures, 
which are important outcome factors, for example, in the relocation of a factory. 
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The structure of this empirical part of the study is as follows. After the 
presentation of case companies, there is a description of the process by which 
a company located in Finland eventually acquired a global company from 
Holland twice its size. The integration processes between two global 
companies from four aspects are then described in the form of five mini-cases. 
These integration aspects emerged from this empirical study when it was 
found that corporate integration involves different features in different 
organisational and functional areas. The four dimensions of the integration 
framework are governance, procedural, networking and operational 
integration. The governance integration involves directing the company, 
managing the integration process and making high-profile decisions related to 
investments, divestments, corporate names, logos and location. Networking
involves searching and establishing synergies in cross-selling, joint business 
projects, benchmarking and sharing information between business units. 
Procedural integration consists of harmonisation and integrating procedures 
such as accounting, internal regulation, information systems, human resources, 
and incentives. This study focuses on the integration, harmonisation and 
conducting of accounting during integration. The last integration aspect, 
operational, is described from two different perspectives: the first is 
integration between three units from the acquirer side and two units from the 
acquired side and, the second is integration between two competing units. 
Operational integration involves organising management, sales and 
production, such as sales-force integration, the relocation of machines, and 
organising back-office functions. After describing each integration aspect 
process, the critical factors in the integration aspect are classified and the 
importance of trust and control in these critical outcome factors is discussed. 
These findings are connected to previous discussion, and an attempt is made to 
build an integrative integration framework of these critical factors, which 
affect business performance and the achieving of synergies at each integration 
aspect. 

Trust and control relationship findings from different integration aspects are 
gathered together in Chapter 5 and are linked to previous knowledge in order 
to build an integrative view of the relationship in an organisational context. 
This section also increases our knowledge of the development of trust by 
classifying factors impacting on the development of trust in trust and control 
relationship. The section concerning control not only discusses contextual 
factors that affect the use and efficiency of three control forms, but also further 
develops the concept of administrative control, and, finally, the section 
concerning trust discusses contextual factors affecting different forms of trust 
and develops the concept of climate of trust. 
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The acquirer company is one of the largest Finnish listed companies. At the 
time of the acquisition, it operated in more than 30 countries. At that time, it 
still consisted of two separate divisions, but it had already made a decision to 
sell one and to concentrate on the division, which the acquisition concerned. 
During the last two centuries prior to the acquisition, the company had made a 
long journey from a diversified to a specialised company. This strategic 
change was made by carrying out almost 200 acquisitions and divestments. At 
the time, when the intent for the acquisition became clear, the company had 
looked at further possibilities to strengthen the division concerned. Only a year 
before this acquisition, the company had acquired a company of considerable 
size, and, having recently made dozens of other acquisitions, it was not fully 
integrated. The headquarters of the company has always been in Finland, but 
the divisional headquarters had been abroad for a long time. Only just before 
the acquisition, the divisional headquarters were closed and all functions were 
centralised at group headquarters in Finland. Although the company was in 
many ways one of the most international companies in Finland, in terms, for 
example, of percentage of turnover coming abroad, the executive committee of 
the company consisted only of Finnish members. 

The acquired Dutch company was founded in the early 1900s and consisted 
of two extremely loosely related divisions, which we shall call divisions P and 
S. The size of the divisions was similar. Division S was the original business, 
and had grown through green-field investments. Division P, which was 
operating in a similar business to that on which the acquirer was intending to 
focus, had belonged to the group for only two decades, and had grown through 
acquisitions. That part of the company had not been fully integrated into the 
group. The older parts of division P had adopted some parts of the acquired 
company culture, but newly acquired companies had their own culture. The 
acquired company had an entrepreneurial background and had been listed only 
a few years before the acquisition. The acquired was even more international 
than the acquirer, operating in more than 40 countries and comprising 
considerably more than a hundred companies. The board11 of the company 
consisted of executives from different nationalities.  

                                            
11 The governance of the acquired company consisted of two legal bodies: the board and supervisory 
board. The board consisted of top executives of the company whereas the supervisory board consisted 
of representatives of the main shareholders.  
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4.2 Acquisition process 

Negotiations between the merging companies began one-and-a-half years 
before closing the deal. At the time, consolidation of competitors, suppliers 
and customers had already begun, which had pressurised both merging 
companies into growing. Customers had started to prefer companies, which 
offered the capability for global tenders, and thus local and small companies 
were not regarded as being able to survive in global competition. These 
consolidation pressures had led both companies to search for potential 
acquisition targets. The main driving force for these acquisition negotiations 
from the acquired side was management change. The new manager promoted 
to the board came up with the idea of strengthening the business in the area of 
division P. After looking for potential companies as targets of the acquisition 
or alliance partners, the acquiring company was noticed. The acquired 
company contacted the acquiring company to have an informal discussion of 
the potential to acquire some parts of that company or to ally in some business 
areas. 

During these initial contacts between the merging companies, the acquiring 
company was still a conglomerate consisting of two separate divisions. The 
company was known more for its other division, and public perception was 
that it did not focus on the division the acquired company was interested in. 
The company had proclaimed a vision to become number one in one of its 
businesses, when the current CEO was appointed a decade before the first 
contacts between the merging companies. After this statement, the company 
had divested several of its businesses and at this moment had decided to 
concentrate only on the division the acquired company was interested in. 
Therefore, the acquiring company had been searching potential acquisition 
targets, and had in fact considered the potential of the acquired company, but 
no initiatives had been made before the visit from the acquired company. 

Two representatives from the acquired company came to see the top 
management from the acquiring company. They were surprised at the 
knowledge the acquiring company CEO had about their company, and that the 
acquiring company planned to focus on the business in which they were both 
operating. They were told that the business they were interested in was not for 
a sale but they were offered the other division, which they were naturally not 
interested in. Both companies noticed that they were complementing each 
other and it would be rational to join forces. It was decided to continue 
negotiations. 

After the first contacts, negotiations mainly continued between the CEOs. 
The acquired company CEO was enthusiastic to acquire the acquiring 
company. He had made a relatively big deal a few years before, when the 
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company acquired a relatively large business group for its division P, and he 
was willing to make another big acquisition during his career. The acquiring 
company CEO continued arguing that their company was not for a sale and, 
even if it was, the acquired company would not have enough money. A merger 
between companies was neither realistic since their values on the capital 
markets were quite different. The acquirer was much more valuable than the 
acquired. The acquired company had been listed for only a few years before 
the merger, and the time the acquired had spent on the stock exchange had not 
contributed to its value. It had an owner who not only owned more than half 
the shares and was more interested in dividends than in the share price, but 
who also acted as the supervisory board. The liquidity of the shares and 
interest in them had not been high. 

The acquired company CEO realised that he would not have a lead in these 
negotiations but agreed to continue negotiations. He was not interested in 
selling his company, but he had the potential to cash in on the process. The 
board of the acquired company had a relatively large amount of stock options. 
Since the value of the company was quite low, the opportunity to earn through 
options was high. He agreed to the plan that representatives from both 
companies would make a study of a combination of the companies.  

The study of the combination showed that integration between the 
companies offered both savings synergies and new prospects for both 
companies, widening the existing product range and current geographical 
spread. The main synergies were in the area of division P. The integration 
would offer only some administrational synergies between the acquiring 
company and division S. This study strengthened the view on both sides that 
integration would be a rational decision and there were no major overlaps 
between the companies except naturally in headquarter functions. The 
geographical and product areas were in many respects complementary. In 
some European areas as well as in the US, the companies were operating in 
same areas in the same kind of business.  

Negotiations were not facilitated by the integration study. Neither the 
acquired company CEO nor the supervisory board were willing to sell the 
company. The supervisory board postponed the negotiations and had other 
strategies to consider. The acquired company tried to acquire another company 
but lost the bid. The board of the company became frustrated, because the 
supervisory board had not given clear guidelines on how to proceed in the 
negotiations. The board were suggesting such things as a management buy-out 
to the supervisory board. The CEO from the acquired side asked the acquirer 
company CEO to be more aggressive. Finally, the acquired CEO made public 
that negotiations were ongoing between the companies and the stock price 
jumped. The option-selling window was open at the time, and the board from 
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the acquired company side sold their options without first informing the 
supervisory board. After selling the options, the CEO from the acquired 
company was again strongly against the acquisition, but he was fired due to 
conflicts with the supervisory board. Negotiations were then easier to carry out 
as the new acting CEO was not against the acquisition, and, finally, after some 
negotiations and a raising of the bid, the supervisory board supported the offer.  

The acquisition process involved tensions relating to cultures and difference 
in sizes. The acquired company was twice the size of the acquiring company, 
and had a long history of growing both organically and through acquisitions. 
At many levels of the acquired company organisation, it was felt that the 
acquisition should have occurred the other way round. Cultural factors related 
to both national and company culture. The acquired company had a very 
strong company culture, especially on the division S side. It also had a strong 
national cultural background, which particularly affected headquarter 
functions and division S. Division P did not have as strong a cultural 
background, as it had been acquired in recent decades, but some parts of it had 
the same national and company cultural background as the rest of the acquired 
company.  

The emotions among management and the expected tensions later on 
affected the acquisition process. The acquisition was negotiated and 
communicated as a merger, although it was a takeover based a hostile bid. The 
main shareholders from the acquirer and the acquired side agreed to have an 
equal amount of shares in the combined company and were granted the right 
to appoint an equal number of people to the board of the combined company. 
The name of the combined company was formed with elements from both 
companies, and the executive board consisted of an equal number of directors 
from both companies. The executive board12 formed consisted of a CEO and 
CFO who both came from the acquirer side and three divisional presidents: 
one who continued leading division S and two (one from the acquirer and one 
from the acquired side) who managed divisions formed around division P and 
the acquirer company business. Under these two divisional presidents was a 
matrix organisation divided into geographical areas and product technology 
categories (which were lead by category directors). The appointed integration 
director who came from the acquired side also joined the executive board. 
Additionally, it was decided to preserve both headquarters, and a number of 
concessions were made in favour of the acquired company managers in order 
to get approval for the deal.  

                                            
12 In the merged company, the executive board is called the executive committee. This study uses both 
concepts. The reason for using these two concepts is to highlight the difference between the board and 
executive board but also to bring to light the terminology used in the merged company. 
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Tensions in the acquisition process also affected nominations for the group 
vice president level. These nominations had been decided before concluding 
the deal. The acquired side’s acting CEO had an emotional attitude toward the 
nominations, which meant that outside evaluators could not be used to find the 
right persons for the top positions. Both companies suggested their managers 
for key positions and some tensions arose. In some instances, the acquirer 
company used its dominant position to push its trusted managers into key 
positions. The merger approach also became evident in these appointments as, 
since the acquired company was bigger, it got more managers into group vice 
president level. As the acquirer company lacked knowledge about the 
acquired’s managers, some appointments were made based on trust in the 
partner’s assurances of their managers’ capabilities.  

A competitive situation and rules for listed companies affected the amount 
of available information, which the companies could share before closing the 
deal. This meant that the complete situation in the acquired company was not 
known before the deal was closed. External advisers were used during the 
acquisition process to build up a picture of the acquisition target. Personal 
contacts with the acquired company directors also played an important role in 
establishing confidence in the acquired company. The aim was always to 
negotiate off-the-record, in order to promote confidence that issues in the 
company were in good shape. It was relied upon that if the acquired side had 
any major issues, the board members should know them and inform the 
acquirer. This confidence was established during the negotiations. Although 
there was resistance to the acquisition, some board members supported the 
merger. The relationships between these members were developed to such an 
extent that they promoted confidence that the acquired company was as it 
seemed in the files.  

The competitive situation between the acquired and the acquiring company 
and the structure of the acquired company made the due diligence process 
difficult. The company was decentralised, consisting of several strategic 
business units, which were, for example, quite free independently to carry out 
their own strategies and law suits. This meant that there was not much 
information available at headquarters. Additionally, the company was still 
wary of the fact that the integration may not occur. This resulted in due 
diligence being extremely strict. The material was nice to know and nice to 
show, but was of limited help in this operation. Although due diligence was 
limited, managers who conducted it became confident to a certain extent that 
no major surprises would occur.  

Due to the difficulties caused by the extremely large deal and the expected 
tensions in the integration process, external advisers were employed to support 
the integration process. The integration process planning had already started 
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several months before the deal was concluded. It included building an 
integration structure, which was based on the methodology of an outside 
adviser and on an analysis of the potential synergies and investments. 
Furthermore, all nominations were relatively clear before the deal was 
announced. Although a considerable amount of tension arose in negotiations 
due to the reluctance of the acquired company, attempts were made to 
establish some confidence between the partners during the negotiations. 
Nevertheless, although the negotiations included discussion of how things 
were conducted in the acquiring company, one major surprise occurred in the 
deal which concerned the corporate governance. This surprise was the key 
issue, which caused one of the biggest problems at group level integration. 

4.3 Governance integration 

4.3.1 Governance integration process 

4.3.1.1 Initial feelings and establishing the integration process 

The acquisition was a big surprise for both companies, excluding the managers 
involved in the acquisition process, and it created some confusion in both 
companies. People in both companies had been involved in many acquisitions 
and were aware of the consolidation process within the industry. Such an 
acquisition or a merger, however, was expected neither in the acquired nor the 
acquirer company. The communication of the acquisition as a ‘merger of 
equals’ also created some confusion in both companies. This communication 
form was necessary in order to complete the acquisition and to commit the 
acquired company to the integration process. This communication form, 
however, resulted in managers outside the core management team being 
uncertain of which company was the leader in the process, and this created 
additional speculation at the beginning of the integration. 

Being acquired was a bitter pill for the acquired company to swallow, 
especially as the acquirer was smaller and from a small country. This clearly 
impacted on how the acquired company personnel reacted to the acquisition. 
Naturally headquarters personnel and managers from division S reacted 
strongest to the news. Neither was the merger news welcomed with open arms 
in division P. Emotions were dominating everything, and the positive sides of 
the acquisition were not seen.  

Some people who are not with us any longer say it is all shit and don’t 
want to have it. Why? It is terrible such a small company took over us, 
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such a big company. That could be actually what you could hear […] 
that was very short-sighted. Accidentally it was purely emotional and 
there was no reason. I think gradually people who are still here see by 
merging we are in a better situation in a global network which is 
probably unique. There is nobody else with such a wide product range 
with such a product portfolio in [the name of] business and such a 
global network. I think that is something that people realise now. 
Through these integration teams people gradually realised it is not so 
bad as it looked in the beginning in a normal process. You’ve got to 
know that people are not idiots, that’s the way for something more. (a 
group vice president from the acquired company division P) 

A problematic acquisition process and expected difficulties due to the 
culture and size of the acquired company reflected on the approach in the 
integration process. These acquisition difficulties and the expected integration 
problems meant that the integration was communicated and also approached 
as a ‘merger of equals’. This meant that the integration process could not be 
conducted in an old way, by just implementing the policies and procedures of 
the acquirer company, as the company had done in all its previous 
acquisitions. 

The integration process was prepared before completing the deal by 
conducting a study of synergies and potential investments in various areas.13

This study formed both a basis for the integration process as well as a business 
plan for the newly formed company. The study was made together with top 
management from both sides of the new company. This study evaluated 
preliminary asset allocations, back-office consolidations, sales force 
integrations and cross-selling opportunities, as well as new investments in 
different geographical areas. This study formed the guidelines for the whole 
integration process, and acted as a basis for establishing accountabilities for 
various integration areas. 

In order to decrease conflicts and to ensure a fluent integration process, it 
was decided to have a special integration management structure to govern the 
integration process. Consultants were chosen to bring structure and additional 
resources to the process. They were also seen as important as outside 
facilitators in order to avoid partiality, nationalism and ‘us against them’ 
conflicts. 

All other acquisitions we have made we have tried to handle on our 
own. But this was such a big case that we expected that there are going 
to be many conflicts and it was seen as important that there is an 

                                            
13 The transaction was closed at the beginning of October. The planning for integration was launched 
during the summer. The first major formal integration meeting took place at the end of October. 
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outside facilitator which keeps all things together. (a group vice 
president from the acquirer) 

Consultants brought their integration process methodology formalities. 
Integration consisted of a specific process and functional structure. The 
process structure consisted of various integration meetings and specific 
milestones, which created process accountability. The functional structure 
consisted of a steering committee, which involved consultants, the integration 
director from the acquired company who was a member of the executive 
committee, group vice-president from the acquirer and about twenty task 
forces with different regional or functional responsibilities. This structure 
created functional accountability. The task of the steering committee was to 
facilitate the integration process. This was done by ensuring that task forces 
progressed, solving roadblocks in the integration teams, and ensuring that all 
synergies were defined and formal documents properly filled in. Various 
integration teams consisted of members from both companies, and the 
manager of the integration team was normally a leader of that current activity, 
for example a regional director of that current integration area. Each 
integration team had a sponsor who was an executive committee member 
responsible for providing resources and support in problem areas. Integration 
task forces also had a support person who was a steering committee member, 
responsible of taking care of the functionality of the task force work. 

Expected tensions in the process impacted on the forming of the integration 
functions. Both the integration director and consultants were selected on the 
basis that commitment would be shown from both sides, and that they would 
not create a feeling of bias. The integration director was chosen from the 
acquired side, so that he could try to commit the acquired side to this structure. 
He was also seen as suitable because he favoured the acquisition and was not 
expected to have any specific personal agenda, since he was due to retire after 
the formal integration process.  

It was a tactical move that at first [the name of the integration director] 
regarded positively this merger. He had a positive attitude that it is 
reasonable to make and second because [the name of the acquirer] was 
a buyer in a way, although it was externally done as a merger, [the 
acquirer] bought [the acquired]. So [the name of CEO] wanted a 
balance that would get more actively to the structure of this deal. [the 
name of the integration director] was a very charismatic active 
communicative good leader and it was seen that he could contribute 
this to atmosphere making this merger. It was also so he could very 
quickly build credibility in [the acquirer] and he had a strong 
credibility in [the acquired], not so strong in [the division S] because 
he came from the side of [division P]. (a group vice president) 
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The consultants were also selected on the basis that their backgrounds 
would not cause any national tensions between the companies. One of the 
consultants was a Finn based in Finland, one was Dutch based in Holland and 
one was from Iran. The consultants’ role was not only important in 
introducing the integration methodology, but they also provided important 
resources for facilitating the integration, supporting impartiality and providing 
social support in a tense environment. The consultants’ role involved not only 
guaranteeing the functionality of the integration, but also providing input for 
specific integration projects such as establishing global sourcing functions. 
They also offered help in the social integration process. Individuals having 
difficulties in dealing with tension were able to talk with consultants and enlist 
their help in handling difficult situations. 

The integration structure and preliminary integration plans were prepared 
before concluding the deal. Through this structure and the involvement of 
outside facilitators, there was confidence that expected tensions and conflicts 
in the huge integration process could be managed. These outside facilitators 
also acted as an impartial link to the CEO, giving him confidence in the 
functionality of the integration process.  

4.3.1.2 Managing the integration process 

The integration process started immediately after completing the deal, and 
almost all key persons were bundled into the process, which involved tight 
functional and process accountabilities. During the following months, it was 
required to screen synergies and establish savings and additional sales plans 
with specific milestones. Before finishing the formal integration process, all 
plans had to be completed, and regional and functional organisations, 
accountable for executing these plans, had to be formed. The implementation 
of some minor integration projects had already started during the formal 
planning period. Committing key personnel to the integration process not only 
involved them in the integration work, but also directed their attention away 
from not worrying about the future. Attempts were also made to limit 
additional speculation and uncertainty by communicating that, if all work was 
positively carried out, there would be no need for senior management lay-offs.  

In a way the issue [uncertainty] was partly handled […] that almost all 
people were bundled to integration work and about twenty integration 
teams [were formed] which thought that or that issue. And that 
certainly kept individuals committed and there was enormous hurry 
which keeps [you] committed. If there is time to think, then faith is 
shaken and if there is all the time horrible hurry, then you start to work 
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and not to wonder ‘ok who is next to be swept away’. (a group vice 
president from the acquirer) 

The first big integration meeting involved making a special effort to 
establish social relationships between merging partners and develop a healthy 
basis for the integration work. This integration kick-off meeting was held in 
Rome, based on the old adage ‘All roads lead to Rome’. The vision of the new 
company was presented as were preliminary integration plans, but much time 
was devoted to social interaction and familiarisation between the companies. 
Presentations and discussions involved presenting the culture and the ‘modus 
operandi’ of the merging companies. 

We wanted everyone to come to the impartial place, Rome, where all 
cultures combine. There was a sort of philosophic cultural issue. […] 
the programme was built around the culture. There were asked 
presentations from the acquired […] what were their real values not 
what were written but what they really experienced […] what were the 
values of the acquirer company. Then we compared how much we have 
in common and there was discussion and we learnt to know each 
other’s culture and way of acting […] In workshops mixed teams told 
early findings and there were discussed very much. There were normal 
presentations of the business and new products and new technology and 
hard facts but the main part was concentrated on culture and the way 
of management. (a group vice president from the acquirer) 

Cultural differences were discussed widely in small teams, and they also 
became evident later in the management of the company. A pleasant 
atmosphere was created in Rome although the merged company was clearly 
divided, and some competitiveness between the merging companies was 
noticed in the presentations of the participants, when they introduced their 
companies, units and functions. Tensions and differences noted between the 
executive committee members also created some discussion among 
participants.  

Uncertainty grew during the integration process, when it was clear that the 
organisational form first announced is not ready, and that many changes would 
be made to achieve synergies. The formal integration process involved 
elements, which meant that individuals in the task forces could develop plans 
which might mean changing their position in the organisation or even kicking 
themselves out. Feelings during the integration are described by one task force 
leader. 

At that time the organisation was not ready when we were meeting first 
time. So a number of people were knowing that probably I will be 
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redundant. I mean the people did not know that of course, we do not 
know and that was sure for all of us. […] the process was so that we 
they were making a number of integration teams. Fifteen or twenty 
people were sitting in more than one team, and when that was ready 
after some months then the new picture should be ready. That meant of 
course some of the people who were sitting there could be sacking 
themselves if they say I am suggesting we are making one unit instead 
of two. He was sitting in one and could be made redundant. I mean that 
is also probably what you are paid for. You must be so objective that is 
the best solution even if it takes some of your own people or even 
yourself. Of course the people who were nominated as task force 
leaders they had a feeling, yeah, the big bosses have been looking I 
would not be a leader of a task force if I am going to be kicked out. [… 
] of course you had the feeling that when I am sitting here I then am a 
little bit more safe than the rest but nobody is safe of course…

The formal integration methodology introduced by the consultants provided 
several control mechanisms, which created accountability in areas of tension 
and uncertain organisation. This widely used and accepted integration 
methodology provided confidence in the outcome of the integration in both 
organisations, although there were uncertainty, disagreements and tension 
regarding the operating methods and the integration processes. Confidence 
was provided by impartial facilitators, a transparent integration format and a 
tight accountability-creating process. 

Commitment and accountability to the integration projects were established 
by using formal presentations in the progress review meetings. These 
presentations shared information on the ongoing integration projects, and 
allowed individuals publicly to comment on the projects and to co-ordinate 
overlapping projects. Presentations were also a formal social control 
mechanism: they made the task forces accountable and also tested the task 
force leaders. 

We went to this [formal presentation system]. Each guy presented his 
sheet and that was the formal aspect. This idea of the whole integration 
process is to give a formal aspect of the presentation and the task force, 
etc. You know who it gives the pressure and responsibility to each task 
force and to his own team and our integration team to follow these 
targets. So because it is presented formally everybody hears, and of 
course it is also to know each other and to see little bit how they 
present themselves. I mean all these presentations also are a way to test 
people when they present themselves […] at the end if you don’t reach 
your target I mean everybody points at you so, yes, it is a little bit a way 
of putting pressure. (an executive committee member) 
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Commitment and accountability was also created by using the iteration 
method in integration savings and additional sales planning processes. The 
target in this bottom-up process was to encourage commitment to the 
integration plans. Using the iteration process, a minimum of the allocated level 
of planned synergies was set as task force targets. These iteration calculations 
were based on the business plan made before signing the deal. Synergy 
calculations in the business plan represented the level of synergies, which had 
been promised to shareholders. These targeted numbers were tightly adhered 
to during the integration planning period. 

The review and iteration process involved both the level of targets and the 
ways of conducting the plans. The suggestions of the task forces were 
screened by the steering committee, which sent the plans back if they were not 
happy with them. The plans involved different suggestions on how integration 
benefits could be achieved and in what timescale they could be completed. 
Synergy target calculations and milestones usually went through some 
iteration rounds before they were accepted and presented in the review 
meetings. The expected synergy benefit line was revealed during the iteration 
process and additional pressure was given if task forces suggested something 
below the expected level. When the steering committee had accepted the 
plans, they were presented in executive committee meetings and in the review 
integration meetings. The development of the task forces and their plans were 
evaluated in the executive committee and in the integration meetings. Whereas 
the business plan was made on a very top-down basis, the integration process 
planning with milestones was done on a very bottom-up basis. This was done 
to commit people to the integration benefits. The progress of task forces was 
very tightly analysed in order to keep the process running. 

The review meetings provided a forum not only to apply social pressure to 
progress, but also to make joint decisions and share information. Task force 
leaders participated in these meetings and brought the feedback with them to 
their task force. These meetings also gave transparency to the integration 
process and an open communication channel in the organisation. Meetings 
were also used to keep excitement running. 

Those meetings are first of all to get to know each other, to keep the 
excitement running, to keep the people informed so it was information 
meetings and also it was important that people had the feeling that we 
are on track, we are going forward. After then of course lot of things 
happened in the mean time. A lot of information was given from those 
task forces […] how task forces are going on. So you could come back 
to your own unit and say yeah yeah yeah, sales synergies are working 
well in France, it looked ok in Italy, there is this task force here in 
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purchasing, they are on track, here we have a small problem. (a task 
force leader)

The progress of the task forces was followed using a separate synergy 
reporting procedure. This reporting format involved both synergy and 
restructuring costs and progress review of integration projects. Since the 
budgeting had already been made, these synergy savings could not have been 
included in the budgeting procedure, since task forces started making their 
first integration plans at about the same time as their yearly budgets were 
being presented. Interim reporting was done on a monthly basis. Some specific 
integration plans were connected to individual managers’ incentive plans. 

Task forces were also controlled interactively during the integration 
process. The role of the steering committee was to co-ordinate the integration 
process, push the task forces and help them to overcome problems. The 
steering committee visited task force meetings and made interventions when it 
seemed that the task forces were not progressing. 

Our task in this steering committee was to facilitate that these task 
forces actively worked together. […] every task force had one key 
support person who made sure that this task force progressed in their 
work. It was more that they had identified these potential synergies and 
that it was documented [...]. This structure worked according to the 
basic model that they held meetings and we sat there in these task force 
meetings for a while so that we got an understanding of how they work 
together. If they hit their head against the wall we got to open that 
seam. It was that sort of active interaction.

Different opinions and power games made the integration work 
challenging. Co-operation between the companies was also made challenging 
as task forces involved managers from different companies who held different 
views on future direction. In one task force, for example, the acquired 
company manager acted offensively towards the organisational change, and 
refused to allow his subordinates to work with the task force leader. He also 
refused permission for the task force leader to visit factories and for him to be 
given any information. Because there was disagreement about organisational 
change at higher organisational level, no specific guidelines were given to 
solve problems in that task force. Heavy concessions made in the merger 
negotiations made resistance easier, since, if you had worked in the acquired 
company over a certain number of years and were of a certain age, you would 
receive generous compensation, even if you went to work for another 
company. 
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The active integration planning process work lasted a bit over three months, 
and during that time, it was required to complete integration plans and the 
schedule for the implementation phase. Despite existing tensions, the use of 
several control mechanisms pushed task forces to conduct plans that exceeded 
initial synergy targets. Once these plans were accepted, integration continued 
into the execution phase. During the integration planning phase, the 
operational side was rather stable since no major integration projects had yet 
begun, and all that had happened was that some small factories were 
immediately closed. The execution phase gave rise to challenges in the 
operational aspect, which will be discussed later. 

The accountability of integration targets remained after the completion of 
the formal integration by giving the accounting department the responsibility 
to follow the interim reporting. This synergy reporting was part of normal 
monthly reporting during the first year. Then the integration targets were 
introduced into the following year’s budget. The synergy budget made 
managers accountable for the integration targets. Setting specific milestones 
made the progress of the regional and functional integration teams 
controllable. Budgets and integration plans were stored in the accounting 
department and this department followed their execution, since it also 
allocated restructuring provision.  

It was [a directing effect] because of all those who were operating in 
areas where overlapping technologies were, and Oceania is a good 
example of that. Everybody got to think about how to remove costs. 
They need to consider and commit to specific issues, they need to 
deliver benefits, not just talk for example about the progress of their 
integration plan, their budgets and outcomes. It was dealt with in group 
discussions that you did this and this project where it is seen that here 
was allocated this amount of administrational costs. (a group level 
manager) 

To sum up, the formal integration process can be regarded as having been 
successful in the case company. The ‘merger of equals’ approach and the 
integration methodology provided by consultants facilitated co-operation 
between parties despite existing tensions. In fact, different forms of control 
mechanisms forced attention to be directed towards screening integration 
savings and additional sales. Some cultural and political tensions hampered 
co-operation in task forces, but in the main, task forces completed their 
integration plans properly. The formal integration process is, however, only 
one part of the integration — the planning stage. The execution of the 
integration is the main part, as is directing the company during the integration 
process.  
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4.3.1.3 Managing the group during the integration 

This merger brought together companies from different national and corporate 
cultures. This created several challenges, especially in the field of governance, 
which were reflected both in the management of the group and in the 
conducting the integration. The main cultural difference which hampered the 
relationship between the directors was corporate governance. The governance 
style caused considerable tension in the trust and control relationship between 
the acquirer and the acquired. This was also the main difficulty in governance 
integration and in the whole integration process at group level. The 
governance at the acquired company consisted of two legal bodies: the board 
and the supervisory board. The responsibility of the board was to manage and 
select courses of action in the interests of the company, whereas the role of the 
supervisory board was to give long-term guidance in the interests of the 
shareholders. The board members from the acquired company were surprised 
to find that they ended up on the executive board, where the role of the CEO 
was very strong and stated in law, but in Finland there is no legal role for the 
executive board. The board members from the acquired company had 
expected that the structure of the merged company would also consist of a 
board and supervisory board. They were not prepared for the corporate 
governance change and managers at different levels of the acquired company 
felt that they had been betrayed. They had seen the process as the negotiation 
of a merger, and yet the chosen governance style gave a much more significant 
role to the acquirer company’s CEO than the acquired company managers 
regarded as proper in a ‘merger of equals’. As the governance style in the 
acquired company was based on its national legislation, and also reflected its 
corporate culture, the changes in the governance style were difficult for the 
acquired company to accept.  

Additionally, the role of the board was very strong in the country where the 
acquired company comes from, and many decisions which these managers 
were used to conducting collectively in the acquired company were now 
decided by the CEO or presented by the CEO to the boards of directors. The 
main problems in this style of governance were that the acquired company 
managers were used to discussing and making collective decisions. They knew 
very well the business situation in areas of responsibility other than their own, 
whereas, in the acquirer company, managers were relatively independent in 
their areas of responsibility and the CEO had an extremely independent role.  

The planned formal cultural integration campaign was postponed and, for 
several years, cultural integration was a merely a matter for discussion, 
conducted at the kick-off meeting and in the cultural identity campaign (the 
logo, name and layout etc.), and there were many reasons for this. First, the 
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style of the acquirer was rather modest. The lively campaign and TV 
presentations suggested by consultants would not have suited the style of the 
company. Second, the organisation was not ready. The division S was soon 
decided to be sold.  

It was better to keep a lower profile as we would have needed to eat our 
words about this division [S] if we had talked with high profile. Quite 
many saw that they were allowed to keep their name and logo for 
business reasons. It was just a more radical decision that now we sell.
(a group vice president from the acquirer company) 

Third, the major reason for the lack of cultural integration was the battle in 
the executive committee and a considerable amount of resistance in the 
acquired company. Thus, cultural integration was limited merely to the 
identity campaign of integrating names and logos (which also raised tensions), 
and, working together and launching an integration newsletter. This 
integration newsletter ‘Tango’, the idea of which was that ‘it takes two to 
tango’ representing the ‘merger of equals’ approach, delivered to all 
employees was also established both to inform and to try to maintain 
excitement about the integration.  

The largest fights in the executive committee were related to the logo of the 
combined company. In a meeting where the executive committee members 
from the acquired side presented slides of their ideas regarding the logo 
(which had already been on the agenda for some time) for the merged 
company, the CEO of the merged company suddenly announced that he had 
already decided that the logo of the acquirer would be the logo of the merged 
company. This decision to use the logo of the acquirer as the logo of the 
merged company was very difficult for most of the acquired company 
executive committee members to swallow, since it did not seem to depict the 
‘merger of equals approach’. The style, in which the decision was made, 
however, was the biggest source of pain in this issue for the acquired company 
executive committee members, since it represented a style of governance that 
was the antithesis of what they were used to. The acquired company executive 
committee members were used to a more consensus-orientated decision-
making style, whereas the style of the acquirer, which became the style of the 
merged company, was much more centralised, decisive and less discursive. 
The acquired company executive members were used to expressing their 
opinions very strongly on their board, despite the fact that their CEO also had 
very strong personality. To those on the acquired side, it seemed that the style 
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of the acquirer was that the CEO made the decisions and his men merely 
nodded their heads.14

Tensions at the executive committee level did not only focus on cultural 
issues but also on roles and personal relations creating politics during 
integration. There were strong disagreements relating to the roles. One 
acquired company member in the executive committee was not happy with his 
tasks and the structure of the company. He would like to have had another 
role, which the CEO was not willing to give him, and he became frustrated. 
Personal relations between individuals also created situations, which 
hampered the development of unity during integration. Frustration led to the 
acquired company director not being committed to integration projects and he 
let his dissatisfaction be seen. This also resulted in his not being committed to 
building unity, and the organisation under him did not get support to deliver 
integration projects, with the result that, in some areas, projects did not 
progress as planned.  

Politics at the executive committee revolved around organisational 
structures, divestments and acquisitions, and created conflicts that did not help 
in making control of the company easier and developing trust between the 
parties. Conflicts and tensions slowed the decision-making time and hampered 
the creation of unity at the executive committee level. Tensions and divergent 
views of the future direction at the executive committee level spread to lower 
levels of organisation causing speculation. 

[Conflicts at the executive committee level] they [ …] caused is the 
start of speculation on what kind of decisions and views will win, and it 
is not a good situation for business unit manager that these kind of 
conflicts are perceived, and I know there were these kinds of 
situations… (an executive committee member) 

Lack of trust and unity at the executive committee level also started to 
spread to lower levels of the organisation causing not only confusion and 
speculation but also hampering the development of unity and trust at lower 
levels of organisation. The executive committee members were regarded as 
having an important role in setting a good example and demonstrating values 

                                            
14 The importance of the logo to the acquired company and their difficulty in accepting this acquisition 
can be seen in that fact that, when the merged company CEO was making a speech at the acquired 
company headquarters a few months after completing the deal, pins showing the logo were distributed 
to people at headquarters. Some people took them and loyally attached them to their chests, some 
made the sign of the cross and refused to take it and others attached it to their chests up-side-down. 
The headquarters personnel, however, mainly represent the old part of the acquired company, not 
division P, which had been less strongly attached to the old acquired company culture.  
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of unity to their own subordinates, instead of showing frustration and lack of 
commitment, which hindered the progress of the integration.  

First it [trust] starts to trickle downwards in the organisation. At first if 
the executive committee shows mutual trust and respect, it shows in 
their subordinates and from there, it trickles down, or up if there is lack 
of trust […] the whole organisation under this kind of person and then 
results or changes do not go fast enough and it means that culture 
doesn’t change any values if they are not taken in the way that has been 
agreed… (a group vice president from the acquirer company) 

Control was helped in the sense that the acquired company had made their 
budget before the acquisition without any thoughts regarding the acquisition. 
Their budgets were converted to the acquirer’s format and presented to the 
executive committee members. The budgetary and strategy process in the 
merged company was, however, very different and difficult for the former 
acquired company SBU directors, who were mainly appointed to group vice-
president positions. As SBU directors they were strongly involved in creating 
strategies, which had been very much a bottom-up process in the acquired 
company. In the merged company, however, they faced very different 
treatment. In the acquirer, most strategic processes started from the CEO and 
the executive committee level and these previous SBU directors had only 
limited involvement if any in creating strategies — they were give the role of 
carrying out strategic orders. This change was obviously noticed in their first 
budget presentation: when SBU directors from the acquired company had 
previously been used to discussing and getting approval for their plans, 
discussion in the merged company budget presentations was mostly ‘yes’ or 
‘no’ decision-making. Some former SBU directors did not like their reduced 
autonomy and the merged company decision-making style at all and decided 
to leave. 

Besides highlighting the differences in decision-making style, budget 
presentations gave concrete evidence of a lack of unity and trusting 
relationships between the merging companies. One strategic business unit had 
negotiated an acquisition. During the acquisition process, the acquirer had 
given approval to the acquired to continue negotiations. When the issue was 
raised in budget presentations after the merger, however, the acquirer 
company directors argued that they had not given and would not give 
permission to continue negotiations. By that time, negotiations had gone so far 
that only price had not been decided. This caused a considerable fight between 
the parties and did reflect the lack of unity in the executive committee in a 
very concrete way to lower level managers. 
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It was decided to form a matrix of the organisational structure in order to 
support integration between the companies. This organisation form enabled 
integration of different production categories, establishing key account 
management and networking, which is discussed in next section. This 
organisation form also led to the creation of the same policies and procedures 
working with the same customers. Although this structure was seen as a 
necessity for the integration, it also created many conflicts. First, the acquired 
company managers, previous SBU managers, had to get used to a reduced 
level of independence. Second, they were used to working in a simple line 
management culture, and had difficulties in adapting to the matrix culture. 
Third, the matrix created tensions in both merging companies between 
category managers and business units. Business units were profit-line 
responsible and category managers were responsible for the development of 
their own category. Business units were more willing to focus on creating 
profit in their own unit than supporting a category strategy. These issues are 
discussed more in the later parts of the thesis. 

Structural changes and a focus on the integration activities made the 
controllability of business activities a real challenge. This resulted in the level 
of control becoming looser. When structures changed, for example, units 
became bigger, sales forces were integrated or manufacturing was moved to 
other locations, managers at group level did not have as good a picture of the 
situation in the business units as they did before the integration. Despite these 
controllability problems, overall business results developed nicely after the 
acquisition. 

The integration process creates uncertainty in every sense, it creates a 
situation that you don’t know what the effects on the company will be, 
and with every change we look worse in comparison […] it gets worse, 
it creates these grey areas so that if, in some country, business is 
integrated it gives different figures than last year and this figure can 
then be compared to last year’s only to a certain extent and when there 
isn’t comparability […] we see the business grow but we don’t know 
whether it was a good or bad performance […] it makes control looser. 
(a group-level manager) 

As the top group is involved in other activities there’s a risk that […] 
explanations are given more leeway, and this sort of integration project 
that means that the corporation integrates may mean that we have bad 
information for a while […] getting the right information quickly, that 
can be a challenge. (a group-level manager)

Looser control at group level was also noticed at the business units. Before 
the merger, the management of the business units felt that headquarters had 
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accurate knowledge of their units, but the merger, which more than doubled 
the size of the acquirer company and which moulded units into a new form, 
meant that it took some time for headquarters to acquire a total overview of 
the company. As the merger kept headquarters busy with integration activities 
and the increased size meant that less individual attention could be paid to 
business units than had been before, business units saw and heard less from 
headquarters and felt that their issues were not being examined in as great 
detail as before and that explanations for performance were being more easily 
accepted. Furthermore, the integration became accepted as an excuse for 
problems, which was welcomed by units having problems in their 
performance. 

Structural changes, including all kinds of changes based on synergy projects 
in some business areas, concealed the poor development of business. In some 
areas, achieving synergies in relocations, integration of sales forces and 
closing factories did show positive development in the profit line. The change 
of trend in the profit line created positive feelings towards the development in 
problem areas that concealed the fact that business had not necessarily 
developed — the positive trend in the profit line had only developed due to 
restructuring, and once synergy benefits were no longer being enjoyed, the 
true picture of the business was revealed. Structural changes due to integration 
also meant that many managers were not known by the executive committee 
members, since they were equally appointed from both companies. 
Presentations played a considerable part in evaluations of the managers’ 
performance and their prospects. Good, convincing presentations were the 
keys to sustaining confidence in unfamiliar managers, and this gave them 
breathing space, even if their general performance was lacking.  

Cultural unity started to develop when it was decided to sell division S and 
the executive committee members from the acquired side left. In fact, once 
division S was sold, all old executive committee members from the acquired 
side had already left.15 This resulted in the disappearance of a considerable 
amount of cultural problems. The cultural differences between division P and 
the acquirer company were not so great. Division P had not totally been 
integrated into the acquired company, and not all its parts had the strong 
national background of the acquired. Some parts did but the managers of those 

                                            
15 The last executive committee member from the acquired side resigned from the executive 
committee when the sale of division S was decided upon. He continued leading division S until it was 
sold. The new executive committee consisted of one member from the acquired side and five members 
from the acquirer side. The structure of the company was also changed so that three executive 
committee members started to lead different geographical areas. These geographical areas still 
continued in the matrix organisation. The original headquarters of the acquired was sold during the 
execution of the implementation plans and before the sale of division S. 
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parts left the company either voluntarily or involuntarily. The cultural 
integration process was launched more than four years after the integration, 
once working together had sufficiently smoothed out differences between the 
merged parties for the acquired company not to express resistance to the 
cultural campaign. In the beginning, resistance to the cultural campaign 
(which includes a stage where every manager shows a video presentation of 
the CEO talking about the values of the acquirer company and how to progress 
according to the company values to his subordinates) would have been strong. 

I have done that [the cultural campaign] with my managers. Now that 
we have come to this process there is nothing crazy or fun in it. People 
say let’s do that, that’s how we should progress. That to be done at the 
beginning people would have said ‘nonsense’. This shows that progress 
worked because it was done and it was not easy. It was quite easy to 
show successes — people like to work in a team […] guys try to say 
what they think is right, now we have worked together we have 
developed a new culture […] what we have now is a new [culture] […] 
is not the same as [name of the acquirer] had before, that is true I think 
people see and respect it. That’s why it is easy for them to accept, they 
would have fought against it [the cultural campaign] five years ago… (a 
director from the acquired company) 

Since the integration projects, more attention has been paid to internal 
development, including the above-mentioned cultural project. Several 
additional rationalisation projects have also been made to improve efficiency. 
In many positions, managers have voluntarily and involuntary left, and not 
only on the side of the acquired. The change in the discussion and strategy 
process has been welcomed by the acquired side. Discussion is no longer a 
‘yes’ or ‘no’ decision-making process, and acquired company managers who 
felt that their role was diminishing, have rediscovered ways to influence the 
strategy process. These changes also had positive effects, creating unity and 
trust between the parties. 

4.3.2 Critical factors and the importance of trust and control in 
governance integration 

Governance integration, including structuring the merged company, directing 
the integration process and managing the merged company is definitely an 
important part of the outcome of M&A. Previous research has touched on 
governance integration activities, but built quite a fragmented and confusing 
picture of it. Therefore, in this section we attempt to build an integrative view 
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regarding what the critical factors are in governance integration, and what the 
importance of trust and control is in it. This case offered a good basis for 
analysing governance integration challenges: the acquisition was based on a 
hostile bid and created tensions between the parties, companies were 
competitors in many areas, corporate and national cultures were different, the 
acquired was twice the size of the acquirer, and the companies had overlaps 
and complementariness in all continents. When we evaluate this governance 
integration in terms of the M&A performance measures, we notice that, 
despite all the tensions and problems in the process, this governance 
integration can be regarded as fairly successful, since the merged company 
management was quite stable, business performance was maintained and, 
overall, the task forces were able to create plans for synergies, which exceeded 
targets that were publicly announced prior to the acquisition.  

Whereas previous studies have emphasised the compatibility of corporate 
cultures in the outcome of corporate integration, this study highlights the 
importance of the hard factors of internal processes, control, structures, 
resources, politics, but also the importance of trust to stabilise a merged 
company, support co-operation and facilitate fluency of operations. Whereas 
previous integration studies have mainly given a view of complementary 
characteristics in the trust and control relationship (the use of control 
diminishes trust, and control is used since is not trusted to an acquired), this 
study also highlights the fact that trust and control support each other in many 
ways, which is also important to the outcome of governance integration. 

Based on this empirical case study, critical factors in governance integration 
can be divided into accountability, structures, resources, politics and culture. 
These critical factors and their sub-categories are shown Table 1.  
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Table 1 Critical factors, trust and control in governance integration 

Critical factors Control Trust & control relationship 
Accountability

Integration 
accountability 

Administrative control 
- task forces, steering 

committee and review 
meetings to build process 
and functional 
accountability 

Result control 
- reporting structure to track 

and review synergies 
Social control 
- to build common 

consciousness and to 
create social pressure 

Administrative control  
- structures to facilitate 

familiarising and build first 
contacts to establish trust 

Administrative control 
- structures to support 

integration of activities, 
business, and to hinder 
confusion and internal 
conflicts 

Administrative control 
- structural choices can boost 

or hamper the development 
of trust 

Administrative control 
- to create transparency, 

certainty, impartiality and 
to co-ordinate 

Administrative control 
- structures to build trust in a 

process and a company 

 Administrative control 
- tensions and departures 

related to diminishing and 
changing role of managers 

Structures 

Organisational 
structure

Transition 
structure

Clarifying 
tensions

Challenges in 
financial control

Result control 
- lack of comparability and 

slow reactions to business 
problems

Result control 
- presentations and 

appearance of managers 
having important role to 
establish and sustain 
trustworthiness 

Result control 
- lack of comparability, 

attention and resources 
hamper control and give 
leeway 

Resources

Business 
attention 

Project and 
management 
resources 

Administrative control 
- to provide knowledge, 

planning, monitoring and 
development resources 
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Administrative control 
- balance in appointments 

and challenges of 
management to co-operate 

Administrative control 
- divergent views and 

tensions to decrease the 
level of control and trust 

- trusted managers tended to 
be appointed and 
requirement to rely on trust 
in appointments on 
acquired side 

Politics 

Appointments-
related 

Project-related Administrative control 
- tensions, concessions and 

lack of motivation to 
hamper controllability 

Administrative control 
- divergent views, infighting 

and lack of commitment to 
decrease control and 
hamper trust 

- the importance of approach 
in merger in sustaining and 
establishing trust and 
control 

 Administrative control 
- national and corporate 

culture differences affect 
challenges to co-operate, 
efficiency of control and 
establishment of trust 

Culture

Governance 
style

Acculturation  Social control 
- tensions and lack of trust 

hamper the use of control 
to facilitate acculturation 
and trust 

We see from the above table that critical factors are tied to control and/or 
the relationship between trust and control, and both trust and control play an 
important role in the outcome of governance integration. Next we discuss 
these critical factors more deeply and the importance of trust and control in 
governance integration.  

Accountability in the governance integration process is critical for 
achieving integration targets. Integration accountability has two important 
functions in M&A performance. First, it directs attention on the integration 
process, and secondly, it familiarises key people with each other. Previous 
research has shown that integration accountability is not an obvious issue in 
the integration process, although integration is required for achieving 
synergies between merging companies. Managers have tended to 
underestimate the importance of the integration process and the problems of 
planning in M&A activities, and paid insufficient attention to the integration 
process (see, e.g., Kitzhing 1967; Jemison & Sitkin 1986; Granlund 2003). 
This study highlights how integration accountability not only boosts the 
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integration process but also decreases internal conflicts and supports the 
establishment of trust. 

Integration accountability can be created using all three control forms, as 
was done in this case. Administrative control has the most central role, since it 
involves several mechanisms useful for steering the integration process. 
Administrative control was used in the following successful way to create 
integration accountability in the case company. The business plan conducted 
before closing the deal, consisting of synergy analysis and new business 
prospects, formed the basis for the integration work and the targeted 
estimation of achievable synergies. The integration teams, however, formed 
and made responsible for either regional areas or specific functions such as 
accounting, sourcing or key account management, were relatively free, within 
specific time schedules, to screen synergies and develop implementation plans 
for executing these synergies. The bottom-up process was used not only to 
commit the task forces to their plans, but also to challenge them to use their 
local knowledge and expertise. Through the iteration rounds, the task force 
plans were matched at least to the expected synergy target level, and the task 
forces were directed to carry out the projects that were regarded as important 
in the business plan, but were missing from their synergy plans. The task force 
committed all key managers to the integration, keeping them extremely busy, 
and was also important in limiting the time they were able to spend worrying 
about the future. It was widely acknowledged that the structure, which had 
been announced was not final, and several positions would be reconsidered. 
Thus tight schedules and constant progress reporting decreased speculation 
and directed attention to integration work. These study findings support the 
consultancy literature in which it is widely suggested that the duration of the 
integration planning process should be kept to less than 100 days in order to 
focus attention on the integration process work, and prevent attention 
wandering to politics and mixed feelings (Ashkenas et al. 1998). 
Administrative control also involved close monitoring, which was used in 
addition to reviewing plans and commenting on them publicly at large 
conferences. Steering committee members visited task force meetings in order 
to check how well teams were working together, facilitated the flow of 
information between teams, tried to solve road blocks and, in difficult 
situations, suggested a change of task force members and leaders. 

Administrative control has an important role to play in the area of 
integration accountability, besides creating accountability to motivate people 
and familiarise them with each other. Large conferences were used in this case 
to share information about the progress and plans, and to allow people to get 
to know each other. Together with task force work, these meetings offered the 
first contacts between the companies for the development of trusting 
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relationships. In this study, however, the atmosphere was at first not conducive 
to the development of trust because of tension resulting from differences in 
company size and culture, and contradictory views and conflicts at the 
executive committee level, which filtered down to lower levels. 

In addition to administrative control, result control mechanisms also play 
an important role in creating integration accountability. In this case, the 
reporting format, which had been created for tracking synergies and reviewing 
progress in screening synergies and new business prospects, created 
accountability for task forces. After the integration planning period, this 
reporting sustained accountability, and directed discussion towards agreed 
integration projects. Accountability was also strengthened by linking some 
synergy targets to managers’ performance appraisals.  

Finally, social control also plays an important role in facilitating integration 
accountability. The main form of social control in integration accountability is 
conferences. In this case, conferences were used to strengthen accountability 
by making task force managers present their integration plans and progress. 
By introducing this formal aspect, task force managers were made publicly 
accountable for their integration projects. Besides this social pressure, these 
presentations were used to test how managers present themselves, and they 
were also important in familiarising people with each other. Social control 
mechanisms can also be used in conferences to build a common consciousness 
and thus strengthen accountability (see, Roberts 1990). 

In different ways, structures have an effect on the outcome of M&A in 
governance integration. First, functional organisational structure must be 
established in order to provide support for achieving synergies; secondly, 
efficient transition structure is important for facilitating the integration 
process; thirdly, structural changes impact on managers’ roles, creating 
possible tensions, which must be clarified for the proper management of the 
merged company and, fourthly, structural changes challenge financial control 
in the merged company. 

Establishing a functional organisational structure is important for 
achieving synergies between merged organisations, but creates challenges in 
organising administrative control. Organisational structural issues have 
hampered several M&A processes. In Olie’s (1994) study, national cultural 
reasons led to the preservation of organisational parity between the merging 
companies, which had a negative effect on achieving synergies. The merging 
companies continued operating individually, causing sub-optimised decision-
making, internal conflicts and lack of communication between each other. The 
clarity of structural relationships between the acquirer and acquired have also 
been found to be important. It has been argued that a mismatch in structure 
between the acquirer and acquired companies and confusing reporting lines 
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between them, have resulted in failures in acquisitions (Kitching 1967). In this 
case problems were also created with the organisational structure when the 
established matrix organisation form created confusion and tensions, and did 
not support the importance of cross-selling in synergy targets. These 
organisational structure problems are discussed further in the network 
integration process. 

Organisational structural choices also have an important impact on trust
between merging companies. Efficient management of the acquired company 
requires trust and not the dragging of feet on all issues, which can ultimately 
lead to total confusion in its operations and the departure of the management 
(Shrivastava 1986). Organisational structural choices can also boost 
familiarisation, and facilitate the development of trusting relationships, as 
occurred in the case company. The established matrix structure, which was 
later abandoned due to inefficiency, in addition to being important during 
early stages in facilitating cross-selling, promoting knowledge-sharing in the 
merged company and developing key account management, played an 
important part in familiarising key people with each other, and thus helping to 
create trusting relationships. Thus, an organisational structure, which is not 
economically the best, can serve other important functions in the integration of 
companies. 

Besides the establishment of a functional organisational structure, efficient
transition structure is also an important element in the governance integration 
process, focusing mainly on the area of administrative control. Problems in 
the integration processes have related to lack of proper management in 
integration, unclear targets and hostility between parties, which have negative 
implications both for integration and business attention (Buono et al. 1985; 
Granlund 2003). In this case, the main problems in this area were avoided by 
using transition management. The transition structure plays an important role 
in co-ordinating the integration process, allocating responsibility to specific 
teams, communicating the purposes of the process, creating transparency in 
the process and directing attention away from uncertainty and politics towards 
integration activities. In this case, due to size differences and expected 
conflicts, the decision was made to take on impartial consultants to assist in 
the process who, in fact, also played an important role as facilitators and 
representatives of impartiality in the political process. 

Transition structure impacts on trust and control relationships. Lack of a 
proper transition structure has resulted in considerable conflicts and distrust 
between parties (see, Buono et al. 1985). It has been suggested that a proper 
transition structure makes it easier for the parties to learn about each other, and 
build the trust required for revealing weaknesses (Marks & Mirvis 2000). In 
this case, the transition structure played a central role in building trust in the 
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credibility of the process, and in helping the parties to operate and build trust 
in each other, despite existing conflicts. The selection of an integration 
director from the acquired side built commitment from that side, efforts to 
carry out the process built credibility in the success of the merger, meetings 
and task force work familiarised people with each other, and transparent 
structure and impartial facilitators not only built commitment and credibility in 
the process, but also directed attention away from politics and tensions 
towards integration activities.  

The central challenge in the structural area of M&A operations is clarifying 
tensions related to reduced autonomy and other structural changes. These 
changes have major implications in the area of administrative control. M&A 
operations typically result in taking power from acquired company managers, 
which causes negative feelings amongst such managers (e.g., Jones 1985a, b, 
1986; Roberts 1990). Even in low integration, acquired company managers are 
usually forced to accommodate not only a reduced level of autonomy but also 
the practices of the acquiring company, and close scrutiny involving regular 
visits by acquiring company managers (e.g., Haspelagh & Jemison 1991; 
Datta 1991; Schweiger & Weber 1989). Structural changes and difficulties in 
adjusting to new roles have caused a resistance to change and resulted in 
voluntary and involuntary departures (Very et al. 1997). In this case, the 
acquired company managers, especially at SBU management level, had 
difficulties in adjusting to their reduced role and the new matrix structure. 
They had had a much greater influence in the acquired company, and had 
played a central role in building and executing strategies, whereas, in the 
acquirer, they had much less influence over strategy — their new roles were 
ordained from the top. In addition to this change in autonomy, the discussion 
culture also related to their changing roles, making them frustrated. Whereas 
they had previously been used to discussing strategy and other issues with top 
management, the style of the acquirer in making decisions with virtually no 
discussion was difficult for them to accept. These changes resulted in 
frustration, resistance to change and voluntary and involuntary departures, 
which in turn had negative implications for the integration process. Tensions 
relating to changing roles and reduced autonomy certainly did not make for a 
good breeding ground for the development of trust in the merged company. 

Structural changes also create challenges in financial control at 
governance aspect, focusing on the area of result control. Structural changes 
such as closing and relocating machines, integration of sales organisations and 
back offices and changes in supplier relationships decrease comparability with 
previous years. In this case, it meant that top management was not 
continuously up-to-date about situations in business units, sometimes resulting 
in slow reactions to poor performance. When structural changes created 
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situations where top-level managers did not recognise exactly the difference 
between good and poor performance, the presentations and appearance of 
business unit and regional directors became more important than in normal 
circumstances. The role of budgetary and performance review presentations 
was also important, since many managers whose track record was not well-
known, joined the merged company from the acquired one. Managers were 
able to create and sustain trustworthiness by giving good presentations and 
being able to explain reasons for deviations in performance. The role of trust 
in result control grew during these structural changes. 

Resources are also important for M&A performance in governance 
integration in two areas: business attention and in the integration process and 
managerial resources areas. Business attention is easily hampered in big 
acquisitions, which require a considerable amount of integration. A 
considerable amount of integration activities lower the quality of result 
control. Integration activities such as relocations and integration of activities 
can easily change situations in business units, making it difficult to compare 
results with previous years. In this case, it lowered the quality of control when 
management was not continuously up-to-date regarding situations in business 
units. Business follow-up decreased and explanations for deviations became 
more easily accepted.  

Process and management resources are also important for governance 
integration, focusing mainly on the area of administrative control. It has been 
reported that lack of systematic planning and thorough attention paid to 
acquisition and integration activities can lead to failures in M&As (Jemison & 
Sitkin 1986; Kitching 1967). Problems have also occurred when acquirer 
company managers overestimate their ability to affect activities in the acquired 
company (Duhaime & Schwenk 1985), and there is a lack of availability of 
talented managers to implement plans (Kitching 1967). The merger of 
complementary companies offers potential for sharing and using mutual 
assets. Special effort is required for such matters as co-ordination and using 
intangible and tangible assets to achieve synergies (Shrivastava 1986). 
Resources are often inadequate, however, because of a lack of communication 
and short-term pressures for profitability (Arnold 1983). Lack of proper 
management resources have led to a considerable amount of tensions, hostility 
and a dysfunctional integration process (see, Buono et al. 1985). Problems 
have also emerged in process and management resource areas, because of the 
departures of acquired managers. The departure of acquired executives causes 
both a loss of experience and also symbolic negative effects in the minds of 
stakeholders, and such a situation has been found to have further negative 
implications for the subsequent performance of the acquired company 
(Cannella & Hambrick 1993). 
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Companies do not necessarily have knowledge and resources for managing 
the integration process inside their own company, so they need to acquire 
resources from outside. The acquirer company in this case had conducted 
more than 100 acquisitions on its own during recent decades, but did not have 
resources for managing this huge process. The methodology and resources 
provided by consultants were critical for the process and the above-mentioned 
problems did not occur in governance integration. Resources were required for 
providing methodology for co-ordinating the process, governing different task 
forces, providing input for integration activities such as for establishing global 
sourcing and for reporting tasks. The methodology provided by consultants 
was already set up before closing the deal, making it possible to start planning 
the integration process before completing the acquisition, and thus launching 
the integration immediately after closing the deal.  

Politics has an important impact on the outcome of M&A activities. Politics 
appears in two main categories in governance integration: appointments-
related and process-related. Appointments-related politics has a considerable 
impact on administrative control in governance aspect. Politics depends on the 
approach of the merger process and power differential between companies 
(see also Halvorsen 1984). In this case, difficulties at the negotiation stage 
required the use of the management selection approach in appointing 
managers to the merged company. The merger approach also affected equal 
distribution on the executive committee, and lower management level. Both 
parties tried to appoint their trusted persons to important positions, creating 
tensions between the parties. The acquirer company was required to rely on 
trust relating to the appointment of managers from the acquired side, as they 
had a limited knowledge of their track record. The difficulty of balancing 
loyalty to one’s own with equality in distribution has been raised in prior 
literature. Although it has been argued that equal distribution provides 
learning, understanding and respect for the acquired (Ivancevich et al. 1987), 
it discriminates against merit, prolongs the integration process, and does not 
take into consideration who can co-operate as a team, what the correct roles 
are for managers, and whether managers can work in different environments 
(Schweiger et al. 1992; Meyer 2001; Callahan 1986). Unhappiness about roles 
from those in the acquired company, different working ways between the 
companies, and tensions related to the integration process meant that the equal 
distribution used in the executive committee did not create unity and trusting
relationships between the parties. Tensions and disagreements slowed 
decision-making and were also reflected at lower levels of management, 
increasing speculation and confusion.  

Politics also appears as process-related, having negative impacts on both 
trust and administrative control. Different views related to the acquisition 
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process regarding the combination process, have caused tensions between 
parties (Marks & Mirvis 2000). Lack of proper integration management also 
creates politics in the integration process. Hostility, confusion, mixed feelings, 
lack of co-operation and profound distrust in the merged company are signals 
of lack of proper administrative control, resulting in a considerable amount of 
politics (see, Buono et al. 1985). In the worst cases, politics results in fighting, 
which directs attention away from managing the business (see, Granlund 
2003).  

The approach that the acquirer takes to the acquired has a considerable 
impact on the level of politics. In this case, the ‘merger of equals’ approach 
decreased the level of politics, and increased commitment from the acquired-
side managers, who were not enthusiastic about the acquisition. In fact, this 
‘merger of equals’ approach was required in order to carry out the acquisition 
and receive commitment from the reluctant partner. This ‘merger of equals’ 
approach was demonstrated by the appointment of the integration director 
from the acquired side, introducing impartial consultants into the process and 
using a policy of ‘equal appointments’. The transition methodology used also 
influenced the political landscape, directing attention towards integration 
processes.  

Financial benefits given to acquired company managers influence process-
related politics as shown in this case. Concessions given to the acquired 
company managers were considerable, granting a high rate of severance pay, 
to those with a long career in the company and over a certain age. High 
severance pay gave them the opportunity to resist change without being afraid 
of losing salary. In some cases, the acquirer company directors waited for a 
long time to see if managers with a good financial package would become 
more favourable towards the merged company. The problem of financial 
motivation is also faced when entrepreneurs, having sold their company, 
become so rich that they do not need to work anymore (see, Jones 1986).  

Culture is a controversial topic in M&A literature. On one hand, it has 
been regarded as the main explanation for the outcome of M&A activities, and 
on the another hand, empirical evidence gives the impression that culture is a 
considerably overstated matter in M&A literature, as discussed in the 
conceptual part of this study. Cultural factors, however, can have a significant 
effect on the outcome of M&A as far as fluency of the integration process is 
concerned, but culture is only one contributory factor among many others, and 
not the main one, as has been suggested in many previous studies. Culture has 
an impact in governance aspect, as part of governance style and the 
acculturation process.  

Governance style differences affect the fluency of administrative control in 
the integration process. Different decision-making styles have resulted in 
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conflicts and frustrations in domestic acquisitions (Granlund 2003) and also in 
cross-border acquisitions (Olie 1994). Differences in governance style, 
however, have not necessarily been received negatively — a more open and 
participative style of management has been taken positively in acquired 
companies (Jones 1985a). Problems with differences in governance style can 
have a considerable impact on the fluency of the integration and management 
of the company, resulting in a lack of trust and unity. The difference in 
governance style depends on both national culture and company culture. In 
this case, governance style problems culminated in a different decision-
making culture and different corporate governance between the merging 
companies. The acquired company directors were surprised about the 
governance, which reduced the importance of their role, and they had 
difficulties in adjusting to the new style, causing conflicts, slowed decision-
making, reducing support for the integration process and hampering the 
creation of unity and trust, which was also reflected at lower levels of the 
organisation.  

The acculturation process also has an important effect on the fluency of the 
integration process, being reflected in administrative and social control forms. 
Social control mechanisms such as introduction programmes, training, cross-
visits, bonding retreats and parties have been found to be important in 
acculturation when the acquired company has been permitted some autonomy. 
When its autonomy is restricted, then transition teams, senior management 
involvement and temporary personnel exchange/rotation is required (Larsson 
& Lubatkin 2001). These latter mechanisms can in fact at least partly be 
regarded as administrative control mechanisms. This case shows, however, 
that cultural tensions can be so considerable that they limit using control 
mechanisms in the acculturation process. Cultural differences, tensions and 
lack of trust at top management level hampered the implementation of a 
formal cultural programme, and acculturation occurred without any specific 
effort in the course of time. Acculturation was facilitated by voluntary and 
involuntary departures and divesting a division, which was strongly bound to 
the acquired company culture. In the case company, a cultural campaign, 
which would have been resisted at the time of the merger, was implemented 
four years later, once all those who strongly opposed the acquisition had left 
the company. Fluency of integration can thus be aided by not using control 
mechanisms to support formal acculturation. 

To sum up, based on the above discussion, we argue that the factors 
affecting M&A performance in governance integration are accountability, 
structures, resources, politics and culture. Additionally, we state that, because 
control and/or the relationship between trust and control are strongly 
connected to the critical factors in governance integration, trust and control are 
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not only explanatory factors in governance integration, but also the missing 
links that combine fragmented findings from previous studies and new 
findings in this research, with the outcome in governance integration. Finally, 
we conclude that the outcome of governance integration depends on the 
effective use of control mechanisms in governing integration, monitoring 
business performance, building the new entity and tackling challenges related 
to politics and the ability to establish co-operative relationships between the 
parties.

4.4 Networking 

4.4.1 Establishing networks in the merged company 

The building of networks was started in the formal integration process. 
Networking is defined here as having co-operation, sharing, joint projects and 
trade within a group between different units. Both companies were large, 
together operating about a hundred manufacturing and sales units in more than 
thirty countries.16 As the merging companies operated in many locations and 
in different manufacturing technologies, the strong positions of different 
manufacturing technologies were targeted for leverage, either geographically 
or with specific customers, in order to strengthen the position of other 
technologies in weak areas. The possibilities for synergies were also seen, to 
be achieved by sharing best practices, establishing cross-selling and building 
relationships for joint business projects. 

In the formal integration process, an integration task force was built, which 
looked for opportunities in the sales side between two technologies: how they 
could help each other by sharing customer contacts and developing joint 
projects. The merged company had four main types of technologies, and these 
two were thought to have potential for the greatest synergies, since they had 
the same kind of customers who could also need the products, which the other 
technology manufactured. These two manufacturing technologies were 
different, and offered products for large customers. The acquired company had 
both technologies, but the acquirer had only operated in one. There had not, 
however, been much co-operation between the different technologies, as the 
acquired company had organised SBUs according to manufacturing 
technologies. Personnel working with the different technologies had had 

                                            
16 Networking is only considered between the acquirer and division P of the acquired. Division S was 
sold quite soon after closing the deal and there would not have been any synergies of note in the 
network area between division S and the other parts of the merged company. 
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quarterly meetings together, but there had not been a continuous search for 
synergies.  

The accountability created in the formal integration process pushed the task 
force to search for additional sales opportunities and joint business 
opportunities. The task force leader took sales managers from various sites to 
screen opportunities and to discuss joint business possibilities. The task force 
members evaluated possibilities to offer their products to large customers, in 
which the other company had good contacts. They found a considerable 
amount of additional sales possibilities, for which they were made publicly 
accountable. Accountability created in the integration, however, was 
insufficient for creating fluent co-operation in networking. There was also a 
need to develop trust between networking parties. 

Business units were exposed to risks when they built relationships with 
other business units in order to give contacts to their major customers. Both 
companies consisted of a massive amount of business units, which had both 
manufacturing and sales activities. The independence of these units was 
relatively great within the limits of group strategy and budgets. The business 
units sold their products to customers, both locally and abroad. They had 
contacts with companies operating worldwide, which could represent a major 
part of their sales. They noticed the risk involved in introducing a sister 
company to a very good customer, when they had no previous knowledge of 
that sister unit’s performance and methods of working. They acknowledged 
that they could damage themselves if the sister unit did not perform well, and 
used other working practices such as giving more discount and longer 
payment times.  

Let’s say […] you introduce your biggest customer for whom you are 
responsible worldwide. You introduce to him a daughter company who 
can supply [a certain other product] and you are not sure if this 
daughter can supply super standard super costs super quality. Then it’s 
of course negative for you if they don’t do it. So you will be a little bit 
careful so as not to hurt yourself. It is not only plusses for them, it can 
also be a little bit negative if we don’t live up to the standard. They are 
used to, for example, or we are coming in and giving bigger rebates 
could also be so. [A sales manager] has made a system with them 
saying, you have to pay me within ten days, and then we are coming in 
and without knowing saying yeah 30 days. Of course [a worldwide 
customer] [cough and says] ‘interesting 30 days’ and goes to [the sales 
manager] and say ‘I want 30 days per me’. ‘No, says [the sales 
manager], it is not possible, we only have a 10-day principle in this 
company’, or the other way around, it is of course much easier. So it is 
not without risk also for the [certain company] people to give on their 
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good customers because they can’t control what we are doing to them. 
(a business unit managing director) 

Trust was developed gradually in the meetings between representatives 
from different technologies. The information given between parties grew as 
contacts improved. The only thing that could be controlled was the 
information given and recommendations made to customers. At the beginning 
when sister units were introduced to good customers, some business units 
were not exact when giving delivery times; for example, they might promise 
delivery to customers of products from a sister unit within 16 weeks, when the 
sister unit had promised their sister unit they could deliver in 12 weeks. This 
was to allow a safety net to units who were introducing sister units, in advance 
of their knowing the sister unit’s real performance.  

There was a clear need to be careful with introducing sister units to 
customers, since problems that customers might face with sister units, would 
reflect on the whole group, and especially on the main contact person for that 
customer. Although business units were careful in introducing sister units to 
their customers and drawing a clear line between different business units, 
difficulties did occur. Establishing co-operation between the merging 
companies suffered in such cases as when one business unit did not perform as 
was promised, thus causing considerable problems for the main contact 
person. This made many business units careful and reserved when co-
operating with their sister units.  

The central problem for creating sales area synergies and new business 
opportunities was lack of specific rewards in networking. At first clear targets 
and rewards for joint projects were not set, and neither were sales persons to 
act as door-openers for other technologies, although clear integration targets 
were set at the top level. Creating synergies between technologies were set 
very low on the scale of sales persons’ incentives. The key people who could 
act as door-openers and to introduce customers to sister companies did not 
gain from these activities. This meant that people who could have made a 
move in this process concentrated more on selling their own products than 
looking for synergies between different technologies.  

I think that we as a group missed some of the opportunities because I 
think those people who could give, who could move that process, they 
had no, it sounds bad, incentive. I mean, it was not given high priority 
in their incentive, so to speak, or their target for next year. It was so, 
yeah you should earn, you have turnover, you should earn your money 
and so on. And then of course the target number seven is you should 
increase synergies between the [technologies]. What we shouldn’t 
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forget is that people who should move this process forward, they were 
not having any benefit on this one. (a business unit managing director) 

Established contacts in the integration projects benefited both technologies, 
despite existing accountability problems. Meetings were held regularly 
between the technologies, in which they reviewed their progress and discussed 
customer contacts and changes. Meetings brought up joint product and sales 
approaches, which were rather successful. A combination package of two 
products was introduced, of which one was produced by one technology and 
the other was developed by the other technology.  

[A sales guy] was discussing a project with [a world wide company] 
and then [the other technology noticed their opportunity] we can supply 
this one here. If you suggest to [a world wide company] you can 
produce this […] here […] and price is so, and so we gave a full 
package to them. And that was one of the successful stories and one of 
the positive ones yeah. It always boils down to people. People have the 
interest and intent to work together and they will do, then results will 
also be good. (a business group management team member) 

Another big problem in achieving synergies and new business opportunities 
was the lack of a joint sales approach for selling both products. The lack of a 
joint approach meant that the knowledge did not necessarily exist for selling 
products from the different technologies. Learning about different products 
took time and individuals, who were involved in one technology, did not 
necessarily have any knowledge regarding the other. Nevertheless, the joint 
approach would not necessarily have developed many synergies, as, within a 
customer company, contact persons could vary between different technologies, 
meaning that a good relationship in one technology did not necessarily benefit 
the sales people of another. 

Besides trying to achieve networking in order to widen business prospects 
between technologies, attempts were made to establish networking with the 
purpose of facilitating the sharing information about customers, technical 
issues and of promoting cross-selling. Sharing information about customer 
preferences helped when approaching customers with different products, as 
well as learning about their expectations. In the technical area, the merger 
broadened knowledge of manufacturing, new product development and best 
practices. 

Hierarchical structures were important in facilitating networking. Structures 
were seen as necessary for building networks and establishing trusting 
relationships between parties. Networking began at the top level in the formal 
integration process, but, in order to introduce people at lower level, other 
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structures needed to be built. It was known that units would rarely contact 
their sister units if they had not met them before. Regular meetings, such as 
general manager meetings, were set up to provide communication between 
key persons.  

The first thing you have to know is your colleagues, not only by phone 
you have to get into contact to colleagues. You have to work together, 
you have to drink beer together and, if I know somebody, afterwards it 
is not problem to make a phone call and say hey hello in Australia, 
what about that customer, I have this information, is that right? You 
have that information, for example, if I know someone personally 
afterwards it is not a problem to have a phone call videoconference or 
whatever. If you start with a phone call and video conferences, then the 
speed of agreeing is not so good. So contacts and building up a positive 
network is very very important. (a business unit managing director) 

Formal structures were required to establish contacts and possibilities for 
developing trusting relationships. Formal structures, however, can only 
facilitate the creation of networks, since functional networking relies on 
having and using informal contacts. Therefore, trust-based binding 
relationships must be established in order to provide functional networking. 

It’s both [formal and informal networking]. [You need] a formal 
network and formal reporting system in order for the informal system to 
grow. In the end, it is informal network. Somebody who has a new 
problem picks up the phone and calls his colleague in Sweden, saying, 
you have similar machines, have you also had this problem? Or 
somebody having a big customer complaining about a certain subject 
calls his colleague [and asks], did you ever have that with the same 
customer? And it is important that people talk to each other, yes, and 
you can’t impose that […] If you never ever have [met], the chances 
that you will call by telephone are minimum. (an executive committee 
member) 

One area of networking, which was encouraged at group level, was 
operational benchmarking. In order to provide co-ordination and 
communication in this area, a common language had to be established. The 
key performance indicators, KPI measures, were introduced to provide a 
common language. They also created some comparability between the units. 

KPI measures are primarily the tool box, a tool by which we can 
discuss and build and create corrective actions. […] they are an 
exceptionally good tool for talking the same language. We talk about 
measures and need to have one common measure box. Because if one 
unit is measuring in one way and the other unit in another, we would 
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not be comparable so that we could talk about the same issues. We do 
not have same issues but the measures do make us a little bit similar, 
put the units on the same line and then of course we measure in the 
same way and then we build this networking and bring the units 
closer… (a group level manager) 

The problem with KPI measures was that, at first, they were not 
harmonised. This mean that accountability was not created in the units. 
Although it was widely known that the units were different, for example, they 
had different machines and different production technologies, the variation in 
these measures was so considerable at the beginning, that the units could 
easily argue that the units were in no way comparable due to lack of 
harmonisation in measures. This reduced the accountability of KPIs and meant 
that the units were not comparing their activities with their sister units. KPIs, 
however, provided trends and communication between group level and the 
units. Trends were analysed, and when something urgent was seen, questions 
were raised. The group also made it easier for units to compare activities, 
although such issues were usually avoided by explaining that measures were 
not comparable. 

Operational benchmarking supported not only the provision of a common 
language with KPIs, but also the creation of formal structures. Technological 
teams were centrally established, which concentrated on sharing information 
and discussing about new products and new production technologies. These 
teams also established informal relationships between the team members. In 
the manufacturing area, these informal relationships were useful for getting 
help when machines were broken or being transferred. 

Structures were also needed to support operational continuous 
benchmarking. Whilst the technological teams were focusing discussion on 
new products and technologies, operational development had remained the 
responsibility of individual units. The effort for continuous networking had 
not been made, mainly due to a long history of acquisitions and time spent on 
rationalisation programmes. Although the units were willing and interested in 
benchmarking, they did not have any tools for them. There was a lack of 
formal structures for enabling benchmarking and the development of 
relationships for sharing. 

I think the catalyst is that group level got to set up structure and can do 
that. Don’t get me wrong I can make phone call to anyone on my level 
on group and say I am going to come and see you [...]. I want some of 
your time to ask some questions. I can do that, there is nothing other 
than time, and I might get a strange response, on the basis, why you 
want to come. Yeah I want to look. Don’t you have anything else to do? 
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You know you must have a lot of time if you are going to come on basis 
to have a look around without any specific objective. There is no 
framework for me to do that on a regular basis, I have to take that 
initiative myself. A couple of times I’ve gone to the States and do that 
on the back with other reasons for visit. What I have done I have said I 
ok I gone there because there is a piece of equipment. I go there and 
see then what they do and ask a few questions. I have done some of that 
work already but we miss out, as we don’t get enough cross-fertilisation 
within units. That is a shame because [the combined company] 
individually has a lot of capability and experience but there is very little 
sharing, and a reason for that is because of the culture. Because of 
barriers and you don’t get rid of barriers unless you get people to meet 
more frequently, […] build up relationships, build up social 
understanding. You know, a better understanding of different people on 
different sites, you don’t feel bad about phoning someone and [saying],
look I want to come up to your site [because] I saw while I was there 
last time. I want to bring one of my guys I want to have a look, is that 
ok? I wouldn’t do that at the moment, because I feel that is almost 
inviting yourself to someone’s house without being invited first, you 
know. (an operations unit director) 

Although on the one hand, the need for structures for sharing and 
benchmarking is evident, on the other hand, any additional information 
sharing and help from the sister units operating in the same field of technology 
is restricted. The main barrier to networking and sharing information is the 
fierce competition between the units operating in the same field of technology. 
At the time of integration, major machine relocation was underway, and some 
sites were being closed. The situation did not improve after integration, 
meaning there still existed a need to cut costs by closing units and relocating 
machines. The competitive situation between the units actually increased 
considerably a few years after the integration when the organisational structure 
was changed. Sales and operations organisations have been separated from 
each other in business units, resulting in a situation where all manufacturing 
units compete with each other regarding all sales tenders. This means that less 
information, resources and help are given than is required, especially in 
manufacturing area. This has also caused additional closeness between units. 

[…] I think one of the big things now is that all units compete with each 
other. So I am competing with every other unit within [the merged 
company] in business. If I can make cheaper than any other [the 
merged company] site then sales organisation will buy from me. So 
again from my business perspective, from sales preservation 
perspective, why I would share ideas with you when I could lose 
business, I could loose livelihood because if you get better than I do, 
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they buy from you instead of me. And I have to make redundancy and 
end smaller operations, I even might lose my job so I think that is the 
one of the areas that [the merged company] has to tackle. I understand 
absolutely this strategy of lowest cost producer yeah but I think we have 
to move together as lowest cost producer rather than competing against 
ourselves for business. (an operations unit director) 

This competitive situation between units means that group structures are 
required to sustain and to establish relationships between units. These 
structures are needed to overcome this competition and to legitimise a helpful 
attitude between units. Without the central organisation, the units would rarely 
share any information. This fierce competition in fact hampers the existence of 
any functional network in operations area in which information is willingly 
and continuously shared, although contacts are available and the key persons 
have built relationships with each other. Contacts and sharing occurs in case of 
urgency, and sometimes facilitation is required at group level. 

I wouldn’t call that network. There is case by case support from one 
site to another. It is certain factories have expertise with certain 
machinery in [the name of city], there is lot of [the name of] machines 
for example. So they also went to [P] to help and assist in running [the 
name of] machines. In [S] you have very high competence in [the name 
of] machines so there is still one standing in [K] one in [R] one in [B]. 
It is really a help or a need for help [is seen] then usually somebody 
from another factory if it is urgent would call to [S], can you send 
somebody, or somebody from headquarters would call to one factory to 
support the other. The real network is constant exchange or 
improvement of ideas. That is not the case because there is also the 
idea of competition. Every factory wants to gain as much volume as 
possible and bigger machines to occupy and employ people. If all of the 
hints and tricks are revealed to other sites, there is loss of internal 
competitiveness. (a business group management team member) 

The fear in helping also relates to lack of resources in organisations. All 
units are forced to become lean. Help of other units would mean losing key 
resources for a while, and even totally, if they were recruited by other units. 
This existing risk means that units in a competitive situation are not 
encouraged to be open to sharing and helping, especially where their fierce 
competitors are concerned. Attempts are made to solve this problem by 
establishing structures that assist in the building of informal relationships, 
which could encourage sharing and help. The main engine behind sharing, 
however, is group-based pressure. This group pressure is also a legitimising 
factor for both sides — both for asking for and giving help, when such help is 
questioned on either side.  
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The central reason for this organisational change, abandoning the matrix 
structure and separating sales and operations organisations into their own 
operating units, was poor cross-selling. In the new organisation, on an annual 
basis, the sales units make the operations units, which are now only cost 
centres, compete with each other, over sales agreements. It was believed that 
this new organisational structure would solve problems in the cross-selling 
area, which was regarded as one of the main areas of synergy and new 
business opportunities in the merged company, as the product portfolio, 
customer contacts and geographical coverage widened considerably due to the 
merger.  

The prior matrix organisational structures hampered achieving these 
synergies and creating new business prospects, although the matrix structure 
was made in order to facilitate integration. The matrix organisation was built 
in order to integrate units and to offer a wider product range. This 
organisational structure was not a big success, although it helped to integrate 
policies, product ranges and facilitate communication. The structure also 
involved conflicts between the units and the category managers. This matrix 
structure was built over business units, but it did not have a clear impact on 
strategies and operations in the units. The category managers in this matrix 
structure had responsibility to develop the business, but they did not have 
direct profit responsibility and involvement in the business. When the business 
units were measured based on their EBIT level, the efforts to widen the 
product portfolio in the business units depended on the business units’ 
decision-making. The business units decided upon their own product portfolio 
and cross-selling activities, depending on their impact on their EBIT level. In 
many situations, selling sister units’ products would have hurt the EBIT level 
in the business units, since it would have been necessary to share profit 
between two units. 

The other factor affecting cross-selling was transfer pricing. The company 
used both ‘cost plus’ and ‘sales price minus’-based transfer pricing methods. 
The ‘cost plus’ method encouraged cheating in inter-company pricing because 
of the EBIT level target. The target was 10 % for both selling and 
manufacturing companies, so receiving less than 10 % in inter-company 
business would hurt the EBIT level. Cheating was possible since inter-
company business was not controlled, although the merged company had clear 
rules about how standard costing should be done. Costing methods, however, 
varied in all units, and they were changed in inter-company business situations 
in order to gain more profit than had been agreed in company policies. It was 
well-known that cheating was occurring in the company, and everyone trusted 
each other to cheat as much as possible. This limited inter-company business, 
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as concentration was centred on selling one’s own manufactured products. The 
situation is described by a manager from headquarters. 

In network sales work in the past, everyone cheated each other 
although we had strict rules how it should be done […]. There were 
strict rules but nobody feared them. All cheated each other in order to 
benefit. They had profit responsibility, they were not growing and 
willing to support anybody else. Same was with buying company, they 
had to make 10 % EBIT margin. If I buy from you I make only five so 
that is not going to help my business. Forget it, I’ll sell my own stuff.

Although units were accountable for cross-selling integration targets, they 
avoided it by presenting good or acceptable figures in general. They were not 
pushed to engage in cross-selling if they were otherwise meeting their 
performance targets. The additional problem in cross-selling was that the units 
were, in some cases, not interested in serving their sister units, knowing the 
benefit of the inter-company business to be low. This lack of interest was seen 
in long response times in questions regarding products, delivery times and 
sample deliveries. In addition, the time taken by the business units to serve 
their sisters’ inter-company customers was longer and of low priority. This 
also limited the general interest in inter-company business in the merged 
company. 

Company and business unit cultures also affected networking. Both 
companies had grown through acquisitions and consisted of dozens of 
business units. The merging companies had not integrated business units that 
were working according to similar methods, and local practices and cultures 
were dominant. The approach to networking was dependent on the 
management team and the business unit culture. Speedy responses in cross-
selling and extensive sharing of information about new products within the 
group were not common for all units. In the technical area too, the attitude of 
the business unit management team affected how open the business units were 
to share information and to allow people to visit their factory. Sometimes 
different languages also appeared as a barrier when activities were discussed 
at shop-floor level. 

The development of networking is ongoing in the merged company. 
Besides launching the new organisational structure the primary ideas of which 
were to create more sales, the company has made efforts in internal 
development. An ERP-solution has been created, which was principally made 
to support the new organisational structure and to create transparency in such 
areas as costing and warehousing. Transparent costing is required in order to 
see the true standard costs in operations units. On the technical side, a new 
organisational function was created, namely, operations vice-presidents 
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responsible for managing operations units. Their task is to harmonise, 
benchmark and develop these units. They facilitate the exchange of 
information and compare practices between the units, even attempting to 
reveal business units’ manufacturing secrets to their competing sister units. 
Networking is thus now made compulsory using formal structures. 

4.4.2 Critical factors and the importance of trust and control in 
networking 

Through effective networking, which means using complementary assets, 
knowledge, contacts and geographical coverage, more business and a more 
effective organisation are created, and thus a considerable amount of synergies 
in M&A are achieved. Despite its obvious importance, networking has not 
been discussed in previous M&A literature. This merger raised many different 
perspectives of networking as great possibilities existed to create value for the 
merged company. The merger provided better geographical coverage, an 
enlarged product portfolio, an increased number of manufacturing 
technologies and knowledge, and plenty of new customer contacts. 
Networking, however, involves many challenges relating to how to organise 
the merged company to facilitate sharing, joint business opportunities and to 
promote cross-selling. One central challenge lies in the relationship between 
trust and control — trust is needed in networking but control mechanisms can 
easily hamper its existence, when, for example, units are competing with each 
other, but the use of control mechanisms can also facilitate trust and help to 
overcome barriers in a competition situation that highlights the importance of 
the trust and control relationship in the outcome of networking. The above-
mentioned challenges faced in the case company hampered the achievement of 
the full benefits of networking during the initial years. Given the magnitude of 
this merger, however, it can be regarded as natural that achieving optimal — if 
any company has optimal — networking, takes time. Several changes 
described at the end of the mini-case showed that the merged company had 
included networking on its agenda.  
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Based on this empirical study, we can categorise critical factors in 
networking into accountability, structures, resources and culture.17 Critical 
factors and the importance of trust and control are presented in Table 2.  

                                            
17 One could wonder why politics is not a critical factor in networking. The term networking is, in 
many circumstances, associated with lobbying or other political activity. In this study networking 
means creating value for the merged company through the use of complementary physical and 
knowledge assets. In this case, political activity was not found to have a significant effect on 
establishing or managing networking. Networking involved many tensions in the merged company, 
but they were explained by other critical factors. 
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Table 2 Critical factors, trust and control in networking 

Critical factors Control Trust & control relationship 
Administrative control 
- task forces to screen 

synergies and joint 
projects 

Result control 
- measures to strive for 

synergies and joint 
projects 

Administrative control 
- structures to establish 

contacts and provide 
opportunities to establish 
trust

Accountability

Network sales 

Sharing and 
benchmarking 

Result control 
- comparable measures and 

group attention to 
facilitate benchmarking 

Result control 
- competitive situation 

decreases trust and sharing 

Administrative control 
- business structures to 

support internal sales and 
joint projects 

Result measures 
- measures and transparent 

costing to support network 
activities along with 
business structures 

Administrative control 
- business structures to 

support familiarising and 
trust

Structures 

Business 
structures

Relationship 
structures

 Administrative control 
- group-based structures 

necessary to facilitate and 
support sharing and to 
overcome boundaries in 
competitive environment 

 Administrative control 
- group resources required 

for building and sustaining 
relationships 

Resources

Relationship 
building 

Sharing and 
benchmarking 

 Administrative control 
- group effort required to 

facilitate and support 
sharing 

- limited business unit 
resources and competition 
between units hamper 
sharing 

Culture

Networking 
culture 

Administrative control 
- group and BU culture and 

experience affect co-
operation in networking 
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We see from the above table that critical factors are tied to the relationship 
between trust and control and/or control, and that both trust and control play 
an important role in the outcome of integration. Next we discuss more deeply 
these critical factors and the importance of trust and control in networking. 

Accountability in networking area can be divided into two areas: network 
sales to create cross-selling accountability and sharing, and benchmarking 
accountability to use knowledge assets to build a more effective organisation. 
In network sales accountability, the use of both administrative and result 
control is important. Administrative control was used in the case company in 
two ways to promote network sales. First, in the formal integration, task forces 
were formed to screen synergies in sales areas such as cross-selling 
opportunities, creating joint projects and reviewing customer contacts, which 
could be useful for the partner company. After screening and searching for 
these synergies, the progress of task forces was continuously followed. 
Besides making the managers accountable for network sales, administrative 
control was used to familiarise key people with each other between the 
merging companies. Familiarising was important in order to build the 
necessary level of trust. Accountability for network sales was not enough to 
start joint projects and to share customer relationships. The requirement also 
existed to establish confidence in the performance of partners, because of risks 
in co-operation. Trust between the parties was gradually established in the 
meetings, which were also beneficial for finding new joint business project 
opportunities. In some cases, however, risks were realised when sister units 
were introduced to good customers, and this harmed the relationship between 
the introducer and the customer.  

Result control measures also play an important role in establishing network 
sales accountability. They must be modified in order to support network 
activities. In this case, it was noticed that the sales personnel did not have 
much motivation to introduce their customers to their sister units and to start 
joint projects, resulting in lost opportunities when network activities were of 
low priority in their performance appraisals. 

In sharing and benchmarking accountability result control measures also 
play an important role. Benchmarking between units requires comparable 
information and comprehensive knowledge of units’ activities. In this case, 
benchmarking accountability was limited until measures were developed and 
knowledge of units’ activities was established at group level. Lack of 
standardisation and a common language hampered accountability in 
benchmarking, as units used the lack of standardisation as an excuse for 
avoiding comparability. Fierce competition between units also affects sharing 
and benchmarking. In this case, it was clearly noticed how fear of losing 
competitive advantage or even entire operations created a closed atmosphere 
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between units and decreased their willingness to share hints and secrets with 
their sisters.  

Structures are also of considerable importance in networking performance. 
The influence of structures in the networking area can be divided into two 
categories: business structures and relationship structures. Business structures
play a central role in networking since they direct network sales activities. 
Both administrative and result control affect the efficiency of business 
structures. In this case, the matrix structure that was created, supported the 
establishment of knowledge of the company-wide product range and technical 
capabilities, and it familiarised key people in the merging companies with 
each other, but the structure also involved conflicts, which hampered network 
sales. The category managers, whose interest was to extend the product 
portfolio and facilitate cross-selling, did not have direct profit responsibility 
and involvement in the business. When the business units were measured 
based on their EBIT level, the efforts to extend the product portfolio in the 
business units were dependent on the business units’ decision-making. In 
many situations, cross-selling would have hurt the EBIT level in the business 
units, since profit would have to have been shared between two units. 
Additionally, the EBIT target encouraged cheating in transfer pricing, which 
was possible when costing was not transparent and transfer pricing practices 
were not controlled. Due to the above problems in the case company, the 
business model was changed four years after the merger in order to create 
growth in network sales. 

Relationship structures are also important for supporting network 
activities. Administrative control plays an important role in creating and 
sustaining relationships structures. Structures must be established to 
familiarise key people with each other and to sustain their relationships in 
merging companies. In the case company, administrative structures were used 
to familiarise people with each other and to build trusting relationships from 
the beginning of the integration process. The key people familiarised 
themselves with each other in task forces and at conferences. Later the 
technology teams were formed and managing director meetings held, which 
were also important for building relationships. These structures were required 
to build the first contacts between people necessary to establish the basis for 
informal communication and trust. Without these structures and contacts, 
interaction between people would have been much less. These structures are 
also important to sustain these relationships — without continuous feeding, 
relationships wither. Continuous networking, however, relies on informal 
contacts, which the group structures can only facilitate. 

Relationship structures are also necessary to overcome continuous 
competition between business units and to facilitate sharing. In the case 
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company, the group was required to build structures and sometimes act as 
backup to ensure sharing and help between competing units. The group 
structures legitimised the sister units to ask help from and to provide help for 
their sisters. Although continuous competition existed between the units, the 
meetings and co-operation during the time facilitated relationships between 
the units, to the extent that group involvement was not necessary in all cases 
of help being sought or provided between sister units. 

Internal development and the use of group-wide assets require resources
for networking. Resources can be categorised into attention on developing 
relationship structures, and attention on benchmarking and sharing. Both these 
categories are tied to administrative control. Attention on developing 
relationship structures during integration can easily be limited when all 
resources are tied only to integration process activities. Attention is especially 
required for developing lower-level relationships when key people tend to 
meet in integration conferences and task forces. In this case, resources were 
considerably tied to integration processes, and attention to developing lower-
level relationships was begun a few years after integration. Nevertheless, 
relationships built at higher levels also fed lower-level relationships when, for 
example, two business unit managing directors met each other, and it was then 
also easier to develop contacts between the sales or the operations managers in 
these units. Attention on benchmarking and sharing also requires resources 
at group level. Just as with attention on developing relationship structures, 
however, benchmarking and sharing also suffer easily during the integration 
period. Besides building accountability and structures to support 
benchmarking and sharing, the group is required to develop tools for 
conducting these activities. In this case, limited resources during the 
integration prolonged internal development, and efforts to push this area 
forward were not made until a few years after the integration. An additional 
challenge for benchmarking and sharing was provided by the situation in the 
business units. In this case, it was noticed how limited resources and 
competition at business unit level were limiting willingness for sharing and 
created a closed atmosphere. The units were required to be lean, and helping 
sisters would mean losing key resources for a while, and perhaps forever if 
staff were eventually recruited elsewhere. In an extreme situation, sharing and 
revealing secrets could risk the loss of competitive advantage and 
rationalisation of the whole business unit.  

Culture also affects networking. These cultural factors can be categorised 
as networking culture. Fluency of networking depends on how units have 
adapted elements of networking to their culture. These cultural factors can be 
classified under administrative control. In this case, the merging companies 
had not totally integrated their business units, which had mostly been acquired 
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in recent decades. This lack of integration not only increased cultural 
differences, but also enlarged differences between business units regarding 
their attitude towards networking. Additionally, the acquired company had 
organised its business according to technologies, resulting in a situation where 
not all its units had experience in cross-selling. The main cultural factor 
affecting networking, however, is the business unit management team. Their 
attitude affects how open and willing the units are for networking, for 
example, what is the reaction to questions from sister units, to helping other 
units and to allowing people to visit the factory. At shop-floor level, language 
difference can also be a cultural barrier to networking. 

To sum up, based on the above discussion, we argue that the factors 
affecting M&A performance in networking are accountability, resources, 
structures and culture. These critical factors were found to be strongly 
connected to trust and control, which leads us to conclude that trust and 
control are explanatory factors in the outcome of networking. Finally, we state 
that the outcome of networking depends on the effective use of control 
systems to facilitate sharing, joint business projects and to promote cross-
selling and the ability to tackle continuous competition between the units. 

4.5 Procedural integration 

4.5.1 Procedural integration process 

Procedural integration involves integration and harmonisation of procedures 
between the merging companies. This study focuses on the accounting side, 
since this side is most involved in all procedures within companies, as far as 
control of the merged company is concerned. This procedural integration 
described cannot be characterised as a typical procedural integration process. 
In most cases, the acquirer acquires companies smaller than itself, or separate 
parts of big companies such as business groups or divisions. In this case, the 
acquired company was a public company and twice the size of the acquirer. 
Whereas, in acquisitions of smaller companies, the procedures of the acquirer 
company have typically been implemented, this larger target required a 
different approach to the integration process. The other unusual feature in this 
merger was that the acquired company had a more experienced group 
accounting function. Although the acquirer had been a public company for 
longer, it had only been in its current form for a limited period. The acquirer 
had been a conglomerate consisting of several divisions, which had conducted 
their own management and financial reporting, and the group had only 
collected financial accounting numbers to put into one format. Only just 
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before the acquisition, divisional headquarters had been closed and the 
headquarter functions centralised. Then the acquirer group accounting 
function took on a considerably wider role. The acquired had operated within 
its own structure for several years, and so had time to develop and integrate its 
accounting procedures. 

Preparation for this acquisition had started few months before its 
completion, and was important since the size of the acquired company created 
challenges for this integration. It was required to plan beforehand how the 
acquired company would be consolidated into the new entity. When the 
acquired company consisted of about 100 companies, the normal integration 
procedure — implementing the systems of the acquirer at the acquired — was 
not used. This integration required establishing several task forces containing 
representatives from both companies.  

The acquisition was not well-received among the headquarters personnel of 
the acquired company, which adversely affected the integration process. The 
acquired company accountants were angry about the acquisition and let their 
feelings to be known. They had difficulty in accepting that a small company 
from a small country should come and acquire them, when they were twice its 
size, and had longer traditions in the industry, especially when it evidently 
meant the loss of their accounting function.  

The main message was that how a young Finnish company can come 
here and peck at us […] they should have had a perfect accounting 
function there, and then all responsibilities were dissolved, it wasn’t 
easy. (a group level manager) 

The acquired company group accountants played an important role in the 
transition period and their co-operation was required. Despite their 
reservations and lack of enthusiasm, the accountants wanted to conduct their 
work properly, while they still worked for the company. Attempts were made 
to guarantee co-operation by identifying key people and giving them a bonus 
for positive work. Some problems were caused, by the number of people 
leaving the acquired company being considerable. It was not planned to cut 
staff during the integration process, but it was widely known that not all 
people would have a job in the acquired side in the future. The speed and 
amount of people leaving increased challenges in the integration process and 
caused a sense of urgency. Departures caused problems, especially as the 
financial statements were under preparation. Some accountants still helped 
with group adjustments, which were quite considerable and not completely 
documented in the acquired company, despite working elsewhere. 
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Accounting tasks were divided between the acquired and the acquirer 
companies, concentrating all critical tasks on the acquirer headquarters. The 
acquired company was given the responsibility of sub-consolidating its 
business units and continuing to give business support to its directors. This 
sub-consolidation continued for six months until the new reporting format was 
complete. During this time, three reports were produced in different formats: 
one for the units from the acquired company, one for the units from the 
acquirer company and one in which both companies were somehow put 
together. The picture of both companies separately was well received but the 
combined picture was lacking in detail in such aspects as in countries where 
units were integrated or they manufactured using the same technology. On the 
other hand, not much restructuring was conducted during the first six months, 
which helped to sustain knowledge of the entity. After six months, all 
reporting was concentrated on the acquiring headquarters and all the units 
were required to report in the same format. 

The accounting task force was given the responsibility of integrating 
accounting policies, transfer pricing and cost accounting, and building a new 
reporting application. The task force included persons from both companies, 
but it was clear that the acquiring company was the dominant one, since the 
reporting was planned to satisfy its national legislation, and the main 
headquarters and all the important functions were located there. Although the 
acquirer was the dominant one, the ‘merger of equals’ approach was still 
applied. Best practices were sought from both companies, when the task force 
compared company practices and wrote new manuals. New accounting 
measures were intentionally chosen to be new for both companies in order not 
to favour either company.  

The integration work caused a considerable amount of additional work at 
the acquirer company headquarters, since, apart from their normal reporting 
work, they needed to write new manuals and build up new common 
procedures. During this time, business managers at group level needing ad hoc 
reports were required either to contact business units or wait six months. The 
increased workload, the large quantity of integration work and the fact that the 
acquired consisted of 100 companies, also lowered the quality of accounting 
analysis. During the integration period, the group accounting function was 
only “a reporting generator” and analysis work remained for other people, as 
the group accounting function had no resources for that. Analysts looked at 
reports only to see if they made sense, and if there was something strange, 
they tried to sort it out, but did not do any actual analysis. The main thing was 
to guarantee that financial accounting was correct. Management accounting, 
which was of lower priority, was mainly attempted to synchronise in some 
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smart way. If it succeeded, the group accountants felt that they were going in 
the right direction.  

Although the group accounting function did not have the resources to 
familiarise itself and concentrate on controlling the acquired units, they were 
still quite confident. They based their confidence on due diligence, discussions 
with auditors and representatives from the acquired company, and their 
knowledge of company manuals. Based on this, the group accounting function 
had formed a view that the acquired company was highly controlled in terms 
of what procedures were followed. 

The culture of the acquirer company affected how the acquired company 
was approached. The approach of the acquirer company dictated that they act 
with basic trust until something occurred, which required a different approach. 
They did not usually place a controller at acquired units, and were used to 
going along with local forces until the unit showed that there was a need for a 
change. The following statement describes the approach of the acquirer. 

We buy and we always start from the assumption that basic trust exists, 
and if over time we find out that our belief was wrong then we start to 
fix it. The basic trust is that they are professionals who were there 
before the acquisition and after it. The basic training, reports and 
progress go forward and we want to see based on that does it work. (a 
group level manager) 

A tense situation and lack of resources in fact required the use of the 
appreciative approach in this case. The group accounting function felt that 
they could not have gone to the acquired company and all its units with the 
aim of checking all material: they acted on basic trust. It would have caused an 
enormous amount of tension, and resources were already fully used for basic 
duties and integration projects.  

[…] it is a starting point that there is basic trust, it cannot be acted on 
in another way. If there should be sent somebody every time to check all 
issues, there wouldn’t be any co-operation. I would say that our 
approach is first the basic belief that there is trust, and we believe that 
they will also believe so in the end. And they believe the same for their 
own sake, that what we start. […] If we had started by saying that this 
is [the acquirer] way of doing things, and it is the only way to operate 
and we don’t have trust — show us everything. That would have caused 
enormous friction with very self-conscious Europeans, especially with 
Dutch. We needed to take into consideration when we approached them 
that they were bigger than us and they had a much longer experience of 
running a group […] The most important thing which is perhaps 
reflected here is the old [the acquirer company] way of doing […] 
starting with a humble attitude...(a group level manager) 
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The group accounting function was small in the acquirer company and did 
not have the resources to familiarise itself with the huge acquired company. At 
the time, the acquirer company did not have an internal revision function, so 
all familiarising was delegated to the business group controller function. Their 
role was described as follows by a group level manager. 

They were kind of trusted persons we knew them well and they knew 
our procedures.

The idea of this “trusted” control function did not work as had been 
optimally planned, since these business group controllers had only limited 
resources for this function. They were, at the time, controllers of the biggest 
unit in the area, and had only a limited time to look after the other business 
units. They also had administrative responsibility for matters such as legal 
issues, since the units did not have their own legal experts.  

Business group controllers sometimes faced challenges when trying to 
familiarise themselves with new business units. Business units varied 
concerning the openness of their information culture, and not all managers 
welcomed the business group controllers coming to investigate their unit. The 
business group controllers did not have direct responsibility over the business 
unit controllers, so they could not use authority when investigating units. 
Thus, familiarising themselves with the units was dependent on the openness 
of the unit controllers and management — in some cases, information was 
structured in a way that made it difficult to see beneath the surface. Business 
group controllers were also required to consider sensitivity factors when 
creating relationships with new business units. In order not to create tensions, 
investigations were, in some cases, limited, since imposing analysis could 
have been seen as negative, defensive or impolite. Thus, in some cases, 
although there was some desire to look more closely, there was rather a belief 
in what business unit management told them.  

It was after some time noticed at the group level that the view of 
harmonised practices and tightly controlled accounting procedures was not the 
total picture of the acquired company. It was found that some units in the 
acquired company were following the procedures of their previous owner, not 
the practices of the acquired company, but deviations from group practices 
were not new for the acquirer company. As the acquirer company consisted of 
several recently bought companies, its procedures had not yet been 
harmonised either; in fact, all in all, the acquired company was the more 
harmonised company.  

The hectic period at the group accounting function resulted in focusing on 
daily reporting functions and integration work, not in increasing the level of 
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control in the merged company. Limited resources meant that they acted based 
on basic trust and evaluated the situation in the units based on their reporting 
documents. When the basic reports were in order, the state in the deviating 
units was not realised until something alarming was somehow found. In the 
course of time, not only incapable unit controllers were discovered in both the 
acquired and acquiring companies, but also behaviour that deviated from 
group procedures, strong resistance to the unification of practices, the storing 
of unsellable material in a warehouse and failure to collect sales receivables. 

The relationships between the group and local controllers were created 
when the new reporting application was established. A training round was 
organised where all controllers from both companies familiarised themselves 
with each other and with the new reporting application. The training period 
built confidence in the way the local controllers conducted their work. This 
also built relationships between the group and local controllers so that it was 
easier to communicate with each other. Culture had an impact on the 
development of relationships with units and the adoption of the new reporting 
format. Resistance was low in countries where the acquired company was not 
easily identifiable. In strong European countries, however, the resistance was 
high and the acquirer company’s young controllers were not respected. 
Resistance related to three issues. First, they were identified with the acquired 
company and did not welcome the new owner, second, they felt that the new 
reporting tool did not offer anything for them and the previous one was better, 
and third, they did not feel respect because of the words “young graduates 
[from the acquirer group control function] teaching for experienced 
controllers how to report.”  

The new reporting tool that has been implemented caused problems at 
group level and increased work in the business units. Comparability was 
lacking since, when the system was launched, it included neither the last 
year’s figures nor the budgets. The acquired company was used to using 
rolling figures to control performance, but this was now not possible since 
previous figures did not exist for several months in the system. The lack of 
detailed information and comparability meant that control of the audit trail 
was lost in some areas. The new application also caused a considerable 
amount of work in the business units. The need to restate their figures in a new 
format doubled their reporting work. The level of information decreased after 
launching the new format, and in fact when both companies were reporting in 
their own format, reporting had been more reliable. At the time of launching 
this reporting application, the sale of division S was announced. This caused 
people at the acquirer company headquarters to spend time working on the 
divestment. This directed attention away from control and developing the 
reporting application.  
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Although cultural tensions were evident in this acquisition creating tensions 
both at headquarters and in some business units, there were also cultural 
similarities between the companies, which decreased tensions in the 
integration process. Both the acquirer and the acquired company had faced 
similar challenges in internationalising their companies, and knew not to 
appear chauvinistic. When the acquired company’s national culture was found 
to be reliable and based on a culture of plain-talking, this created confidence in 
the functions of the acquired company. It was felt that cultural difficulties 
would have been more difficult if the acquired company had come from other 
country, since ethics has been experienced to vary between cultures. The 
plain-talking culture also had its drawbacks in accounting integration, where 
communication sometimes involved sarcastic and negative comments.  

Integration offered possibilities to develop the acquirer company group 
accounting function since it had only been in its current format for a few 
years. The acquired company had operated in the same format for many years, 
although it had been public for only a few years, but had had more time to 
develop and harmonise its practices. The development of the group function 
was done by sharing best practices. Manuals were widely sent for review so 
that business unit and group controllers were able to comment on them. The 
group controllers from the acquired side in particular gave helpful comments 
and suggestions, having begun their careers with the group and knowing how 
things were done there. Although at the acquired company headquarters 
accountants were bitter and sarcastic, the business group controllers at the 
acquired company were very helpful in developing accounting practices in the 
combined company.  

After the intensive integration period, resources have still been focused on 
financial accounting and its development. The harmonisation of practices and 
the increase in the level of control have remained of lower priority. Several 
years after the integration, when the new organisational structure was 
launched, a harmonisation project began at the same time as the ERP 
integration that also brought costing and the development of business control 
functions onto the agenda.  
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4.5.2 Critical factors and the importance of trust and control in 
procedural integration 

Procedural integration plays an important role in the outcome of M&A in two 
areas: first, to unify procedures in the merged company in order to provide 
harmonised practices and standardised information for control of the 
combined company, and, second, to establish and sustain up-to-date control 
during the integration process. Procedural integration issues have been 
discussed in previous accounting literature, focusing on the implementation of 
accounting systems in acquired companies but also providing us with evidence 
of how corporate integration disturbs accountants’ normal duties, thus 
providing challenges for corporate control (Jones 1985a, b, 1986; Granlund 
2003).18 Apart from classifying critical factors and the importance of trust and 
control in procedural integration, this study also contributes by providing 
evidence on the impact of organisational politics and culture on the use and 
efficiency of control in international mergers. This mini-case of procedural 
integration also describes how organisational context affects the robustness 
and the use of systems trust mechanisms. 

Although this procedural integration cannot be regarded as typical, since the 
acquired was twice the size of the acquirer and consisted of about 100 
companies, because of the magnitude of the merger, this was a good 
opportunity to examine critical factors and the importance of trust and control 
in procedural integration. When we analyse whether procedural integration is 
successful or a failure, we need to come back to the measure we gave to M&A 
performance: achieving synergies and business performance during 
integration. With regard to procedural integration, this begs the questions of 
whether procedural integration delivers expected synergies and how does 
procedural integration support business (includes meeting statutory 
requirements). The first concerns savings such as reduced headcount, and the 
second can be defined in terms of quality of reporting function (relevance, 
accuracy, timeliness of information etc.). This procedural integration brought 
synergies at the headquarters level when the headquarters accounting 

                                            
18 The concept of procedural integration has been mentioned in Shrivastava’s (1986) study. In a 
conceptual way, he discusses challenges and the importance of the harmonisation of procedures in 
merging companies. Therefore, the theme and concept of procedural integration is not totally new, 
which is contrary to all the other integration aspects presented in this study. In this study, however, the 
concept of procedural integration is much wider than that presented by Shrivastava. This study also 
includes in procedural integration the establishing and sustaining of up-to-date information for control 
during integration, and discusses the importance of social environment such as politics and culture in 
the procedural integration process. In studies other than Shrivastava’s (1986), the concept of 
procedural integration has not been used, no attempt has been made to build a framework of related 
issues. 
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functions were centralised at the headquarters of the acquirer. With regard to 
second criteria, the acquirer headquarters performed well both in its reporting 
and integration tasks, although it had some problems in reporting and 
monitoring, and a reduced ability to deliver ad-hoc reports, but these can be 
regarded as natural given the magnitude of this merger. Within these terms, 
this procedural integration process can be regarded as successful.  

When the procedural aspect is itself tied to corporate control, the discussion 
related to critical factors and the importance of trust and control should give 
answers to what factors affect the use and efficiency of corporate control 
during procedural integration. Based on this empirical study, we can 
categorise critical factors in procedural integration into accountability, 
resources, politics and culture. Critical factors and the importance of trust and 
control are presented in Table 3. 

Table 3 Critical factors, trust and control in procedural integration 

Critical factors Control Trust & control relationship 
Administrative control 
- to organise building 

accounting functions and 
benchmarking and 
harmonisation of 
procedures and practices  

Accountability

Policy and 
procedure 

Performance Result control 
- tensions, lack of 

comparability and 
implementation of new 
systems to hamper fluency 
and quality in control  

Result control 
- integration work to disturb 

normal duties and to 
decrease the level of 
analysis  

Administrative control 
- to provide resources for 

reviewing performance and 
familiarising acquired 
companies 

Result control 
- education given on new 

systems to build 
relationships and 
confidence on quality of 
reporting 

Administrative control 
- limited resources to result 

in acting based on 
systems trust 

Resources

Financial
review 

Knowledge Administrative control 
- criticalness to provide 

fluency of acquired 
operations and to use 
acquired knowledge to 
develop the merged 
operations
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Administrative control 
- tensions and departures to 

create challenges for 
control 

Administrative control 
- tensions environment to 

require approaching with 
trusting attitude in order 
not to create more 
tensions

Politics 

Process-related 

Defensiveness  Administrative control 
- resistance and tensions to 

limit familiarising to 
acquired units and to 
result in acting based on 
systems trust 

Culture  Administrative control 
- company culture to affect 

the way of approaching 
an acquired 

- national culture to impact 
on beliefs of another and 
the use of control 

- strong identification with 
national and company 
cultures to create tension 
and hamper integration 

In addition to the above table showing that several organisational factors 
impact on the use and efficiency of control, it also reveals that the relationship 
between trust and control significantly affects the procedural integration 
process. Next we discuss more deeply these critical factors and the importance 
of trust and control in procedural integration.  

In two ways accountability is important to procedural integration: first, 
relating to policy and procedure integration, and, second, in maintaining 
performance accountability. In policy and procedure accountability,
challenges relate to the administrative control area. When lack of accurate 
planning and organising creates confusion in procedural integration (Granlund 
2003), proper administrative control is needed in order to avoid these 
problems and to organise the procedural integration process. In this case, 
planning before completing the deal provided guidelines for the integration 
process. Accountability was created by establishing timescales for specific 
projects such as comparing best practices, writing manuals and harmonisation 
of practices in which progress was reviewed. Clear plans and time schedules 
focused attention on the integration process. Bonuses arranged for the 
acquired company accounting function were important for facilitating their 
work, both in the area of policy and procedure, and in maintaining the area of 
performance accountability. 
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Maintaining performance accountability focuses on the area of result 
control. The integration process involves several critical steps in maintaining 
performance accountability. First, the acquired company accounting function 
not necessarily welcomes the acquisition and can act in a hostile way. Hostile 
feelings are understandable when procedural integration typically means 
rationalisation of the acquired’s headquarter functions. In this case, bonuses 
for good work maintained a spirit of co-operation, but negative feelings openly 
created tensions between the parties. In order to provide fluency of operations, 
all critical functions were moved to the acquirer headquarters, which, at same 
time, increased negative feelings on the acquired side. The second challenge 
involves comparability of information when companies are operating with 
their own systems. In this case, the acquired company’s accounting function 
continued sub-consolidation during the transition period and serving its units. 
A report was also put together, which tried to combine the financial affairs of 
both companies in one format which, however, did not give a comprehensive 
picture of the overall situation. The third challenge involves integration of a 
new reporting system into the merged company. In typical situations, the 
system of the acquirer is implemented in the acquired, but in large ones such 
as in this case, the reporting system change can involve the whole merged 
company. Implementation of a new system involves several challenges, which 
hamper the maintenance of performance accountability. Implementation of a 
new system can cause reduction in quality, lack of sophistication and 
duplication of information (Jones 1985b). The implementation of a new 
system can even confuse the whole acquired company, resulting in a drop in 
performance, resistance and lack of input data (Christensen et al. 1982). 
Although in this case only the Hyperion group reporting format was 
implemented, the same problems in quality of information were faced as in 
previous studies. The level of information decreased, and hiccups in reporting 
and audit trails occurred when, for several months, the system did not involve 
comparable figures from previous years. The lack of comparability lasted for 
several months due to lack of resources, which are discussed next. 

Resources play an important role in the outcome of procedural integration. 
Resources can be categorised into two areas: financial review resources and 
knowledge resources. Financial review resources are related both to result 
and administrative control. In result control, challenges during the integration 
process relate to the time available to analyse and review the financial 
situation. The integration process, with all its tasks of writing manuals, 
building new reporting formats, comparing best practices and getting familiar 
with new units, challenges normal financial review tasks and easily disturbs 
other normal procedures (see, also Granlund 2003). In this case, the group 
accounting function operated only as a reporting generator, leaving the 
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analysis work to other people. They tried to survive the legal reporting 
requirement by giving higher priority to financial accounting and trying to 
synchronise management accounting in some reasonable way. As the 
resources were limited, the group accounting function was not able to conduct 
any ad hoc reports during the hectic first six months. Later, when the new 
reporting format was ready, efforts were made to teach business units using 
this reporting application. This teaching round, as well as building confidence 
in the reporting accuracy in the merged company units, also acted as a 
socialising element, introducing people to each other and helping interaction 
between the group and the units. 

Administrative control is related to reviewing and getting familiar with the 
financial situation in the acquired company. Limited resources during the 
integration process hamper administrative control and thus familiarisation with 
the acquired units. In this case, limited resources at the group accounting 
function resulted in people acting based on systems trust in the business units: 
when reports were consistent and systematic, the units remained trustworthy. 
Limited resources resulted in solving problems situations case-by-case and not 
increasing the level of control. The main responsibility in this familiarisation 
task was delegated to the business group controllers, who, at the time, were the 
controllers of the biggest business unit, so only had limited time to familiarise 
themselves with the new business units. Their limited resources also resulted 
in their acting based on systems trust, in some cases: when units were showing 
consistency and no signs of trouble were made known, it was believed what 
was guaranteed and reported.  

Knowledge resources are important in fluency and in developing the 
procedural function. Knowledge resources are related mainly to administrative 
control. The fluency of the accounting functions depends on the availability of 
accountants who are knowledgeable about the tasks. The risk in the integration 
process relates to departures from the acquired side, when they have only 
critical and not documented knowledge. In this case, some hiccups were 
created when the acquired accounting function emptied faster than was 
expected. As, however, the departing accountants were given generous 
bonuses, they were motivated to help in the group’s financial adjustments even 
when working elsewhere. 

Knowledge resources can be increased in M&A operations and should be 
used to develop operations. Previous accounting literature states that acquirers 
mainly tend to implement their own systems in acquired units and pay limited 
attention to sharing best practices (Jones 1985a, b; Granlund 2003). Thus, 
possible knowledge resources in acquired companies tend not to be used for 
developing the procedural function. In this case, the size and political 
atmosphere of the acquired side emphasised the use of its knowledge 
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resources. These knowledge resources gave valuable input to the integration of 
procedures in the merged company. 

Politics affects the procedural integration process in two ways: process-
related politics and defensiveness. Process-related politics hampers 
administrative control. Process-related politics is natural at the headquarters of 
acquired, when acquisition typically means rationalisation of the acquired 
companies’ headquarter functions, and the moving of all important functions 
to the acquirers’ headquarters. In this case, the acquired company had 
difficulty in accepting that they were bought by a much smaller company, and 
they let their frustration be known. These feelings had an impact on the 
fluency of operations, although they did not harm any critical ones. These 
strong feelings in the acquired company convinced the acquirer company’s 
accounting department to approach the acquired in a trusting manner, in order 
not to create more tension. 

Defensiveness also hampers administrative control. Acquired company 
units are not necessarily open to requests for familiarisation with their units, as 
was found in the case. In this case, some units felt that such requests were 
impolite. These tensions resulted in some business group controllers limiting 
their questions, and acting based on reports given, in order not to create more 
tension.  

Culture also affects the procedural integration process, influencing the way 
that merging companies approach the relationship between each other. These 
cultural factors impact on the administrative control area. In this case, both 
company and national cultural affected the relationship between the merging 
companies. The company culture in the acquirer was to approach the acquired 
companies with a trusting attitude, respecting local forces until something 
exceptional occurred. This trusting approach was regarded as especially 
important in this acquisition in order to sustain decent co-operation between 
the parties, since the acquired company was bigger and had not accepted the 
acquisition very well. Additional tensions were created because the acquired 
company had a strong national and company culture, which especially in 
Europe, also had strong attachments to some business units. Although tensions 
were considerable, the acquirer felt that they would have been greater if the 
acquired had been from a stronger nation. The strong national culture 
background of the acquired was also viewed positively in this integration 
process, since the acquirer regarded the national culture of the acquired as 
reliable, plain-speaking and trustworthy. Based on this stereotyping, the 
acquirer had confidence that the promises of the acquired could be relied 
upon. 

To sum up, based on the above discussion, we argue that the factors 
affecting M&A performance in procedural integration are accountability, 
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resources, politics and culture. These critical factors were found to be strongly 
connected to trust and control, which leads us to conclude that trust and 
control are explanatory factors in the outcome of procedural integration. We 
conclude that the outcome of procedural integration depends on the effective 
organising of control organisation, retention and the use of key resources and 
the ability to tackle organisational politics. 

4.6 Operational integration  

4.6.1 Integration process in a regional organisation 

This section provides a story describing the integration process in a regional 
organisation. The integration process described is in one of the countries, 
which are the largest in terms of the combined company’s European and 
global sales. This region was selected as it was expected that one of the 
biggest synergies in operational aspect in the whole integration could be 
achieved here. The integration in this country involved six sites, although it 
was decided to close one of the sites immediately after the acquisition. The 
acquired company had two sites in that country and the acquiring company at 
the moment of the integration four sites. The regional organisation employed 
about 1,600 people and the combined net sales of regional sites totalled about 
170 million Euros. The acquirer company sites had been relatively tightly 
connected to each other, under one regional managing director, whereas the 
acquired company business units were standalone. 

This regional integration created some uncertainty in the merged company, 
since synergies were the target in different organisational areas. Uncertainty 
was also evident since the level of performance in most of the sites was poor, 
which increased the demand for cost-cutting in the regional organisation. 
Redundancies were clearly expected as a result of this integration. The main 
integration benefits were expected to be achieved by closing one small site, 
relocating some machines, integrating sales forces and centralising 
administrational services.  

The merger resulted in organisational changes in the regional organisation. 
The standalone units belonged to the acquired company and the acquiring 
company sites were all put under the country organisation. The existing 
acquiring company managing director was appointed as a deputy director and 
was given the responsibility of organising the integration process and leading 
administrational services. A director who was promoted to the position of 
regional managing director, came from the acquired company side and from 
another country. The organisation was structured so that four sites were led by 
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site directors. Another of the two units from the acquired side fought to remain 
as a standalone unit and was only loosely connected to the regional 
organisation. Its business unit managing director joined the regional 
management team but the unit was not integrated into the regional 
organisation in many other ways. For example, its sales organisation remained 
untouched whereas the other unit from the acquired side was totally integrated 
into the regional organisation. Sales were centralised at these other sites by 
forming three sales teams according to product technologies. Site directors 
were responsible for all matters at their site except sales — attempts were 
made to centralise administrational services at the sites, which is discussed 
later in this section. Three site directors, three sales directors, one operations 
director19, a business unit managing director and the deputy managing 
director/SSC director reported to the regional managing director and, together 
with him, formed the regional management team.  

The accountability of the integration synergies was created by establishing 
a regional task force responsible for achieving synergy benefits. In the 
business plan, possibility of closing one site had already been evaluated, along 
with the relocation of some machines, integrating sales forces and conducting 
administrational centralisation. The regional task force was divided into 
several sub-task forces involving sales, administration, sourcing and a task 
force for completing relocations. The task forces were required to complete 
plans according to the formal integration process timescale, and the progress 
of these local task forces was evaluated on a monthly basis in the regional 
management team. As the new managing director came from another country, 
and had an incomplete knowledge of the organisation, the former managing 
director leading the integration process played an important role in conducting 
the integration process.  

The challenges of this integration focused on conducting integration 
projects and managing the merged company. The synergy plans were 
established in a detailed manner within the given timescales and without much 
tension, but implementation of these plans created several integration and 
business problems. Many of these problems culminated in the structure of the 
regional organisation. The new management team structure consisting of all 
sales and site/operations directors, the administrational director and the 
managing director, was a place in which there were continual arguments 
between different parties, which hampered achieving synergies and business 
performance in the regional organisation. In the next part, the challenges faced 

                                            
19 At the biggest site where the managing director and the deputy director were located, there was no 
site director. There was an operations director who was only responsible for manufacturing. He also 
belonged to the regional management team. 
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by this integration are divided into the areas of sales, administrational, 
operational and sales and operational relationship.  

Sales area 
Uncertainty was evident in the sales forces of both the acquired and the 

acquirer side, since there were clear overlaps with both companies selling 
products in similar technology areas. The main synergies would thus focus on 
reducing headcount. The new organisation was not announced immediately 
after completing the deal, and it took three months until the new structure was 
established. This created uncertainty over quite a long period, which it was 
believed adversely affected the performance of sales people. Accountability 
was difficult to sustain, as the effects of sales performance were only seen 
after a long period. 

I think certainly some sales people left the field. You know those sales 
guys don’t feel secure. It can make them think oh I better do my legal 
best to sell more, etc. or they can think decisions are already been 
taken, it doesn’t matter what I do for next few months either it is too 
late for making difference, so wait and see what happens. [Although]
you have demotivated sales people, you don’t probably actually see the 
effects for another nine months, because business takes such a long 
time to develop in our region. You are missing the start of opportunities 
over sales for next few months. […] I would say there was probably a 
high degree of old agency of sales force looking around what was going 
on rather than concentrating on sales. (a regional management team 
member) 

During this periods of uncertainty, the need became evident for extensive 
leadership to sustain sales people’s motivation. The sales directors held many 
meetings for their sales forces, and shared information about the current 
situation, trying to reassure their staff and keep them motivated. The sales 
directors themselves were not, however, conscious of their own situation 
during these three months, during which they needed to keep their sales forces 
concentrating on sales work.  

Sales force integration involved favouritism, which resulted in a negative 
effect on the merged company performance. The acquired company consisted 
of two sales forces and two sales directors, and the acquirer company 
consisted of three sales forces and three sales directors. The representative of 
the acquired company, who was appointed managing director, modified three 
sales forces and appointed two sales directors from the acquired side and one 
from the acquirer side, thus blatantly favouring the acquired company. 
Another sales director who was dismissed, had extremely good customer 
contacts and valuable market knowledge. He would have agreed to work under 
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the appointed sales director, but the new managing director wanted to get rid 
off him. He ended up working for a competitor, and took many customers with 
him as well as his awareness about the merged company cost levels. Extensive 
effort was put into selling these sales structure changes to the customers, but 
some relationships were based on very good personal contacts, and the new 
sales directors were not able to build relationships that were as good as the 
previous sales director had. 

Creating accountability in the new sales structure also faced problems. 
Problems were caused when the sales forces were taken away from the sites to 
a more divisional structure in which the sales force had less contact with the 
sites. Problems were especially caused on the site from the acquirer side, from 
which sales director had been removed. Besides sales director being removed, 
a considerable number of sales people were also dismissed. The sales director 
from the acquired side, who were given the main sales responsibility for that 
site, had difficulties in creating good relationships with the customers and in 
creating accountability for his sales team. The sales of this site were divided 
between sales people coming mainly from the unit of the acquired company. 
Since they were given accountability to handle only one or two accounts from 
this site, they were not as focused on selling these products as previous sales 
people had been. In fact, not all of them even visited the site. Problem also lay 
on the market side. These sales people were mainly serving their previous site, 
which was offering products on growing markets, whereas the problem site 
was manufacturing products for declining markets. The sales staff received 
their bonuses more easily by focusing on growing markets. Problems in the 
sales area reduced sales by about 40 % at this site, causing it serious problems.  

Another factor causing problems on the sales side was a lack of formal 
training and motivation to participate in informal training on new products and 
markets. Although the sales areas were divided into three divisions according 
to customer markets, sales staffs were given a limited amount of training about 
their new responsibilities and new wider product range. Although some 
training was offered at the sites, not all sales people were motivated to get to 
know about their new products, as they preferred to serve their old accounts. 
This clearly hampered sales performance in the regional organisation. 

Administration 
During the integration a shared service centre was set up to harmonise and 

run administrational issues in the country organisation. Centralisation in the 
administrational area had already begun before this acquisition, when the 
biggest unit in the region took over other units in the country organisation. As 
the acquirer group grew, it started to delegate integration responsibilities to 
local organisations. The biggest unit in the region was given the responsibility 
of integrating local units in the area. It had introduced the same information 
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systems to all the acquirer side units in the country organisation before this 
acquisition. Some administrational functions had also been centralised at the 
largest site. It was decided to continue centralisation at the now-established 
shared service centre, and to reduce administrational costs at the sites. 

Centralisation was seen as one way of gaining synergic benefits in 
integration. The problem in harmonisation practices among the sites and 
reducing administrational costs at the sites was the organisational structure. 
The production directors appointed to the site directors were now also 
responsible for administrational issues at the sites. The problem lay in two 
areas. First, these new site directors were not necessarily knowledgeable about 
the administrational areas they were managing. Second, they were keen to 
keep resources in their sites and not interested in paying shared service costs. 
The administrational people at the sites were not under the direct 
responsibility of the shared service director, so every time the SSC director 
wanted to make a change, he needed to talk with the site directors and 
persuade them to support the change. 

The sites did not favour the centralisation of services. They were not 
enthusiastic about losing resources from their site. They also saw that many 
issues such as technical development were becoming more problematic, now 
that they were to be centralised than when they were locally based. The site 
directors felt the centralisation process meant that the largest site was trying to 
manage the other sites as if it were a country headquarters, when they regarded 
group headquarters as the only headquarters in the whole company.  

Centralisation was a widely discussed topic in the management team but, 
due to contradictory views and lack of clear direction, centralisation stayed in 
limbo. When the shared service director tried to implement centralisation, the 
site directors tried to retain their people at their sites. The regional managing 
director did not have clear view of the centralisation, and tried to favour both 
the site directors and the shared service director. The situation was cut in the 
middle: some issues were centralised and some were left at the sites, with the 
result that not all necessary synergies were achieved in this area. 

The country organisation had been delegated with responsibility of taking 
over the acquired company units. Both these sites had operated as standalone 
units. The other unit had loosely belonged to the Europe-wide organisation, 
which it had been decided would be wound up, connecting all these units to 
regional organisations. Another unit had reported directly to the acquired 
company headquarters. The latter was completely taken over.  

The voluntary departure of the management team members and the 
prevailing view that the takeover was a merger, facilitated the integration 
process in the unit from the acquired company. Generous benefits were also 
given to departing directors, which also helped the fluency of the integration 
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process in the unit from the acquired company. The MD from the unit of the 
acquired company left voluntarily to lead another business unit in the merged 
group, and many other members of the management team also departed. The 
reason for their departure was the decreasing role of the unit, due to the fact 
that the site would no longer need the same level of management team, with 
decision-making and many administrational tasks being centralised in the 
regional management team. As two sales directors from the unit of the 
acquired company continued as sales directors in the country organisation, the 
unit from the acquired company experienced continuity and stability. 

Challenges in integration focused on information systems and the 
performance of the unit from the acquired company. The unit situation was 
evaluated at the same time as the unit was taken over. The dominant regional 
management structure and limited resistance in the unit from the acquired 
company made familiarisation relatively easy. Several problems were noticed 
in the level of the procedures and in stock valuation. After the incumbent 
controller left the organisation, a new one outside the regional organisation 
was appointed to take control. The unit from the acquired company operated a 
different information system, which created a challenge for the control of the 
unit from the acquired company. An information link system was established 
to receive sales forecast information from the unit of the acquired company 
system. No other link existed, however, between the information systems, so 
the regional organisation was not up-to-date regarding the situation in the unit 
from the acquired company. Problems were also created due to tension 
between the site director and the shared service function. 

The organisational structure created difficulties in the trust and control 
relationship between the shared service function and the local controller. The 
controller appointed to the acquired site was later found to be unqualified. His 
performance caused problems both for the shared service and at the site. The 
site director did not, however, want to dismiss him. Although the shared 
service director had a duty to harmonise and take care of administrational 
issues at the sites, he needed to continue the relationship with the incompetent 
controller whose performance was not trusted. This meant that extra time was 
required to supervise the tasks of the incompetent controller, in order to get a 
full picture of the situation at that site.  

Operational 
There was clear pressure to achieve synergies by consolidating 

manufacturing. Manufacturing consolidation was the major part of the plan to 
achieve synergies in the country organisation. The synergy plan involved 
integrating one small site into other sites by dividing its current manufacturing 
process between two other sites, and changing manufacturing processes at 
these two sites. These relocations caused huge problems, since the receiving 
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units were not sufficiently competent to run the manufacturing processes. The 
closed site had employed 25 people who concentrated on a high-value and 
highly complex manufacturing process. The receiving units were used to 
producing low-value and products of low complexity. The problem was that 
people at the closed site were not willing to transfer with the machines. 

We are going shut [the name of the] factory, we are going to move [the 
name of production] up to [the name of the receiving factory] and to 
move [the name of the other production] down to [the name of the other 
receiving factory] because it was [the name of production] here and 
[the name of production] in [the name of the receiving unit]. OK, on 
paper that sounds OK. The [problem] issue was that basically our 
ability, our system, again our ability to use the system to control 
movements of stock to understand process. We had many people we lost 
in [the closed site] they all left, all of them. The person who understood 
the business and procedures we did not pay the money for her […] to 
manage this issue. We were stupid saying we are not going to pay. (A 
regional management team member) 

At the site where the machines were transferred to, cost pressures were so 
high that the people coming to train machine operators were operators 
themselves and not official trainers. A fear of double placements existed. 
When the skilled staff from the closed site left, the machine operators at the 
receiving site did not have the required knowledge of the manufacturing. The 
factory had been used to producing long runs and low-complexity products. 
They tried to use the same method for the new products. The same 
manufacturing method was not applicable and errors occurred in 
manufacturing. A regional management team member describes the situation 
and choices made in manufacturing. 

What happened instead of transferring skills […] they ran machines. So 
used instead of training people how to run the machines, they were 
transferred [here to run machines]. And because the volume of business 
was transferred, what happened is those people were used to actually 
run the machines. So when they finished running machines and left for 
redundancy, there weren’t people coming through who had been 
trained to run these machines. Again that was because we were very 
nervous about doubling headcount, because then you’ve not only got to 
pay for people from [the closed site] to come down, you’ve also got to 
pay for the additional headcount. So that you can run machines and 
train as well what we believed we could do. That was a mistake 
thinking we could transfer the people and get them to run machines and 
get that level of knowledge much quicker than was possible. Yeah 
because we thought we saw pretty simple technology, we run [that type 
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of production] anyway, again it is not a new technology […] [it was] a 
different type of business in level of service, levels of stocks. It had a 
level of flexibility with people working in different areas, and what they 
could do with those people and that got lost in a system, both [the 
receiving units], which were used to much bigger volumes rather than 
customised small volumes, suffered as consequences. 

Problems also occurred when the manufacturing was divided between the 
two sites. The co-ordination function was given to the shared services. The 
shared service function was not, however, able to take care of the co-
ordination function, so the sales organisation tried to take care of it. Such a 
function was new for the shared service, as there had been no need for co-
ordination before the relocation when all products were manufactured at the 
same small plant. 

Manufacturing problems were also caused at the other site to which 
manufacturing had been relocated from the site that had been closed. The 
problem was that the unit had never before manufactured such products, and 
was not familiar with the machines. The cultural difference between the 
receiving unit and the closed unit was considerable. Whereas the closed unit 
had been flexible and used to automatic production, the receiving unit used old 
manufacturing methods and was heavily unionised. People from the closed 
site were unwilling to transfer to the receiving site and resentment meant that 
they had no desire to help the receiving unit. The receiving unit met problems 
in running their new machines, and, because there was no co-ordination with 
the other receiving site, business took a downturn. Problems in manufacturing 
and the areas of co-ordination caused customers to move to more reliable 
products and manufacturers with shorter lead times. The profitable business 
started to drain away.  

We head a crucial shortage in our service level for the whole summer. 
So we started losing business, our customers started moving more to 
reliable forms of practice, shorter lead time and more reliable 
products, and the point what was two and half years ago [x] million 
[…] business is probably now something like [1/6 x]. (a regional 
management team member) 

Problems were caused when it was decided to relocate some machinery 
from an acquirer site to the acquired site. A potential for synergies had been 
identified, since the unit from the acquired company was manufacturing 
material used in the products manufactured with those relocated machines. 
This caused a major shock for the personnel from the unit of the acquirer 
company, as they had only received those machines one year before. These 
machines had been acquired by that unit to create growth, and a decent level 
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of business had already been developed with the machines. Losing the 
machines did not create a fruitful climate for help to be given in relocating the 
machines since their loss had direct effects on the headcount of the personnel. 

Lack of capability to operate with the relocated machines hampered the 
achievement of synergies in this relocation. One argument in favour of the 
relocation was that the receiving unit said it could run the machines at a higher 
speed than the acquirer site had. Again problems were caused when personnel 
were given the opportunity to move with the machines but refused. Although 
some people transferred with the machines in order to help the receiving unit 
set them up, very little knowledge of running the machines was transferred. 
The relocation and start-up of the machines succeeded, but the machine 
operation was not successful. The receiving unit did not have enough 
capability and experience in running such machinery. They were used to 
running machines that did not require support and manufacturing maintenance. 
Since one argument in favour of the relocation had been that the unit from the 
acquired company would run the machines faster, the unit had a strong need to 
show that they were able to do that. This faster speed was indeed possible, as 
they were undertaking no maintenance work. At first, the performance was 
good, but problems occurred when machines had to be repaired due to skipped 
maintenance. This caused a cycle of high manufacturing speeds and broken 
machines, in which help was continuously needed from the unit engineers, 
who had lost the machines themselves and now had to spend their time repair 
the relocated machines.  

Bad manufacturing performance due to the manufacturing relocation meant 
that customers began to move to other manufacturers. Problems were caused 
for customers in terms of low quality and late deliveries. This meant that the 
potential possessed by these machines was wasted. At the time of relocation, 
competitors in the region did not have the same manufacturing capability. This 
weak situation encouraged competitors to enter the market to fill the gap 
customers were experiencing due to problems at this site.  

Sales and operations relationship 
Integration impacted on the business processes in the regional organisation. 

Even before the integration, the regional organisation had suffered from a poor 
sales and operations relationship. The major problem in this process was a 
lack of formality. The lack of formality in the relationship between these 
functions meant that both operated individually without any link to each other, 
causing serious problems in matching supply and demand. Lack of formality 
in the process meant that sales personnel did not share all information with the 
manufacturing side, made inaccurate sales forecasts and sometimes ended up 
selling unavailable capacity. As manufacturing was not receiving accurate 
orders or sales forecasts, it ended up producing the wrong items at the wrong 
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time. Lack of a proper sales and operation process meant that, in some weeks, 
manufacturing operated on overtime and, in other weeks, there was no 
manufacturing at all. This problematic process caused difficulties in satisfying 
customer needs and caused tension between the parties. A regional 
management team member describes the situation between sales and 
operations. 

Sales unit did not pass the information to manufacturing and that 
caused big problems. There is no information. Sales guys said I do it 
my way, manufacturing says I didn’t know you ordered that but I 
manufactured this. What happens is that people start blaming one and 
another… 

Integration increased problems in this sales and operations process. In 
structural changes sales were centralised and taken away from the sites, 
causing less contact between the sites and sales. Changes on the sales side also 
in some ways meant that sales persons did not have proper knowledge of the 
manufacturing process of their new products. This decreased communication 
and lack of knowledge of manufacturing further increased problems in the 
sales and operations relationship. The parties had only a formal link at the 
regional management team meetings, but these meetings were not solving 
current problems and focusing on future situations; on the contrary, the parties 
were blaming each other about problems during last months. Lack of formality 
in the sales and operations process in fact increased difficulties in foreseeing 
problems, since there was no controllability and visibility, which could have 
helped to resolve things. 

The lack of formality and mess in the process impacted on trust between the 
parties. Sales and operations were not confident in how the other party 
functioned. Integration further decreased the level of trust on the sales side, 
since the relocated machines increased problems in the receiving units. In 
some of the relocations the sales people had more knowledge of 
manufacturing process than the receiving manufacturing units. The lack of 
trust in the operations function meant that sales persons were required to spend 
extra time in guaranteeing the correctness of the production deliveries. The 
situation during the integration is described by the sales management side. 

It was obviously difficult what you ended up doing. People who really 
cared about delivering products to customers, sales people […] they 
have to get much more involved in speaking to planners, and in some 
cases even speaking to the purchasing department to make they were 
buying in the correct raw materials just to make sure that project was 
been managed properly. […] Sales people got much more involved in a 
part of the business, that, if you had good planning and production 
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process and trusted what was to happening — they shouldn’t have had 
to get involved in.

Tensions and the mess in the sales and operations process affected the 
sustaining of informal relationships between parties. When the sales side 
blamed operations people for poor manufacturing, the operations side blamed 
the sales side for inaccurate forecasts and lack of formality. These tensions 
reflected at their meetings. The operations and the sales people were supposed 
to have informal monthly meetings but the sales people did not necessarily 
show up at those meetings. The operations people thought that the sales people 
were not participating in the meetings because they did not want to explain 
why they had not met their sales forecasts. When the sales people did not 
participate in the meetings, the operations people felt that they were not 
receiving enough information from the customer side and efforts to build a 
more structured process failed due to lack of commitment from the sales side. 
The situation is described from the operations management side. 

Their [sales people’s] view was that they spend the time better on the 
road than they could in an office talking about how they could match 
supply and demand and that may be true. But certainly from operations 
perspective I do not believe that. They saw they would be interrogated 
about their forecasts once a month. If they had to explain why they did 
not achieve their forecast or what was wrong in their forecast, then 
they would come if they didn’t have to explain. Then next month 
everyone forget about it because it moves on. Yeah so the sales team 
was not managed, simple as that. They were not managed, there was no 
structure to manage, so, although we had sales directors the fact was 
that they were all doing their own thing. They just wanted service the 
accounts yeah rather than structuring, formalising a business approach 
about how we can make it. 

The continued problem in the relationship meant that the parties started to 
conduct each others’ responsibilities. Not only had the sales staff begun to be 
more involved in manufacturing processes in order to guarantee the success of 
deliveries, the operations side also started to establish contacts with the 
customers in order to get their views about the products, since they did not 
trust in getting enough information via sales people.  

Problems in the regional organisation finally ended restructuring. The 
integration changes resulted in decent development in the profit line during the 
first two years following the acquisition; these synergy benefits, however, 
concealed the poor situation in the regional organisation. In the end, the trend 
in the profit line turned clearly downwards, and well-made presentations no 
longer convinced top management. Radical restructuring was carried out in the 
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regional organisation, leading to the dismissal of the regional managing 
director, a pair of site directors and an unqualified controller, decreasing the 
headcount in many units and changing the sales management. The sales 
director, who had good customer relationships and who was removed when 
the new sales organisation was established, has been recruited back to the 
regional organisation. Business processes were also screened, and it was found 
that the sales and operations process was problematic. Outside consultants 
were taken on to build a new business model. The new model created strict 
guidelines on both sides, which brought visibility and controllability to the 
process. These guidelines built the relationship between the parties since 
problems in forecasting accuracy and the manufacturing process became 
solvable. Building this new model also started to develop trust between the 
parties.

4.6.2 Integration process between two business units 

This section provides a story describing the integration process between two 
units, which were fierce competitors before the integration. The integration 
process described is in a country which is one of the most important countries 
in the merged company. Four units operate in the region: three of those units 
belonged to the acquired company and one was from the acquirer side. As one 
of these three units of the acquired company was located near the unit of the 
acquirer, operated with similar production technology and served the same 
customers, it became clear that synergies would be sought between these two 
units. As the units had been fierce competitors before the acquisition, the 
integration process offered many challenges. Synergies with the two other 
units of the acquired company were sought only from the network type of 
activities discussed earlier in this thesis. The unit of the acquirer employed 
about 500 people and its net sales were about 60 million Euros. The unit of the 
acquired employed about 400 people and its net sales were about 45 million 
Euros.

The merger was a surprise for both sides but taken positively by the unit of 
the acquirer company side. Both suppliers and customers had already started 
to consolidate in the region where the units from the acquirer and the acquired 
company operated, and these units were not major players between the 
suppliers and customers, with low bargaining power. This consolidation 
development had already started to impact on pricing so this merger was taken 
positively on the acquirer side as it was seen as strengthening the situation on 
markets, and giving more bargaining power.  
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Integration between these two units was conducted by deciding to appoint 
the managing director of the unit from the acquirer company to the position of 
business group managing director. His responsibilities were to manage his 
own unit and act as a superior for several other business unit managing 
directors including the unit of the acquired company, and to form a task force 
to evaluate and execute synergy processes between these two units. The 
managing director of the unit from the acquired company continued in his task 
but became responsible for reporting to the managing director of the unit from 
the acquirer company. The task force included members from both units, and 
their job was to seek synergies in organisational structure, back-office 
consolidation, purchasing, R&D and production areas. The main synergy areas 
were in the areas of back-office and sales forces.  

Attempts were made to develop the relationship between the units in a 
friendly atmosphere, with the first meeting being held over dinner and wine-
tasting without discussing synergies, although the acquired side was very 
worried about the integration. It soon became clear for the unit from the 
acquired company that the unit from the acquirer company was a driving force 
for synergy discussions, which caused uncertainty in the unit from the 
acquired company. Although the integration between the acquired and the 
acquirer company had been communicated as a merger, it was soon perceived 
in the unit from the acquired company as a takeover. The need for synergies 
was understood in the unit from the acquired company but, as it meant 
integrating back-office functions into the unit from the acquirer company and 
removing some sales people, these synergies were not welcomed in the unit 
from the acquired company. A management team member of the unit from the 
acquirer company describes the situation. 

First small problems came up. We as [the unit from the acquirer 
company] management team went to [the unit from the acquired 
company] and said we want to talk about possibilities of integration 
and finding synergies, cost cutting. Of course you could feel, I 
remember well in this first meeting, that the word ‘merger’ clearly was 
not anymore believed by [the unit from the acquired company] people, 
because they felt there were people coming to [takeover]. They want to 
take the lead, they want to see how we work, they want [the acquirer 
company] to change our mode of work into [the acquirer company] 
mode of work. That was very obvious at that time and big challenge for 
us as a management team, [the acquirer company] how to manage 
these feelings which were based on these uncertainties.

Searching for synergies between the units caused resentment and the 
concealment of information in the unit from the acquired company. Some 
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people from that unit thought that they could remain in the unit by concealing 
information or revealing it only bit-by-bit. Also on the sales side was 
guaranteed that some sales contacts were based on very good personal 
relationships, but, under closer scrutiny, they were just normal business 
relationships. The atmosphere in the unit from the acquired company 
deteriorated over time as synergies were sought. The resentment and 
concealment of information is described by a management team member from 
the unit of the acquirer company. 

[The unit from the acquired company] people became more and more 
nervous and the relationship was not very warm. It was quite cold 
because people wanted to defend their positions and jobs and their 
influence in decision-making, etc. as they could feel that [the acquirer 
company] was about to take more and more over. They were afraid and 
some of the key people left, not many surprisingly […] and some others 
tried and succeeded to conceal information because, the more 
information they had on their side, the more protected they were of 
course…

Being taken over by the acquirer was not easy for the unit from the acquired 
company since they had been part of a very large global company before being 
acquired by the acquired. They had been acting quite independently in the 
acquired company and now much smaller company than their previous owners 
was taking them over. It was said that they were still living in their glorious 
past rather than in the present day. These feelings could not have helped the 
relationship between these two units, causing tension and a very difficult 
integration process. Being integrated into the unit from the acquirer company 
and also the acquirer company was not easy for anyone in the unit from the 
acquired company. These feelings are described by a management team 
member from the unit of the acquirer company. 

When [the acquired company] twice the size of [the acquirer] was 
merged in or acquired by [the acquirer company] then people don’t 
understand the world so easily. They would have understood it the 
other way round. We are big, [the acquirer] is small, let’s do the deal. 
[…] also I think one factor was that [unit from the acquired] had 
belonged to [the global company] the big [the global company], and 
you can still feel today that some colleagues still have the culture at the 
back of their minds. We have been a big, big, huge European even 
global company or at least part of that company [the global company] 
conglomerate. We were just bought by small [the acquirer] so that was 
something a lot of people had to fight in this whole story and it is not 
totally over.
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Sales force integration was seen as one of the main areas where synergies 
could be achieved, but sensitive and structural factors hampered the 
achievement of synergies in these areas. The unit from the acquired company 
consisted of one sales force and the unit from the acquirer of two. The overlap 
was in the other sales force area, as the unit from the acquired company 
operated only in one technology. It was targeted to integrate these overlapping 
sales forces, but for defensive and sensitive reasons, such integration was 
postponed for five years. Both managing directors wanted to retain their sales 
managers, and there was also fear that integration would not necessary lead to 
positive outcomes, since the units were rewarded based on their profit and loss 
statements. This meant that it was most economical to sell products from their 
own unit. Being a good seller of products from sister units would lower the 
EBIT percentage.  

Sensitive factors affected creating an emergency solution in the sales force 
structure and sales work. Both sales managers in overlapping areas were kept, 
but the sales segments were divided in order to avoid visiting the same 
customers. This solution did not work very well. The same customers were 
visited in some cases by two sales men, and the offering of products from the 
other unit was not facilitated by the reward system. It was also noticed that the 
current situation was only temporary and that the sales forces would be 
integrated eventually, which meant that the sales managers acted to secure 
their positions and avoided communication with each other. In order to create 
cross-unit sales between the units a matrix structure was created. This 
structure did not, however, create much cross-unit sales, because, first, the unit 
EBIT was still the main driver and, secondly, negative feelings in the unit 
from the acquired company limited sales of products from the unit of the 
acquirer company. 

Consolidation between the units offered a possibility to compare practices 
and relationships with the customers. This also offered the possibility to 
increase prices and get to know how customers had toyed with the previously 
competing units. Efficiencies and price levels were compared and best 
practices discussed. Although the integration gave the customers a chance to 
order a wider product range from a single company, it also had some 
downsides. Some customers noticed that integration made them fully reliable 
on a single supplier. This encouraged them to move part of their business to 
other suppliers.  

Consolidation between the companies in the same regions and 
manufacturing technologies offered possibilities to consider manufacturing 
consolidation in the European area, which created a threat for the unit from the 
acquired company. In order to evaluate efficiency in manufacturing, an 
integration task force was established to evaluate possibilities to consolidate 
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manufacturing in the European area. One suggestion of this task force was to 
consolidate part of the unit from the acquired company into a unit, which was 
operating in another country. This suggestion was optional; it required that the 
unit where the unit from the acquired company would be relocated would 
become profitable the following year. 

Consolidation of the units was then re-assessed since the unit earmarked for 
consolidation did not move into the black within the given timescale. This 
offered a new possibility for the unit from the acquired company. The unit 
under observation had been performing badly over recent years. It had been 
performing inefficiently, made unreliable deliveries and also had problems in 
manufacturing planning. Several management changes had been made, but 
this had not improved its performance. Just before the merger, the unit 
received a new factory, as it had complained that its bad performance was a 
result of its old factory. In the event, however, the new factory solved only a 
few of its performance problems. Many managers in the acquirer company had 
started to think of the problems of this unit as being unsolvable. When the 
performance of this problem unit did not become positive, analysis was made 
of other opportunities, and the decision was made to integrate the problem unit 
into the unit from the acquired company. Based on very optimistic 
calculations, the transfer was made to seem positive, although divergent views 
at various organisational levels existed regarding the capability of the unit 
from the acquired company to succeed in taking over the new production. 

In the merged company, the problem unit was widely considered as a bad 
unit, which made the unit from the acquired company regard the relocation as 
unproblematic, although a considerable amount of the relocated manufacturing 
was totally new for them. In recent years, it had become widely acceptable to 
talk negatively about the problem unit. As the unit from the acquired company 
was not having difficulties in areas where the problem unit was performing 
badly, it also began to bad-mouth the unit, and believed that the relocation 
would be easy. The management from the unit of the acquirer company, as 
part of the relocation task force, tried to highlight areas of challenge in the 
relocated unit, but did not get a good response, since the unit from the 
acquired company considered these views almost as insults. The management 
from the unit of the acquirer company admits to being partly responsible for 
making the unit from the acquired company think that the problem unit would 
be easily taken over, because the management from the unit of the acquirer 
company had talked negatively about the problem unit. 

[…] I think we are also a little bit part of […] we are to be blamed also 
because in the group it was in […] the last five years at that time […] 
okay to talk negatively about [the problem unit]. Everybody was doing 
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what we were doing [...] in [the unit from the acquirer company], we 
were talking negative about [the problem unit] because it was shit. 
They are never earning any money, they are producing badly, there are 
too many people, they are slow and not planning well, and so 
everybody was doing that. Headquarters was doing what we were 
doing, and so was everybody else. [The unit from the acquired 
company] was doing that also of course, meaning we were partly to 
blame because when they took over [the badly performing unit] 
everybody had said that it is shit. [The unit from the acquired company] 
was saying of course we can do it better than [the problem unit]. […] it 
is because everybody was saying that it is bad. That’s why they were so 
pissed off with me. When I said can you do the planning they do, 
because we also have said that they are not very good in planning in 
[the problem unit], so they said how can he ask me if I can do the 
planning when they say that it is bad in [the problem unit] how can he 
wonder if we can do it, because we have never had problem with 
planning. No I said it is clear when you have frame orders in [x] 
million then you can decide yourself when you are producing. Of 
course you don’t have [problems] and you have seven customers 
instead of 700, then that is clear that there is complication with this one 
here. Yeah okay so in a way we have helped them by accepting that [the 
problem unit] was bad and said so. They would of course never admit 
that they were not as good as [the problem unit]. (a management team 
member from the unit of the acquirer company) 

This relocation caused major problems in the unit from the acquired 
company, since they were not capable of taking over the new relocated 
business. The unit from the acquired company welcomed the relocated 
manufacturing since they were in a difficult situation and losing their current 
business, but they were not prepared for all these new challenges. Half of the 
relocated business was totally new for the unit from the acquired company 
involving a totally different business planning model they were not familiar 
with. Another challenge was the size of the relocated factory. It consisted of 
about 200 people with net sales of about 25 million Euros and sixty machines, 
and only a few people transferred with the machines. The small amount of 
transferred people meant that the unit from the acquired company was 
required to recruit and educate people to run and take care of the machines.  

A tense relationship between the units from the acquired and the acquirer 
company hampered the relocation process. The unit from the acquirer 
company was part of the relocation task force trying to help the unit from the 
acquired company. The unit from the acquired company was, however, willing 
to handle the relocation themselves without a big brother watching them over. 
Although the management from the unit of the acquirer warned the unit from 
the acquired company about the complexity of the relocated business, the unit 
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from the acquired company never took the advice. They in fact did not 
understand the need to change their current business operating model. 

The major problem in this relocation was the difference in business 
operation systems. The unit from the acquired company was used to producing 
long runs and frame orders for small amount of customers. They always 
produced from an order and were not required use stocks. Their current 
planning could have fitted on an A4 sheet, whereas the production technology 
they received meant complicated sales forecasting and constantly changing 
customer needs. Problems were also caused when production planners did not 
transfer with the machines.  

Problems in the relocation increased when the back-office consolidation 
was conducted at the same time as machines were being transferred. Back-
office consolidation was expected to bring a considerable amount of synergies 
involving integration of accounting and IT, with the relocation of back-office 
functions to the unit from the acquirer company. The unit from the acquired 
company did not welcome this integration, as it meant a reduction in the 
number of their staff and the loss of power over their own books. Additionally, 
they were not enthusiastic about the accounting IT system change because 
they had quite recently upgraded the IT system at their unit. The new IT 
system meant a step backwards for them. The previous system was easier to 
use and had a graphic interface, whereas the new one did not include a data 
warehouse nor a graphic interface. This integration confused the relocation, as 
people were being made redundant at the same time as there was a need for 
people to support IT integration. The atmosphere was not good in the unit 
from the acquired company, and much manual work was needed to move 
information from the problem unit into the system of the unit from the 
acquired company, and then further to the system of the unit from the acquirer 
company. A lot of information was lost and several mistakes were made. 
Furthermore, the information in the problem unit had not been correct, so 
mistakes were transferred to the unit from the acquired company. The problem 
unit had thirty year’s experience of manufacturing those products, so it was 
able to manufacture them correctly, despite incorrect and misleading data. 
When the unit from the acquired company, however, tried to manufacture 
according to these same erroneous guidelines, problems were caused. The 
situation in the unit from the acquired company is described by a manager 
from headquarters. 

The increased complexity meant that the manufacturing of the existing 
products which they had produced was also made more complicated. 
Sometimes there was not enough [material], there was not the right 
[material], then there was not the right people, and, when there was 
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people and [material], then the machine didn’t work and when the 
machine worked then there was not people or there was not [material] 
[…] and of course there was not the ability to use the machines […] 
there were some problems in machines of course, they were second-
hand and not new, it was a clear lack of workmanship both in repairing 
and in running.

Problems in the systems caused difficulties in steering the business 
operations and in the evaluation of the performance in the unit from the 
acquired company. As a result of incorrect data in the systems of the unit from 
the acquired company, there were many surprises at the end of month when 
the books were closed, when results were not what had been expected. As the 
figures did not match, extra effort was required every month to determine the 
real financial situation. The situation was very frustrating for both units and 
made evaluation of operational efficiency extremely difficult. This meant that 
there was no knowledge of production costs, meaning that sales people did not 
know what profit they were making, and operations people could not track 
their efficiency, and knowledge of the true financial situation was not up-to-
date. With this being a continuous situation, business in the unit from the 
acquired company was steered largely on a gut feeling.  

Major problems were created in the unit from the acquired company 
through lack of ability to adapt to the new business operating model. Problems 
were increased when current systems knowledge was lost when the controller 
from the unit of the acquired left. The controller of the unit from the acquirer 
company was also appointed to manage the financial function at the unit of the 
acquired company. The controller from the unit of the acquired company was 
offered a deal whereby he would receive four years’ part-time salary for two 
years’ work but he decided to leave immediately. The unit from the acquired 
company was left with a system only the controller really understood, and 
which was operating in its previous environment, not in the new complicated 
environment. The previous environment needed a properly working system, 
and, when the integration of systems was started, it was noticed that the 
existing systems were not able to support the new situation. Lack of proper 
systems and inability properly to carry out production caused a cycle of 
destruction in the unit from the acquired company. The situation is described 
by an acquirer company management team member.  

If you have problems in production, you need to have certain 
management tools to analyse the problems and fix them. These were not 
there and people responsible were not capable of solving problems. The 
biggest problem was in information flow so there was poor information 
from sales to production planning about future demand. There was a 
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very poor production planning system, everything had been built 
around the old existing structure, and when the structure was changed, 
the whole semi-manual system did not work any longer. And thirdly 
there was big problem in production execution, and all these problems 
together had a killing [impact]. On top of that, due to those problems, 
customers were let down — we couldn’t deliver or we delivered poor 
quality. So we lost volume and this increased the cost problem and 
increased the pressure and still there was no information co-ordination 
between sales, production planning and production, and there was a 
kind of cycle of ever decreasing volumes and ever growing costs. 

The unit from the acquired company had difficulty in realising the need for 
changing its current business operating system, which hampered the solving of 
existing problems. The unit from the acquired company had worked properly 
in an environment where there was no need for strict business systems — on a 
blackboard, they had written each day’s manufacturing, and they had three 
different standard costs based on different master data. The new complicated 
production system required systems to work efficiently and data to be in a 
proper shape. It took time to impress upon the unit from the acquired company 
— which believed that it could survive in the way it had before — the 
importance of having proper data and of cost-consciousness. Besides creating 
cost-consciousness, it took time to clean up the master data, which also 
required recruiting additional resources.  

Back-office consolidation offered possibilities for the unit from the acquirer 
company to familiarise itself with the financial situation in the unit from the 
acquired company. Before this consolidation, the unit from the acquirer 
company did not have the possibility comprehensively to control the unit from 
the acquired company — it had acted based on trust. The business unit was 
showing decent figures, and proceeding according to budget. The situation in 
the unit from the acquired company was not easy to get to know, as the 
controller was sitting on the information. He was described as being very 
talented with numbers. Additionally, the atmosphere between the units was 
sensitive, so an intensive check would have caused more problems in the 
relationship. Therefore, trust was placed in the assurances the unit from the 
acquired company had given about its situation. The situation in the unit from 
the acquired company was, however, not as good as had been painted. They 
had been able to build up quite considerable reserves in past years by 
overbooking and collecting rent from sister units. The magnitude of these 
reserves was considerable, and had made it possible for them to show decent 
figures although the situation was actually poor.  

The atmosphere between the units worsened with time, as the problems 
increased in the unit from the acquired company. The unit from the acquirer 
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company felt that the unit from the acquired company was not being honest 
with it. To a certain extent, they were showing a co-operative attitude at the 
internal management meetings between the units but, internally, in their own 
unit, they were spreading rumours that the unit from the acquirer company 
wanted to “kill them”. They also hinted that the reason why the figures of the 
acquired company seemed so bad, was because the unit from the acquirer 
company was making them up. The reserves were not known at the lower 
levels of the unit from the acquired company, so when they were found and 
released, the total picture of the situation with all the problems in the 
production and sales areas was not very beautiful. The relationship between 
the units is described by a management team member from the unit of the 
acquirer company. 

They felt they were under pressure that we wanted to kill them but that 
was not true. I mean that was the feeling they had. And they were 
making that atmosphere with their lobbying style. They were building 
that atmosphere internally in [the unit from the acquired company]. 
[The unit from the acquirer company] want to kill us. [The unit from 
the acquirer company] want to have our ownership. They want to take 
us out and make our figures bad. I mean that was how it was going, 
[although] [the MD from unit of the acquired company] was never 
saying anything like that. I mean that was how it was told at internal 
meetings and then sent further down in organisation making our life of 
course never easy.

The atmosphere between the units made co-operation difficult and 
hampered integration projects. The acquirer company was familiar with the 
business operating model to which the acquirer was required to change, but 
the unit from the acquired company wanted to solve its problems on its own. 
Tensions even meant that a group level person was sometimes required to act 
as a mediator between the units in order to advise people in the unit from the 
acquired company, since advice directly from the unit of the acquirer company 
would not have been heeded. Tensions also hindered the completion of the 
integration processes, as, for example, consolidation of purchasing would not 
have been accepted by the unit from the acquired company, although it was in 
the integration list. 

The sales side problems increased with time in the unit from the acquired 
company, and, according to a sales manager from the unit of the acquirer 
company, the relocation was sold to customers on the basis that “the gates of 
the heaven will be opened”. The customers were having difficulties with the 
problem unit, but attempts were made to reassure them by saying that the 
relocation would eventually solve all problems. The gates, however, were not 
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opened, and some customers were lost due because they did not look 
positively at the relocation of the factory to another country. As the problems 
with the relocation increased, the customers reacted by changing to other 
suppliers. 

Administrational organisation in the unit from the acquired company also 
caused tensions and problems between the units. The person who was 
responsible for the sales in the unit from the acquired company was also 
responsible for purchasing and planning. Half of the relocated factory 
consisted of manufacturing in which the unit from the acquired company only 
acted as a production unit. The unit from the acquirer company was taking 
care of the sales of these products. Because the sales manager of the unit from 
the acquired company was accountable only for his own sales lines, he 
preferred the production of his own products and, in a bottleneck situation, 
placed a much lower priority on the manufacturing of products being sold by 
the unit from the acquirer company. The unit from the acquirer company 
suffered from this situation and this created additional tensions between the 
units. There were negotiations between the units relating to this sales manager 
and his responsibilities, but he did not want to resign his position and he got 
support from his boss. Eventually he left purchasing and planning positions to 
concentrate on sales.  

Additional tensions between the units were created by the administrational 
organisation of the regional management. A manager from the acquired 
company side was appointed to the position of regional director. He became 
the boss of both unit managers. The managing director from the unit of the 
acquired company sometimes took the liberty of reporting directly to the 
regional director, going over the head of the managing director from the unit 
of the acquirer company. The regional director also gave support to the 
management from the unit of the acquired company, as he had a good 
relationship with them, having worked previously in that unit. This made the 
management of the unit from the acquired company more difficult, and meant 
that the speed of change in the unit was not carried out as quickly as it would 
have been, if they had not got support from the regional director. 

Eventually problems in the unit from the acquired company became so 
considerable, that the managing director from the unit of the acquirer 
company, who, in his position of business group managing director, was also 
responsible for the performance of the unit from the acquired company, could 
not stand it anymore. The regional director, who had originally come from the 
acquired side, started to support the managing director from the unit of the 
acquirer company, once he noticed that problems were growing. After several 
nasty discussions between the units’ managing directors, the managing 
director from the unit of the acquirer company decided to make several 
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reorganisation plans in the unit from the acquired company with support from 
group management. Several restructuring plans were carried out but problems 
continued in the unit. All the incumbent management team from the unit of the 
acquired company have now gone or been forced to go, and the complex 
production has been relocated to the other country. After several restructuring 
projects, it has been decided to close the entire unit from the acquired 
company. 

4.6.3 Critical factors and the importance of trust and control in 
operational integration 

Operational integration includes back-office, production, sales force 
integration and structural changes. This operational integration is definitely the 
most important integration aspect in the outcome of corporate integration 
when merging companies are having overlaps. Even if the merged company 
forms a clear and outstanding strategy and invents huge synergy plans, and 
even if the formal integration planning process succeeds, the implementation 
of operational integration plans still determines the outcome of the integration. 
The impacts of operational integration can be clearly seen in the profit line, 
since the operational integration is the main interface with customers. 
Consequently, we cannot regard achieved synergies as the only measure of the 
outcome of integration; we must also analyse the effects of integration on 
business performance.  

Although operational integration is remarkably important to the outcome of 
M&A, it has not been understood in previous literature and our knowledge of 
it has been considerably limited. Previous studies concerning issues related to 
operational integration have discussed employee reactions such as stress and 
uncertainty, the importance of cultural compatibility, management accounting 
systems implementation and also nationalism, which has created political 
sensitivities and favouritism. In order to increase our understanding of factors 
affecting M&A performance in operational integration, this study took the 
integrative view of to analysing two operational integration processes.  

Neither operational integration process described in this study can be 
regarded as successful. Both the regional integration and the integration 
between the two units faced considerable problems in the relocation processes, 
sales force integration, administration consolidation and co-operation, and all 
this led to loss of customers and decreasing operational efficiency. Synergies 
were achieved when some sites were closed and the numbers of sales and 
administration staff were reduced, but the business consequences of the 
changes were far from optimal. Several years after completing the deal, the 
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integration process can still be regarded as ongoing in these two countries, as 
several closures and relocation processes were still underway as this writing 
was being completed. Despite the poor performance of these two operational 
integration processes, these two mini-cases offered a good basis for classifying 
what the critical factors are in operational integration and what the importance 
of trust and control is in operational integration.  

Based on this empirical case study, critical factors in operational integration 
can be divided into accountability, structures, resources, politics and culture. 
These critical factors and their sub-categories are shown in Table 4. 

Table 4 Critical factors, trust and control in operational integration 

Critical factors Control Trust & control relationship 
Administrative & result 
control 
- local task forces to 

screen synergies and 
implement plans which 
progress reviewed 

- the challenge of short 
versus long-term focus 
and tradeoffs between 
intangible and tangible 
assets in synergy 
projects 

Accountability

Integration 
accountability 

Business 
accountability 

Result control 
- uncertainty and changes 

to take focus away from 
business

- care in sales 
accountability changes 
in order not to damage 
business

Administrative control 
- to organise 

organisational structure 
to support synergy 
realisation

Administrative control 
- organisational structures can 

sustain and result in 
tensions, lack of trust and 
hamper control 

Structures 

Synergy
realisation 

Business 
structure

Administrative control 
- to organise structures to 

support fluent operations 
and to avoid sub-
optimisation 

Administrative control 
- inefficient structures and 

conflicting roles can sustain 
and result in tensions, lack 
of trust and hamper control  
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Administrative control 
- co-ordinate resources in 

relocation and other 
restructuring projects 

Resources 

Operative 
resources

Procedural
resources

Result control 
- lack of resources to 

cause delays and 
problems in 
implementation and 
disturb normal duties 
and can eventually 
damage business 

Administrative control 
- resistance to change and 

uncertainty to hamper 
control 

Administrative control 
- lack of accepting authority 

and protectionism to create 
lack of trust and hamper 
control 

Politics 

Co-operation 

Favouritism  Administrative control 
- favouritism to result in 

removing competent 
people and hampering 
organisation structural 
changes  

Administrative control 
- favouritism to result in 

conflicts, lack of trust and 
hampering control 

Administrative control 
- accommodation to new 

governance style to 
create challenges for 
control and co-operation 

Culture

Governance 
style

Operative 
culture 

Administrative control 
- operative culture 

required to acknowledge 
when relocating business 

We see from the above table that critical factors are tied to control and/or 
the relationship between trust and control and both trust and control play an 
important role in the outcome of operational integration. Next we discuss more 
deeply the critical factors and the importance of trust and control in 
operational integration. 

Accountability in operational integration is important for the outcome in 
the form of integration accountability and business accountability. Integration
accountability is important in operational aspect in order to create attention on 
screening and achieving synergies. The governance dimension is responsible 
for creating pressures for operational aspect synergy projects. In this case, the 
formal integration project involving both administrative control and result 
control mechanisms made business groups responsible for screening and 
achieving synergies. Heads of operational integration processes were made 
accountable for their integration synergy plans and definite progress. They 
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presented their plans and progress at formal meetings and reported their 
progress on a monthly basis. These managers formed their local tasks forces in 
order to seek synergies and implement integration projects. Progress in these 
local projects was screened at monthly management team meetings. These 
arrangements directed attention locally in screening and achieving synergies.  

Integration accountability also involves challenges in short-term versus 
long-term focus. In this case, high synergy pressures led to savings in wrong 
areas. In manufacturing integration, money was saved from training when 
trying to avoid double occupancy in production. This saving, however, meant 
that once trained people stopped running the machines after the transition 
period, nobody had been trained to run the relocated machines. Lack of trained 
people in running the machines caused a considerable amount of difficulties in 
manufacturing and resulted in the loss of customers. Attempts were also made 
to save money by not paying enough to get planners to transfer with the 
machines. Planning problems resulted in a considerable amount of difficulties 
in production areas. Thus, these short term synergy savings caused a 
considerable amount of negative synergies in the long term. Integration 
accountability can also result in difficulty in evaluating the trade-off between 
tangible and intangible assets. Rationalisation of assets may diminish 
entrepreneurial drive, employee enthusiasm and managerial attention, 
resulting in negative synergies (see, Haspelagh & Jemison 1991). 

Business accountability is also important in M&A activities. The 
integration process creates several challenges in business accountability, 
concentrating mainly on the result control area. In this case, it was found that 
the periods of uncertainty regarding the establishment of sales organisations 
created difficulties in sustaining the accountability of the sales people, who 
rather waited for news of their future than concentrated on sales work. During 
this periods of uncertainty, some negative outcome effects were caused. 
Forming a new organisation also creates challenges in business accountability. 
In this case, organising the new sales accountability areas in the regional 
organisation led to problems in the result control area. Almost all the sales 
people working with one site were removed and accountabilities were 
transferred to other sales people. These sales people were not interested in 
taking care of a few new accounts from that site, as these products were in a 
declining market. They preferred to concentrate on selling their current 
accounts on growing markets where they received their bonuses more easily.  

Structures have an important impact on the outcome of operational 
integration in two ways: how structures support synergy realisation and how 
effective business structures are. Administrative control plays a central role in 
forming structures supporting synergy realisation. In this case, the regional 
organisational structures were hampering achieving synergies on the 
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administrative side, as there was a structural conflict between the sites and the 
SSC structure. The sites wanted to keep their resources for themselves, not 
liking the centralisation idea. Although the SSC was responsible for 
administrational co-ordination, it did not have direct authority over sites’ 
administrational personnel. The SSC was required to convince site directors to 
take costs away from the sites. The centralisation and removal of costs did not 
fully succeed due to resistance from site directors. The fact that one site had an 
incapable controller also caused trust and control problems. Because the site 
director wanted to retain him, the SSC was required to operate with that 
controller, although they knew he was incompetent. 

Administrative control also plays a central role in forming effective 
business structures. In the integration process, particularly when business is 
being relocated and rationalisation programmes are being executed, it is 
required to pay attention to the establishment of effective business structures. 
In this case, changes due to relocations and organisational structures hampered 
efficiency in business operations. The sales and operation business process 
was not functioning properly, as it had no formal structure. This lack of 
structure meant that both parties were operating individually, with no formal 
links with each other. The sales structure changes increased problems, as the 
sales people, with their new accountabilities, did not necessarily have proper 
knowledge of manufacturing. Informal contacts also decreased because of the 
changes in sales forces. The relocations also caused problems, since the 
operations people did not have a proper knowledge of new production 
processes, causing extra work for sales people who wanted to take care of 
customer deliveries. Tensions and problems in the process caused a lack of 
trust between parties, resulting in lack of communication, fights and each 
performing the duties of the other. The operations people started to have direct 
contact with customers and the sales people to monitor production processes. 
The lack of a proper sales and operations structure caused inefficiency and 
shortcomings in business processes. 

Conflicting structures also hamper the efficiency of business structures. In 
the integration process of two business units, conflicting business structures 
hampered not only business but also the co-operation between the business 
units. Because of the relocation, the unit from the acquired company was 
tasked with manufacturing of some products that the unit from the acquirer 
company was selling. As the sales manager in the unit from the acquired 
company was also responsible for planning and purchasing, in bottleneck 
situations he was able to favour the manufacturing of his own products, 
causing problems for the business of the unit from the acquirer company. This 
favouritism was natural as he only gained money from his own sales but it was 
harmful for the relationship between the units. 
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Resources are critical in operational integration, affecting the outcome of 
M&As in two ways. Operational integration resources can be categorised into 
operative resources and procedural resources. Operative resource challenges 
focus on the administrative control area and especially appear in 
reorganisation of manufacturing. This study clearly presents the criticalness of 
operative resources in relocations — problems were faced in all of them, and 
the biggest one caused a catastrophe. Difficulties were faced because receiving 
units did not have the capability to plan production and/or run machines 
properly. The reasons for lack of capability were that the receiving units did 
not necessarily understand the differences between current and forthcoming 
production and/or the whole business process, people in many cases did not 
transfer with the machines, there was a short-sighted unwillingness to pay for 
training or to get people to transfer. In the biggest relocation, operative 
resource problems reflected on the whole business unit, damaging its overall 
performance. 

Procedural resources focus mainly on the result control area, involving 
challenges in systems changes in operational integration. Whereas previous 
research has discussed procedural resources concerning the implementation of 
accounting systems and difficulties in using systems (Jones 1985a, b, 1986; 
Granlund 2003), this study finds that procedural problems in the operational 
aspect are easily reflected in the entire business process, thus, lack of 
procedural resources can result in a considerable damaging effect on the whole 
business. In this case, the relocation process in business unit integration 
resulted in disastrous effects, which were reflected in the whole business 
process, mainly because the receiving unit people did not have the required 
knowledge of the business planning system, lack of resources hampered 
information systems implementation, data was lost in the transfer from one to 
another information system, people were mentally weak because some of their 
colleagues were made redundant during the information system 
implementation, many relocation projects were ongoing at the same time and 
the whole unit was not ready for the new business model. As a result, serious 
difficulties were faced in steering the business: there existed no functioning 
business operating system, no manufacturing cost information and no up-to-
date knowledge of monthly profit and losses. 

Politics in operational aspect affects the outcome of M&As in two ways: 
co-operation between the parties and bias towards one’s own side both having 
major effects on the administrative control area. Co-operation between parties 
plays a central role in the fluency of the integration process and in achieving 
synergies. Although many previous M&A writings have emphasised negative 
employee reactions concerning integration, they have not provided 
comprehensive evidence of how these reactions really contribute to M&A 
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performance in operational integration, other than problems in 
implementation, and the use of accounting systems can eventually result in 
control system spiralling out of control (Jones 1986). In this case, co-operation 
politics was found to be related to lack of the acceptance of authority, 
uncertainty on one’s own situation and protectionism. Considerable problems 
were created in business unit integration when the unit from the acquired 
company did not accept the authority of the unit from the acquirer company. 
Tensions and lack of trust were created between the units, even resulting in the 
need to call upon the services of a group-level mediator to facilitate the 
passing of advice from the unit from the acquirer company to the unit from the 
acquired company. The problem was not only the attitude of the unit from the 
acquired company also that the unit from the acquirer company sometimes 
used an over-dominant tone when approaching the unit from the acquired 
company, which naturally did not help the relationship between the units. 
Uncertainty in one's own situation was present in the sales force integration, 
when the sales people tried to make themselves valuable by concealing 
information and falsifying the truth, which hampered the fluency of 
integration. Protectionism hampered familiarisation with the unit from the 
acquired company business situation, as the controller sat on information and, 
far from being open to questions, even took them as insults. When attempts 
were made to limit additional tensions, actions were taken based on 
information given. As a result of this protectionism, the unit’s financial 
situation and concealed reserves were not found until the accounting systems 
had been integrated. 

Favouritism is another central form of politics. Favouritism appears as 
favouring and supporting the managers from one’s own side. In this case, 
favouritism occurred in the selection of sales directors in the regional 
organisation from the acquired side, and the consequent redundancy of the 
very valuable sales director from the acquirer side. After his dismissal, he 
went to work for a competitor, taking his main customers with him, as well as 
knowledge of the merged company product cost levels. This sales director, 
with his contacts and knowledge, was the main reason for the loss of 40 % of 
business in one site in the regional organisation. 

Supporting the managers from one’s own side resulted in tensions, lack of a 
climate of trust and the hampering of the integration process between the two 
business units. As both units supported their sales managers and wanted to 
retain them, it was not possible to integrate their sales forces. As a result of 
these politics meanderings, some customers were visited by two sales people 
from the same company. The unclear situation in this sales force integration 
also limited co-operation between the sales managers. Favouritism by the 
regional director towards the unit from the acquired company created 
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additional tensions between the business units. The regional director supported 
the unit from the acquired company and allowed the unit managing director to 
report to him directly, making control of the unit from the acquired company 
more difficult and creating tensions between the unit managing directors. 

Nationalism has also created favouritism. In his study of the merger of 
Dutch and German aircraft companies, Olie (1994) states that when a single 
marketing department was established in Amsterdam, staffed mainly with 
Dutch people, the marketing department staff regarded every minute that they 
spent marketing German aircraft as being at the expense of their own aircraft, 
and this hampered the sales of German aeroplanes. 

Culture affects operational integration in two ways: governance style and 
operative culture both have effects on administrative control. Governance 
style affects operational integration when organisations face difficulties in 
adjusting to the new governance style. Mismatches between the governance 
style of the agent for change and the acquired organisation have resulted in 
serious problems and unsuccessful projects for change. Additionally, 
continuously difficult governance style changes have damaged employee 
morale, causing problems in the accommodation of new styles (Jones 1986). 
In this case, the governance style did not have a serious impact on operational 
integration. In the regional organisation, the new style of the managing 
director and his lack of direction in such things as centralisation issues, caused 
frustration but did not significantly affect integration. In the integration 
between the two business units, some problems were a result of the style of the 
unit from the acquirer company had in approaching the unit from the acquired 
company, but as the units still had their own management teams and managing 
directors, the governance style did not considerably affect this integration. The 
other critical factors had much more importance in these two integrations than 
the governance style used. 

Operative culture has a considerable impact on operational integration 
when production is relocated. In this case, problems were faced when business 
was relocated to a considerably different operative culture. Problems were 
faced when the receiving units were not necessarily used to taking care of 
machines as intensively as was required, the existing planning culture was not 
suitable for the relocated business, there were difficulties in adjusting to the 
new planning culture, and there was insufficient flexibility in working 
methods, which would have been required for new production to succeed. 
Difficulties were also faced when the current systems and culture were in 
conflict with the new thinking required.  

To sum up, based on the above discussion we argue that the factors 
affecting M&A performance in operational integration are accountability, 
resources, structures, politics and culture. These critical factors were found to 
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be strongly connected to trust and control, which leads us to conclude that 
trust and control are explanatory factors in the outcome of operational 
integration. Finally, we conclude that the outcome of operational integration 
depends on the effective use of control systems in governing the merged 
organisation during the integration, organising business and organisational 
structures to support synergy realisation and business performance, co-
ordination of re-organisation processes, and tackling challenges related to 
favouritism, tensions and cultural differences. 
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5 TRUST, CONTROL AND THEIR 
RELATIONSHIP: ESTABLISHING AND 
REFINING THEORIES 

5.1 The interplay between trust and control in an organisational 
context

5.1.1 Introduction 

This section first develops our knowledge of the relationship and interplay 
between trust and control in an organisational context. In the conceptual part 
of this study, an integrative view of the relationship was built, acknowledging 
that the relationship has complementary, supplementary and intertwined 
dimensions. Many questions were, however, raised concerning the relationship 
in its context since many previous studies have been conceptual and the 
empirical studies have given limited attention to contextual factors affecting 
the relationship. Questions regarding, for example, how organisational factors 
such as culture and politics affect the interplay between trust and control, and 
especially the robustness and fragility of the intertwined trust and control 
relationship were raised in the end of the integrative trust and control section 
in Chapter 2.3. 

Using the empirically-driven research approach, focus was targeted on 
analysing factors impacting on the relationship in order to build the integrative 
view of the relationship in its context. This empirical study offered a 
considerable amount of different dimensions to the relationship, and built 
knowledge of contextual effects on the relationship that have been lacking in 
previous research. The empirical study revealed that the contextual factors, 
accountability, structures, resources, politics and culture have a central impact 
on the relationship. These contextual factors explain the interplay between 
trust and control. Based on these contextual factors, the following 
categorisation of the relationship between trust and control is established, 
which also answers the above-mentioned questions. The following discussion 
is divided according to different control forms, which have been observed to 
have different relationships with trust. The joint effects of control forms and 
their relationship with trust are also discussed in the following section. 
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Secondly, this section establishes a classification for the development of 
trust in the relationship between trust and control. Our previous knowledge 
about the development of trust in the relationship is based on ambiguous views 
of the development of trust, and the fragmented views of the relationship 
between trust and control. When we consider the development of trust in the 
relationship from the perspectives of conceptual-based frameworks, we can 
only assume two alternatives: control is either strongly used until trust is 
gradually developed (Tomkins 2001), or trust is initially so strong that control 
is not used (McKnight et al. 1998). After analysing previous studies regarding 
the relationship between trust and control and conducting the empirical study, 
however, the development of trust in the relationship was observed to be a 
considerably more multidimensional phenomenon. This section demonstrates 
that trust develops in six different ways in the relationship between trust and 
control.  

5.1.2 Administrative control and trust 

The relationship between administrative control and trust was observed to be 
very complex in the conceptual part, when the integrative analysis of previous 
studies was made. Existence of administrative control was found to have both 
negative and positive effects on trust. For example, the existence of consistent 
administrational procedures has been found to have a positive impact on the 
trust relationship between parties, whereas lack of consistent procedures has a 
negative impact (Pearce et al. 2000). On the other hand, it has been argued 
that administrative control creates bureaucracy, limiting innovativeness and 
community (Bromiley & Cummings 1995). Administrative control types of 
structures, however, are seen as necessary for a healthy society in which 
stability and equity require a combination of community and hierarchy 
(Walzer 1999). What makes the relationship even more complex, the effects of 
trust on control have been found to vary. For example, trust makes it possible 
to start co-operation in risky situations despite the absence of governmental 
mechanisms (Dekker 2004), and existing trust between parties can even be 
strengthened by establishing strict control mechanisms (Langfield-Smith & 
Smith 2003). Previous studies have brought to light many different dimensions 
of the relationship; they have, however, left unclear the factors impacting on 
the relationship.  

In order to better understand the relationship between administrative control 
and trust, we need to understand factors impacting on the relationship. In this 
section, we categorise contextual factors, based on the factors, which, in the 
empirical and conceptual part of the study, have been found to have an impact 
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on the relationship. Accountability, structures, politics, culture and resources 
were found to affect the relationship and the interplay between administrative 
control and trust. The impacts of these contextual factors are shown in Table 
5.

Table 5 Contextual factors and the relationship between administrative control and 
trust

Accountability Mechanisms facilitating accountability can simultaneously 
promote trust and control 

Structures Lack of proper structures in change processes can hamper the 
development of trust and decrease controllability 

Conflicting and inefficient structures result in sustaining 
continual distrust and hampering control 

Structures are important elements of administrative control in 
promoting trust 

Politics Politics can create lack of trust and hamper control 

Politics impacts on the stance of trust and control 
Culture Control culture confrontations can create lack of trust 

Culture impacts on the stance of trust and control 
Resources Resources impact on the robustness of systems trust 

Resources affect building and using control mechanisms to 
enhance trust 

Accountability. Accountability mechanisms can simultaneously promote 
trust and control. A good example of accountability mechanisms 
simultaneously promoting trust and control comes from the formal transition 
management in the governance integration aspect. The transition structure 
represented a systems trust mechanism, which provided controllability for the 
complex process and both built confidence in the outcome of the integration 
and facilitated trust between the parties. Transaction structure mechanisms 
including task force work, conferences, presentations and continuous reporting 
created process and functional accountability, which forced the parties to 
direct attention from politics to integration work and made the whole process 
controllable. These accountability mechanisms also played an important role 
in building confidence in the outcome of the integration and in helping the 
parties to get to know each other. 
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Structures have an impact on the relationship in three ways: they can 
hamper establishing trust and controllability, they can result in sustaining lack 
of trust and controllability and they can be important elements in promoting 
trust. 

Lack of proper structures in change processes can hamper the 
development of trust and create difficulties in control.  

Structures are important elements in governing change processes in order to 
sustain controllability and a climate of trust among people. When these 
projects for change involve people from other organisations, it is also 
important to have structures, which offer possibilities to develop trust between 
people from different organisations. When these types of structures do not 
exist, the consequences can be damaging. The case study of Buono et al.
(1985) offers an example of a change process where lack of structures resulted 
in lack of controllability and trust. In the merger of two banks, there was no 
formal structure to govern the integration process, which hampered 
controllability of the process, did not allow the parties to get to know each 
other, and made room for internal politics, speculation, frustration and the 
development of hostility towards the other party.  

Conflicting and inefficient structures can result in continual distrust 
between parties and can hamper control.  

Organisation and business process structures can result in continual distrust 
between parties and hamper controllability. The regional integration process 
(Chapter 4.6.1) offers examples of organisation and business structures 
creating distrust and lack of controllability. 

In the regional organisation, the organisational structure resulted in a 
continual relationship of distrust. The regional organisation developed a 
shared service centre in order to centralise services and decrease costs at the 
sites. The matrix structure created problems in this centralisation development 
and also in governing back-office functions at the sites, as the site directors 
still continued managing the back-office function at their own sites. A 
problematic trust and control relationship occurred between one site controller 
and the SSC function. The controller employed to the site was later found to 
be unqualified and his performance created problems both for the site and the 
SSC function. The site director did not, however, want to dismiss him, 
although he was advised to do so. Therefore, the SSC function which was 
responsible for accounting and other back-office functions in the regional 
organisation was required to continue its relationship with this incompetent 
controller whose performance was not trusted. In order to be confident about 
the situation at the site, the SSC function was required to spend more time 
controlling the controller which did not, however, resolve the issue.  
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The sales and operations relationship in the regional organisation was 
problematic, as there was no formal structure in the process. This lack of 
structure meant that both parties were operating individually, with no formal 
links with each other. This lack of formality in the process meant a lack of 
visibility and controllability. The only formal link between the functions was 
at the regional management team level, but current problems were not being 
solved; on the contrary, the parties fought and blamed each other for problems 
over recent months. Tensions and problems in the process caused a lack of 
trust between the parties, resulting in decreasing communication between them 
and increasing arguments. The continued problem in the relationship meant 
that the parties started to carry out each others’ responsibilities, as they did not 
trust that the other party would perform their own duties properly. Some sales 
people who were concerned about customer deliveries started to get more 
involved in the operations process, and the operations side started to be in 
more contact with customers, to find out their views about the products. 

Structures are important elements of administrative control in promoting 
trust.  

Structures are important elements in promoting trust as they encourage 
people to get to know each other and interact with each other. Networking 
dimension offers examples of the importance of administrative control 
structures in promoting trust. The task forces created in the formal integration 
process were important for facilitating the inter-personal familiarisation 
process. In the sales area, the structures brought people from different 
technologies together to discuss sharing customer information, joint projects 
and the possibilities of sister units helping each other to build contacts with 
one another’s good customers. Without these structures, the parties would 
have had more difficulty in building contacts and trust — trust was required 
on the sales side, accountability of network sales was insufficient to get the 
units to share their customer contacts and start joint projects. Trust was 
developed gradually between the parties when they sat together and got to 
know each other and their methods of working. These meetings also brought 
up new opportunities to work together. The structures provided by 
administrative control were also important in other areas of networking. 
Without the group-built structures, the informal relationships required for 
sharing information and helping each other would not have been developed. 
These structures were also required to feed these relationships, since, without 
continuous effort from the group to facilitate contacts already existing, 
relationships deteriorate. Through these informal relationships, information 
about customers was shared, help was requested concerning machine 
breakdowns and cross-selling opportunities were discussed. 
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Structures are important in overcoming barriers to the development of trust. 
In a networking dimension, the need was seen for administrative control 
structures in order to facilitate help and sharing between the competing units. 
In this competitive situation, the units were unwilling to share their secrets and 
hints and use resources to help their competing sister units. The group 
structures forced the units to help each other and to provide assistance to the 
other when help was requested from either side. Not all secrets and hints were 
revealed, however, in such cases as providing help with starting new machines 
and repairing broken ones. Over time, interaction between the units in these 
situations and getting acquainted with sister units through the group structures 
developed relationships to a level of trust necessary for sister units to be able 
to ask for and receive help without direct contacts from the group level. 
Nevertheless, domination from group level was the main driving forces behind 
this process. 

Structures can also facilitate trust between organisations and individuals in 
the form of individuals appointed to specific tasks. Adler & Ferdows (1992) 
discuss the role of knowledge officers, stating that their task involves 
establishing trust and sharing between organisations. The role of these 
knowledge officers is also based on trust, as they have no authority over 
business managers. 

Politics also considerably affects the relationship between administrative 
control and trust in two ways: it can create lack of trust hampering control, or 
it can impact on the stance of trust and control, concerning how the other party 
is approached.  

Politics can create lack of trust and hamper control.  
Politics, in such forms as lack of acceptance of authority, resistance to 

change and favouritism, easily hampers the execution of control and the 
development of trust between the parties. This study provides examples of 
politics hampering the development of trust and control at the business unit 
level. In the integration process between two business units (Chapter 4.6.2), 
politics appearing in many different forms resulted in serious trust and control 
problems. Problems were created between the units when the unit from the 
acquired company had difficulties in accepting the acquisition and its 
subsequent decreased role. The logic of seeking synergies in back-office, 
purchasing and sales areas was understood, but when the time for 
implementation came, the unit from the acquired company was unwilling to 
implement them. The back-office consolidation meant the loss of the unit’s 
own accounting function and sales force integration meant the loss of some 
sales positions. Integration difficulties did not help the relationship between 
the parties. When a business unit with dozens of different machines was 
relocated to the unit from the acquired company, its business operations were 
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made much more complex. The unit from the acquired company was not 
familiar with these new production and business processes. The acquirer was 
familiar with these business processes, but advice from the acquirer was not 
easily accepted, as tension was already high between the units. A group-level 
mediator was even sometimes required to facilitate the passing of advice from 
the unit from the acquirer company to the acquired. Back-office consolidation 
conducted at the same time as the relocation increased confusion in the new 
and existing business processes, as some data was lost in the transfer from one 
to another system. The unit from the acquired company blamed the unit from 
the acquirer from these information systems integration problems. Tensions 
rose to such an extent that rumours began circulating in the unit from the 
acquired company that the unit from the acquirer wanted to “kill” it, which did 
not make governing and assisting the unit from the acquired company easy for 
the unit from the acquirer company. 

Favouritism complicates trust and control relationships. In this business unit 
integration, favouritism further complicated the relationship between the units 
from the acquirer and the acquired company. A regional director was 
appointed who became the boss for both the units from acquirer and acquired 
company. The regional director supported the unit from the acquired company, 
because he had worked there and was a friend to many management team 
members. The regional director let the managing director from unit of the 
acquired company report directly to him, making the situation difficult for the 
director from the unit of the acquirer company.  

Politics impacts on the stance of trust and control.  
The expected and existing political atmosphere can result in the selection of 

a more trusting rather than a controlling approach, in order to decrease the 
level of politics and avoid increasing tension. This approach was seen in the 
governance integration process. The tensions occurring during the acquisition 
process and expected in the integration because of the considerable size of the 
acquired, resulted in choosing a ‘merger of equals’ approach. The ‘merger of 
equals’ approach meant the appointment of an equal number of directors to the 
management board from each side. Because of its larger size, the acquired side 
provided more managers at group vice-presidential level, and, within both 
companies, the acquisition was communicated as a merger. A director from 
the acquired side was also appointed to lead the integration process, with 
managers taken equally from both sides to the task forces, and external 
consultants were used as facilitators to signal impartiality and transparency. 
This ‘merger of equals’ approach was important, since the acquisition had not 
been welcomed by the acquired company, but this approach committed its 
members to the integration process and helped to develop quite decent 
relationships between the merging companies, although the acquired managers 
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were, at many organisational levels, uncertain and frustrated about the 
acquisition. The ‘merger of equals’ approach, however, showed respect and 
built a foundation for establishing trust, thus also helping to control the 
integration process. 

Culture has a considerable impact on trust and control relationships. 
Culture impacts on the relationships at two levels: it can create a lack of trust 
and it can impact on the stance of trust and control.  

Control culture confrontations can create a lack of trust.  
Difficulties in adjusting to a control style resulted in trust and control 

problems in the governance integration process. The directors who joined the 
executive committee from the acquired company side were board members of 
the acquired company. In the corporate governance of the acquired company, 
the management consisted of two legal bodies: the board and supervisory 
board, whereas, in the merged company, these board members ended up on the 
management board which had no legal standing. These directors from the 
acquired company had been used to communally discussing and deciding upon 
issues, which were now decided by the CEO or presented by the CEO to the 
board of the merged company. Additionally, the role and style of the CEO was 
much stronger in the acquirer company than they were used to in the acquired 
company. These cultural control style contradictions resulted in tensions, 
frustrations, a lack of unity and were an impediment to control. The lack of 
unity at management board level also spread to the lower levels of the 
organisation, causing speculation, lack of unity and confusion.  

A change of control culture can also result in a lack of trust. Johansson & 
Baldvinsdottir (2003) studied an expert organisation, whose members 
perceived it as a family, and which had long relied on social control 
mechanisms. Control change towards more formal mechanisms using more 
administrative mechanisms and result control measures, led to a lack of trust, 
frustration and confusion, eventually resulting in some voluntary departures. 

Culture impacts on the stance of control and trust.  
Company culture affects the stance of control and trust. The procedural 

integration process showed how company culture, cultural confrontations and 
stereotyping affected the stance of trust and control. The acquirer company 
possessed a culture of approaching acquired companies with an attitude of 
trust. They had a culture of trust: when they acquired companies, they always 
relied on local forces and did not place their controllers at acquired units. They 
explained this culture as their national background, saying that a company 
from a small country cannot act with a chauvinist attitude, and good co-
operation cannot be fostered, if a controller is constantly being sent to govern 
business unit managing directors. This same attitude was also used in this 
acquisition; in fact, it was felt necessary due to cultural confrontations. The 
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acquirer company members felt that approaching the acquired company with 
an attitude of control would have caused a considerable amount of tension. 
Personnel at the acquired headquarters and some parts of the units located in 
Europe were strongly attached to the national and company culture of the 
acquired. For many such people, it was difficult to accept that a small 
company from a small country was acquiring them, as they were twice the size 
of their conqueror. These feelings were openly shown at the headquarters of 
the acquired. Therefore, the trusting attitude that the acquirer was used to 
showing was felt to be necessary in order to facilitate co-operation and avoid 
creating more tension between the merging companies, especially when the 
acquired was twice its size. Stereotyping also affects the stance of control and 
trust. The members at the accounting department at the acquirer stereotyped 
the national culture of the acquired company as trustworthy based on previous 
experiences. This stereotyping made them confident about the acquired 
company accountants’ performance and attitude, and this affected the stance 
of trust and control. 

Resources have a considerable impact on the relationship between 
administrative control and trust. Resources impact at two levels: the 
magnitude of resources affects systems trust robustness, and the possibilities 
of building and using control mechanisms to enhance trust.  

Resources impact on the robustness of systems trust.  
The magnitude of resources affects how robust or vulnerable systems trust 

mechanisms are. This was seen in the procedural integration process. The 
integration process, with all its tasks such as benchmarking, harmonisation and 
manual writing, limited resources available for analysis and control. This 
meant that the robustness of systems trust decreased — the trustworthiness of 
the units were dependent on how consistent and systematic their reports were, 
when time for analysis and control was really limited. The limited resources 
prevented increasing the level of control. The impacts of limited resources also 
affected lower levels of the control chain. The task of familiarisation with 
acquired units was given to “trusted persons” who acted as business group 
controllers. As, however, there were controllers of the biggest business units, 
they had limited time to familiarise themselves with other business units. They 
also mainly acted based on systems trust — how consistent and systematic a 
picture was painted by the units.  

Resources affect building and using control mechanisms to enhance 
trust.  

The magnitude of resources affects possibilities to build and use 
administrative control to facilitate the creation of trust. The importance of the 
availability of resources in building and enhancing trust was seen in 
networking. Resources were tied to integration activities during the integration 
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process, limiting resources available for building structures to facilitate the 
creation of trust. Operations area networking suffered during the integration 
and, after some time of completing integration activities, roles were 
established for group operations vice-presidents, giving them the 
responsibility of facilitating the sharing and benchmarking between sites. They 
thus played a central role in facilitating trust between individuals. 

5.1.3 Result control and trust 

The relationship between result control and trust is also very complex. 
Existence of result control can both limit and promote trust. Result measures 
can create a competitive environment as, for example, in this case, limiting the 
existence of trust and hampering sharing (see also Eccles 1992; Adler 2001). 
Result measures can, however, be required for the establishment of trust since, 
as in this case, it was found that a lack of incentives in networking limited 
both the development of trusting relationships and network sales. Result 
measures can also promote trust when incentives to share are given (Bromiley 
& Cummings 1995; Collins & Porras 1994; Salter 1973; Gupta & Govindrajan 
1986). Besides creating trust to promote sharing and co-operation, result 
control can also be important in facilitating trust by establishing stability and 
security for employees (Mason et al. 1999; Bloomfield & Coombs 1992). The 
functionality of result control has a considerable impact on the level of trust in 
transactions. In this case, there was no trust in cross-selling when transfer 
pricing was not controlled and everybody was known to cheat as much as 
possible.  

As in the administrative control section, previous studies relating to result 
control and its relationship with trust have also left unclear the factors 
impacting on the relationship. In order to better understand the relationship 
between result control and trust, we need to understand factors affecting the 
relationship. In this section, we categorise contextual factors, based on the 
factors found, in the empirical and conceptual part of the study, to have an 
effect on the relationship. Accountability, structures, politics, and resources 
were found to impact on the relationship and on the interplay between result 
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control and trust.20 The impacts of these contextual factors are shown in Table 
6.

Table 6 Contextual factors and the relationship between result control and trust  

Accountability Accountability mechanisms creating competition decrease the 
willingness to share 

Structures Structural changes hamper result control and create vulnerability to 
systems trust mechanisms 

Politics Implemented result control systems can lower politics and increase 
trust

Resources Resources invested can promote trust and build confidence in 
control 

Lack of resources decreases the level of control and makes it more 
trust-based

Accountability. Accountability mechanisms creating competition decrease 
the willingness to share. In this case, the impact of these performance 
pressures and limited willingness for sharing were recognised in networking. 
The units manufacturing using the same technology were aware of pressures 
for consolidation, which made them compete with each other for their very 
livelihood. These pressures made these units lean, as they had no extra 
resources. Consequently, the units did not have much motivation to help their 
sister units, revealing their secrets and hints and lend their limited resources.  

Structures. Structural changes can hamper result control and create 
vulnerability to systems trust mechanisms. Due to structural changes, the 
vulnerability of systems trust mechanisms, performance measurement system, 
was captured in the governance integration process. The integration process 
caused several structural changes such as the closing and relocating factories, 
the integration of sales organisations and supplier changes. These structural 
changes lowered comparability with previous years, meaning that, at group 
level, it was not recognised in every situation whether a business unit’s 
performance was good or bad. The integration process was also accepted as a 
reason for explaining possible deviations in performance, which gave leeway 
to the business unit managers. Furthermore, new business units and new 

                                            
20 Culture is not on the list of factors affecting the relationship between result control and trust. This 
does not mean, however, that culture does not impact on the relationship. The example given in the 
previous section concerning culture affecting the stance of trust and control is related both to 
administrative and result control. As it was seen as being more related to administrative than result 
control, it was decided to present it in the previous section.  



202 

managers, who had joined the acquirer company, hampered result control, as 
the units and the track record of the new managers were not well known. 
Performance evaluation was more trust-based than in normal situations: 
managers’ presentations and appearance meant more than they had done when 
comparability with previous years comprehensively existed.  

Politics. Result control can reduce politic manoeuvring and increase trust. 
Implementing result control measures in an inefficient and politic organisation 
have helped to solve internal problems. Chenhall & Langfield-Smith (2003) 
found in their study that a new bonus system, solved internal problems in a 
company, which had been operating at break-even level. The company was 
suffering from low performance partly for the following internal reasons: low 
employee morale, poor co-operation between employees and management, 
and a lack of congruence between employee work expectations and the goals 
of the organisation. Introduction of a gain-sharing program, which was 
implemented together with employees and management, solved internal 
problems in the company and developed trust between employees and 
managers.  

Resources have a considerable impact on result control and trust 
relationships. Resources impact on the relationship on two levels: invested 
resources can promote trust and confidence in control, and lack of resources 
decreases the level of control and makes it more trust-based.  

Resources invested can promote trust and confidence in control.  
Resources invested in familiarisation and training programmes can promote 

trust and increase confidence on the level of control. In the procedural 
integration process, resources were invested in such programmes when the 
new reporting application for the merged company was launched. This 
training round not only introduced the reporting application, but was also 
important in familiarising the group and unit controllers with each other. This 
training programme also helped people to get to know each other, facilitated 
communication between the units and the group, and also built confidence in 
the reporting skills of the business unit accountants and their willingness to 
work properly.  

Lack of resources decrease the level of result control making it more 
trust-based.  

Lack of resources decrease the level of result control and make it more 
trust-based. In this case, limited resources meant that group management was 
not necessarily up-to-date about situations in the business units, especially 
when structural changes made comparability with previous years’ performance 
difficult. The reduced attention to business follow-up made explanations of 
deviations more easily accepted than previously. Appearance, explanations 
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and presentations had more importance during these times in building and 
sustaining trustworthiness, than they had had in normal situations.  

5.1.4 Social control and joint impacts of control forms and their 
relationship with trust 

Knowledge of the relationship between social control and trust is surprisingly 
limited. This limited knowledge is highlighted by the fact that social control 
and trust have, on many occasions, been regarded as the same as trust (see, 
e.g., Dekker 2004). Trust and social control are, however, quite different 
concepts, as discussed in Chapter 2.3., although it is argued that trust exists 
more in social control than in other control forms (see, e.g., Merchant 1985).  

Trust-based control has not been regarded as an efficient governance 
mechanism. It has been argued that using only the same values and familiarity 
as governance mechanisms can lead to inefficiency, exclusion and exposure to 
vulnerability. Either result or administrative controls are required to support 
trust-based mechanisms (Adler 2001; Kim 1997; Uzzi 1997). Social control 
mechanisms are, however, efficient mechanisms to supplement other control 
and systems trust mechanisms. In this case, formal presentations were an 
important part of disseminating information and creating public 
accountability, thereby creating more confidence in the systems trust 
mechanism and the integration process. Social control mechanisms also 
support the use of formal control mechanisms and establish trust, giving 
possibilities for participation, open discussion and sharing values and 
information (Grönhaug & Ims 1991). 

In this study, social control (social pressure, cultural control etc.) did not 
play as significant a role in the outcome of corporate integration as 
administrative and result control, and we found only one contextual factor, 
which affects the use and efficiency of social control. In this case, culture had 
a considerable impact on the relationship between trust and social control. 
Whereas social control has been regarded as important in acculturation in 
M&As (Larsson & Lubatkin 2001), this study showed that cultural 
confrontations reduced trust and the possibilities to use social control in 
acculturation. The main cultural contradictions were faced at the executive 
committee where the acquired company members experienced difficulties in 
adjusting to their new roles and the style of governance. Tensions were also 
faced when the acquired company, at different organisational levels, had 
difficulties in accepting that a small company from a small country had 
acquired a company twice its size and from a much more international 
country. These factors lowered the level of trust between the parties, and 
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hampered the use of social control mechanisms and the execution of the 
formal cultural integration campaign. Social events were more or less 
administrative arrangements, familiarising people with each other in order to 
facilitate co-operation and to support integration outcomes. 

Joint impacts of administrative and result control in the relationship 
with trust.  

Previous studies have not highlighted the joint impact of administrative and 
result control systems and their relationship with trust. In this case, there was 
evidence of two types of joint impact of administrative and result control in 
developing trusting relationships: first, structures provided by administrative 
control support the development of trusting relationships, with which result 
control measures interfere, and, second, the existence of result control 
measures provide joint pressures with administrative control structures for 
developing trust.  

Administrative control can support the development of trusting 
relationships, with which result control measures interfere.  

In networking situations were recognised, in which administrative control 
was required to create trusting relationships that result control hampered. 
Result controls led the business units into a competing situation, which 
hampered the development of trusting relationships. All business units 
manufacturing the same kind of products were competing with each other, and 
were under the threat of losing their machines. This discouraged the units from 
willingly sharing any secrets and advice. Administrative control was required 
to facilitate contacts between the units and to develop necessary trust between 
individuals. Using administrative control, specific technology teams and 
administrative positions were established to help the development of contacts 
between the units. Although the main administrative control form in helping 
the sister units was domination from group level, these different teams and 
meetings facilitated relationships to an extent that coercion at group level was 
not always necessary, and the sisters could often directly ask help from each 
other. Without these administrative control arrangements, help would not 
necessarily have been given. 

Result control measures can provide joint support with administrative 
control structures for developing trust.  

Result and administrative control supported each other in developing 
trusting relationships in networking area. Administrative control was used to 
create the specific task forces to seek sales area synergies between different 
technologies. These task forces developed contacts between sales people from 
different sites and built a basis for co-operation. Result control also 
encouraged the development of relationships in the form of the accountability 
of additional sales targets. Nevertheless, these sales targets alone would not 
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have been enough to start co-operation; there was also a need to develop some 
level of trust between the parties. The contacts developed in regular meetings 
between the parties arranged by administrative control gradually developed 
trust between the parties. Trust was required since introducing a sister unit to a 
good customer involved major risks. Although additional sales pressures 
facilitated contacts and regular meetings were kept, in this case, there should 
have been stronger support from the result control side to promote network 
sales and to build trusting contacts. The sales forces, which should have 
played a major role in introducing their sister units to their good customers 
and developing joint projects, were not given incentives to carry out these 
network activities, which limited their interest in networking. Regular 
meetings were, however, advantageous when the relationships between the 
parties developed and joint business projects were carried out, although some 
opportunities were lost due to lack of incentives. 

5.1.5 The development of trust and the relationship between trust and 
control

This study shows that the development of trust and its relationship with 
control have many different dimensions. In the conceptual part of the study, 
we discussed the development of trust and demonstrated two supplementary 
views. Tomkins’ (2001) model based on conceptual analysis describes well 
the gradual linear approach, which shows that control is used more at the early 
stages of the relationship and when the relationship matures, the need for 
control decreases. McKnight et al. (1998) described hypotheses of different 
situations when initial trust can be high. That discussion can be related to the 
trust and control relationship: when initial trust is high, control is not used to 
acquire information, as actions are made based on initial trust. Both these 
views of the development of trust are, however, conceptual, and not studied in 
empirical context. Therefore, our knowledge of the development of trust, 
especially in context, is ambiguous and limited. This study offered 
possibilities to look at the development of trust in context and its relationship 
with control, and we found the development of trust in its relationship with 
control to be much more complex and multidimensional than these conceptual 
studies have suggested.  
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This study found six different relationships between control and the 
development of trust: 

• gradual development of trust 
• existence of trust to strengthen control 
• trust and control intertwined and developing each other 
• tensions between control mechanisms in developing trust 
• initial development of trust 
• a forced imbalanced trust and control relationship 
Although this study focused on the development of trust in the relationship 

between trust and control, we can conclude, based on these findings, that the 
development of trust is not only gradual and linear or initial. We can be forced 
to be in an imbalanced trust relationship and a trust development situation can 
be tense. Next we discuss these different relationships between control and the 
development of trust. 

In the gradual development of trust category, control is used to support the 
gradual development of the relationship. The use of control does not 
necessarily stop when the relationship has been developed, and it can even be 
required in order to feed the relationship. In this case, an example of this type 
of relationship is networking. In networking, administrative structures were 
created to support the development of relationships between the parties and 
also to search for synergies. These structures brought people together to 
discuss and share information such as sales contacts and synergies. It was, 
however, required to develop trust before the relationships between the units 
became deeper. Information given to another party was controlled until decent 
trust in the other party had been developed. In some areas of networking, the 
feeding of the relationship was important. Although structures brought people 
together, without regular contacts the relationship deteriorated. Therefore, 
administrative structures were used to feed relationships, bringing people 
regularly together to meet each other in order to provide possibilities for 
establishing and sustaining informal relationships. 

In the existence of trust to strengthen control category, existing trust 
between parties provides possibilities to strengthen control mechanisms in the 
relationship. In this category, trust comes before control, and control is 
established in order to strengthen trust and relationships at later stages. 
Examples of this category come from previous studies. In Dekker’s (2004) 
study, strong trust had been developed between transaction partners, allowing 
the other to reveal its cost structure without any governmental mechanisms to 
ensure that it was safe to do so. Highly structured governance mechanisms 
were developed later on in the relationship in order to help the achievement of 
goals in that relationship, and to help sustain trust at later stages of the 
relationship. In the Langfield-Smith & Smith (2003) study, the developed trust 



207

between parties was important for the fluency of the relationship. Governance 
mechanisms were almost absent at the beginning of the relationship, because 
of difficulties in task programmability and output measurability. Existing trust 
helped to develop governance mechanisms and strengthened trust between the 
parties. 

In the trust and control intertwined developing each other category, trust 
and control are intertwined as a form of systems trust. When trust and control 
are intertwined in the form of systems trust, they can simultaneously develop 
each other. We have an example of this category from governance integration 
where the transition structure mechanisms acted as systems trust mechanisms. 
The transition structure was widely accepted and supported by both parties 
and involved several different control mechanisms. These control 
mechanisms, besides providing controllability for the integration process, 
involved trust-building mechanisms such as supporting interaction between 
parties, and the facilitation of transparency and impartiality. The whole 
transition structure, besides supporting governance and establishing 
relationships between the parties, also built trust in the success of the whole 
integration process.  

In the tensions between control mechanisms in developing trust category, 
control mechanisms promote contradictory behaviour in trust relationships: 
typically result control promotes competition instead of mutual support, 
whereas administrative control is used to facilitate sharing between competing 
actors. We have an example of this category in networking. Result control 
measures and pressures led the units operating in the same production area to 
compete fiercely with each other. It was evidently clear that some units would 
be closed and several machinery relocations would be conducted. This fierce 
competition made the units unwilling to share information and help each other. 
In order to facilitate sharing and legitimise help, the group was required to use 
structures and domination. These structures facilitated the relationships 
between the units, so that, in urgent situations, it was possible to contact the 
sister units directly to ask for help. In some situations, the group was required 
to use power to make the business units to help their sisters with problems. 
These situations of help sometimes facilitated the creation of relationships, 
which resulted in informal networking and some level of trust. 

In the initial development of trust category, trust is developed without the 
extensive support of control mechanisms. This study found that cultural 
matters affected the forming of initial trust. The acquirer had a culture of 
acting based on trust. They acted by always respecting local forces in 
acquisitions until something unusual occurred, and their culture was not 
dictated by placing their own controllers at the acquired units. This company 
culture led them to act based on trust in this acquisition too. Stereotyping also 
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supported the formation of initial trust in this acquisition. This finding thus 
supports the hypothesis regarding stereotyping resulting in initial trust stated 
by McKnight et al. (1998). The group accounting department had stereotyped 
the national culture of the acquired as reliable and trustworthy, having had 
previous positive experiences of people from that nation. This stereotyping 
made them confident in the performance and reliability of the acquired 
company accountants facilitating initial trust in this acquisition.  

In the forced imbalanced trust and control relationship category, one is 
forced to be in a relationship in which there is neither robust trust nor control-
based confidence in the other party. Four factors affect the forming of this type 
of forced relationship: structures, politics, cultural confrontations and 
resources. Structures. This study found that conflicting structures in the mini-
case concerning regional organisation integration led to a forced imbalanced 
trust and control relationship between the SSC and a site controller. In the 
regional organisation the site directors were responsible for both 
manufacturing and administration of the site. During the integration, the SSC 
structure was established in order to centralise administration and remove 
administration costs from the individual sites. At the time, the SSC director 
was given the responsibility of managing administrational tasks both at the 
SSC and at the sites. In order to make any changes at the sites, however, he 
was required to get approval from the site directors. This problematic matrix 
structure resulted in a forced imbalanced trust and control relationship 
between the SSC and a site controller. Although the SSC found the site 
controller incompetent, they had to work with him, as the site director wanted 
to keep him, despite the wishes of the other organisation. The SSC was 
required to use extra effort to control the site controller, which still, however, 
did not resolve the imbalanced relationship. 

Structures, in fact lack of structures, were influencing the forced 
imbalanced trust and control relationship in the sales and operations 
relationship in the mini-case concerning regional organisation. There was no 
formal link and process in the sales and operations relationship, which reduced 
controllability in that process. Both parties were operating on their own, 
having no formal link with each other’s functions, which resulted in a 
considerable amount of operational problems and tensions: the sales function 
was not forecasting properly, and the operations function was not receiving 
forecasts and information about customers, and was not necessary producing 
according to sales forecasts. These tensions also resulted in limited interaction 
between the parties, which hampered efforts made to develop the process. The 
only formal link between the parties was in the regional management team, in 
which the parties were blaming each other for their low performance in recent 
months. The only person who had a picture of the whole process was the 
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regional managing director, but he was not able to see problems in the 
business structure, which caused the parties continually to fight with each 
other. Eventually lack of mutual trust led the parties to begin carrying out each 
other’s functions. The sales function started to get more involved with 
production, and the operations function started to have contact with customers. 

Politics can also be a force in an imbalanced trust and control relationship. 
In this case, it was found that politics in the integration process forced the 
adoption of a trusting approach at group level, in order to avoid creating 
further tensions. At group level, this trusting attitude was shown in the ‘merger 
of equals’ approach and in the management selection approach towards 
appointments. Tensions in the acquisition process hampered the use of an 
outside evaluator to select managers to specific positions, but it was required 
using the management selection approach. As the acquired company was 
twice the size of the acquirer, more managers from the acquired side were 
appointed at group vice-president level. The backgrounds of the acquired 
company managers were not known, and thus it was necessary to rely on 
forced trust in the appointment of the acquired company managers. 

Cultural confrontations can also force imbalanced trust and control 
relationships. In this case, cultural tensions were considerable on the acquired 
side, forcing the group accounting department to approach them with a 
trusting attitude. The acquired company experienced difficulties in being 
acquired by a company half its size from a small country, as it came from a 
much larger, more international country. The acquirer company accounting 
department felt that approaching the acquired with a control attitude would 
have increased already existing tensions. 

Resources can also force an imbalanced trust and control relationship. In 
this case, limited resources existed in the procedural integration, both for 
analysis and familiarisation with the business units. These limited resources 
meant that actions were taken based on vulnerable systems trust — how 
consistent and systematic reports received from the units were — no deeper 
analysis was possible. It was acknowledged that more control would have 
been preferable, but limited resources allowed only quick solutions for 
problems that arose. Business group controllers with responsibility for 
familiarisation, also had limited resources, when, at the time, they were 
controllers of the largest business units and, in many cases, were also acting 
based on vulnerable forced systems trust regarding business units other than 
their own. In the governance dimension, limited resources also resulted in 
acting based on forced trust, especially when comparability became difficult 
due to many structural changes. The appearance and presentation of managers 
became more significant in sustaining and establishing trustworthiness, and 
deviations became more easily accepted than in normal situations. 
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5.2 Refining the frameworks of control and the theories of trust 

5.2.1 Introduction 

In previous literature, control has widely been divided into result/outcome 
control, action/behavioural control and personnel/clan/social control — 
frameworks, which have ignored important elements of organisational control. 
The basis of this previous categorisation in control frameworks is that 
organisations can either monitor and measure behaviour or outcomes of 
behaviour — sometimes organisations can do both at the same time. When 
neither of these two control forms is possible, or they need to be stronger, then 
personnel/clan/social control is used. Although the main idea of this 
categorisation is functional, these frameworks have not given attention to 
organisational context, different control situations at different organisational 
levels, and to other purposes of the action form of control, other than close 
monitoring. This section refines previous control forms, and discusses how 
context impacts on these three control forms, how different organisational 
levels have different forms of controls, and what other functions the action 
control form possesses, other than just restricting individual behaviour.  

This section also refines existing theories of trust and develops a new 
concept of trust — a climate of trust. Previous trust research has mainly been 
acontextual, and contextual research on trust has been called for in order to 
raise our knowledge of how trust truly functions (Rousseau et al. 1998). This 
research provided several opportunities to study trust in a contextual 
environment. This section discusses the contextual impact on systems trust, 
value- and norm-based trust and personal trust. Finally, this section develops 
the climate of trust concept and discusses the contextual impact on a climate 
of trust, and how a climate of trust impacts on organisational action.  

5.2.2 From action control to administrative control 

In previous control frameworks action/behavioural control have been regarded 
as a control form, which is used when the behaviour of an individual can be 
monitored. In these previous frameworks, this control form has included close 
monitoring, rules, preaction reviews, restrictions and action accountability 
(Ouchi 1979; Merchant 1985). This classification gives a limited view of this 
control form in organisations, as it only concentrates on close individual 
monitoring, neglecting upper levels of organisational control such as corporate 
governance and business structures. These previous frameworks have also 
neglected unrestricting forms of this control — “positive” control forms — 
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organisational control arrangements, which facilitate interaction between 
individuals and are used, for example, to overcome competitive situations 
between business units. Besides these wider forms of this type of control, 
previous action/behavioural control frameworks have also neglected 
contextual factors. Culture, politics and resources have clear impacts on the 
use and effects of control. This section refines the previous action control 
framework, the action control form is revised to the administrative control 
form to include upper organisational level control forms and facilitative 
control forms. This section also discusses contextual factors, which impact on 
this type of control.  

Governance is a central part of administrative control. It involves 
organisational structure, corporate governance and project structures. 
Organisational structure is a key element of administrative control. 
Organisational structure defines accountabilities, the allocation of power and 
reporting relationships. Organisational structure also determines the main 
interaction channels between individuals and the area where they act. As the 
organisational structure is an efficient control form, problems in the structure 
are also a strong indication of the behaviour of individuals and the whole 
organisational context. Corporate governance is another central element of 
administrative control. National legislation strongly affects corporate 
governance. Corporate governance determines the structure of the 
management of a company and the responsibilities and power of the upper 
level of management functions. Corporate governance determines the role and 
responsibilities of the CEO, management board, board and supervisory board. 
Corporate governance not only defines roles and responsibilities, but also 
strongly affects the style in which a company is managed, such as how 
collective the management board is, how strong an influence the CEO has in 
the company, and what the power relationship is between the CEO and 
chairman of the board. Project structures are other central administrative 
control elements in the governance of a company. When corporate governance 
and organisational structure define daily responsibilities and functions, project 
structures are used to create additional accountabilities for individuals and also 
to intervene in daily functions and routines. Project structures are used to 
create functional and process accountability, meaning that certain tasks must 
be conducted within certain time periods. In order to create such 
accountability, specific administrative structures are usually formed to control 
these accountabilities. These administrative functions can involve a steering 
committee to govern projects and task forces with specific project 
responsibilities. Besides a normal project reporting task force, accountabilities 
can be strengthened by making task forces present their achievements in 
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public. Project accountability can also be strengthened linking performance 
evaluation to project targets. 

Business structures are a central part of administrative control. Business 
structures are important in directing individual behaviour and governing 
organisational action. Business structures are required to be efficient and 
functional in order to support organisational performance and to avoid 
conflicts, misguided behaviour such as sub-optimisation and the 
encouragement of behaviour which does not support organisational strategy. 
In this case, several cases were noticed where business structures hampered 
organisational efficiency. In the regional organisation, for example, the lack of 
existing business structures in the sales and operations relationship created 
inefficiency and conflicts, and resulted in the parties conducting each other’s 
duties.  

Facilitative functions and structures are an important part of 
administrative control. This can be regarded as ‘positive’ control, which 
previous action/ behavioural control literature has neglected. Besides limiting 
individuals’ behaviour, giving them responsibilities and accountabilities and 
governing their action with structures, administrative control has the important 
function of facilitating the sharing of information, and supporting the 
establishment of co-operation and informal relationships. Administrative 
control plays an important role in creating structures which familiarise people 
with each other. For example, networking requires that individuals get to 
know each other. Without knowing each other, people from different 
organisational functions and business units would rarely communicate, ask 
help and start joint projects. Structures are not only required got 
familiarisation, they are also important to continually feed existing 
relationships in order to sustain established informal relationships.  

Facilitative functions and structures are required to overcome competition 
between units. Many companies’ business units are competing with each 
other, which hampers co-operation and sharing within the group. Therefore, 
administrative structures are required to facilitate information sharing and 
benchmarking. Administrative structures can be used to bring people from 
competing units to discuss matters and co-operate in development projects. 
These projects can result in sharing information, familiarisation with each 
other, benchmarking and giving help in urgent situations. Administrative 
structures are efficient in coercing sister units to help their competing units 
and in encouraging units having problems to visit their competing units and 
ask for help. Forms of administrative structures include positions such as 
operations officers and knowledge managers, whose task is to facilitate the 
exchange of information between units, and to benchmark them against each 
other. If these positions are appointed from central organs, these managers are 
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in dominating positions compared to business units, and this is necessary to 
benchmark them and to facilitate sharing. 

Political factors significantly impact on the use and efficiency of 
administrative control. Politics, among other contextual factors, has been 
neglected in previous action/ behavioural control frameworks. Tensions in 
organisations have a significant impact on the use and efficiency of 
administrative control at various organisational levels. In the mini-case of the 
integration process between two business units, tensions hampered 
familiarisation with the unit from the acquired company, co-operation between 
the units and eventually the development of and the provision of help to the 
unit from the acquired company. Administrative control also suffers from 
disagreements and lack of unity, which, in this case, increased the decision-
making time in the executive committee, and created speculation concerning 
the direction of the company at lower levels of the organisation. 

Favouritism also hampers the efficiency of administrative control. 
Favouritism can appear in appointments, resulting in the bypassing of 
command-and-control lines, and showing bias towards one’s own people and 
business, instead of demonstrating equality. In appointment situations, 
favouritism signals inequality and can result in damaging effects, such as in 
the regional organisation where the sales manager selection caused the loss of 
a considerable amount of business. In this case, bypassing lines of command-
and-control, resulted in tensions, frustrations and hampered the management 
of the unit from the acquired company in business unit integration. In this 
process, favouritism and sub-optimisation in manufacturing also created 
problems. 

Organisational changes are situations where political manoeuvrings tend to 
appear. Managers are not necessarily happy with their new roles and can show 
their frustration by resisting changes, and this tends to result in increasing 
organisational tension. Organisational changes also increase rumours and 
speculation, which also tends to increase tensions. Organisational changes can 
also increase protectionism when people try to make themselves important for 
the organisation. In the mini-case of the integration process between two 
business units, sales organisation changes made some sales people conceal 
information and bend the truth in order to keep their position in the new 
organisation, and this hampered the establishment of the new sales 
organisation.  

Cultural factors also significantly impact on administrative control. These 
cultural elements can be divided into cultural differences and cultural 
approach to control. Cultural differences can result in hampering 
administrative control in mergers, acquisitions or merely when new employees 
join a company. Administrative control varies in companies, depending, for 
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example, on how collective management is, how much individuals have power 
in certain positions, and how fast decision-making is. Individuals being used 
to a different type of management can have difficulties in adjusting to the new 
style of management. Managers can also bring their own type of management 
with them to a company and, when the company has difficulties in adjusting to 
the new style, the efficiency of administrative control suffers.  

Cultural differences can also hamper administrative control when business 
units have different operating cultures; for example, units can have different 
degrees of readiness for networking. In this case, it was found that operating 
culture influences how much units are willing to work in networking: that is to 
say, sharing information, cross-selling and allowing other people to visit their 
factory. Cultural differences must be acknowledged in administrative control 
when deciding on such things as relocations and investing in new business in 
business units. In this case, it was found that unit culture and previous 
business culture affects the readiness of units to adjust to relocated business 
and working with new machines. One site in the regional organisation had 
problems, as they were used to operating with machines that required no 
maintenance and flexibility and they then received machines requiring a high 
level of maintenance and flexibility. In the business unit integration process 
problems were created with the relocated business, which required flexibility, 
sophisticated planning systems and manufacturing according to sales 
forecasts. Since they were used to operating based only on orders, without 
high-level planning and not to keeping any stock, they ended up in chaos over 
the new business. 

Culture also impacts on approach in administrative control. In this case, it 
was found that a company culture affects how administrative control is used at 
group level in the relationship between the group and business units. The 
acquirer company was used to approaching the acquired units from a trusting 
stance until something unusual occurred, and not placing its own controllers at 
the acquired units. Culture also impacts on administrative control in the form 
of stereotyping. In this case, it was found that the acquirer company had 
stereotyped the acquired company accountants as being reliable and 
trustworthy, based on previous experiences with that national culture. This 
stereotyping supported their trusting approach towards the acquired company. 

Resource factors have several central contextual impacts on administrative 
control. Naturally existing resources affect the establishment and use of 
administrative control. Acquisitions and new recruitments can significantly 
improve the level of administrative control. In this case, it was found that the 
acquisition brought knowledge to the acquirer company about the 
development of the accounting function. It was also found that the fact that the 
planners did not transfer with the machines adversely affected administrative 
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control in the receiving units, which had no knowledge of planning systems 
and new business operations. 

Administrative control plays a central role in allocation and taking care of 
resources. These resources include training, people, systems, knowledge and 
machines. Without sufficient resources, business operations do not run and 
administrative control itself is limited. In this case, it was found that badly 
organised administrative control resulted in chaos during several relocations, 
when insufficient resources were organised for the receiving units. Major 
problems occurred in handling the machines and adjusting to new systems and 
a new business operating model.  

Resources also limit the establishment and use of administrative control. In 
many situations, administrative control means structures that require time and 
people to establish them. In this case, it was found that limited resources 
prolonged the establishment of networking when resources were focused on 
integration activities. Resources also limit the use of administrative control. In 
this case, resources were limited at group level, hampering familiarisation with 
the acquired units, and that task was mainly delegated to the business group 
controllers. At, at the time, they were also controllers of the biggest business 
units, they had limited time to familiarise themselves with the acquired units. 
Thus limited resources hampered the efficiency of administrative control in 
the whole control chain. 

5.2.3 Refining result and social control frameworks 

Previous result/output control frameworks have focused on the measurement, 
rewarding and selection of appropriate measures, and have ignored the 
importance of contextual factors, which have a considerable impact on the use 
and efficiency of result control. Organisational changes, resource factors and 
political factors have several effects on the use and efficiency of result control. 

On several levels, organisational changes impact on the use and efficiency 
of result control. These factors can be categorised into periods of uncertainty, 
lack of comparability, changes in accountabilities, conflicts between measures 
and structures, and the use of guiding benefits. Organisational changes can 
result in periods of uncertainty in the organisation when sustaining 
accountability of people is difficult. Periods of uncertainty can shift focus 
directly from accountability areas to rumours and sitting around waiting for 
news. When routine tasks are run during the periods of uncertainty, extra 
effort put into activities can easily be lowered, especially when the 
performance is difficult to measure. In this case, it was found that sales 
persons were waiting for news of the future of the regional organisation during 
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the uncertain integration period, rather than concentrating on selling, and as 
their efficiency was difficult to measure in the short term, it was difficult to 
sustain their accountability during that time.  

Organisational changes lower comparability of performance making result 
control vulnerable. Organisational changes including a considerable amount of 
restructuring such as back-office integration, sales force reduction and 
integration, relocation of machines and changes in supplier relationship make 
it difficult to compare results with previous years. This makes result control 
vulnerable in two ways: how comparable results are to previous years, and 
how much changes in results are caused by factors outside the influence of 
management. In this case, lack of comparability meant that social skills such 
as presentation skills and appearance played a greater role in evaluating 
performance at the group level. 

Organisational changes create challenges in changes of accountabilities. In 
the change of accountabilities, contextual factors must also be considered, not 
only the change of result measures. When, for example, the accountabilities of 
sales persons are changed, their knowledge of products must also be 
considered, as well as training, the market situation, relationships between 
sales persons and their production unit, and how big a portion these new 
accountabilities comprise in their total accountabilities. In this case, it was 
found that lack of consideration of these contextual factors resulted in 
unsuccessful accountability changes. Acquired unit sales persons got one or 
two accounts from one acquiring company business unit, which was operating 
in decreasing markets. As these sales persons had already accounts for 
products in growing markets, which were more familiar to them, they 
concentrated on selling these products, and, in some cases, did not even try to 
familiarise themselves with these lower market products. Problems in this case 
were also created because of relocations, lack of training, and changes in 
organisational structure. 

In organisational changes, it is required to consider the relationship 
between organisational structure and measures. When measures and 
structures conflict with each other, this hampers the achievement of 
organisational targets. Cross-selling is one good example of where 
organisational structures and measures are difficult to link with each other. In 
this case, the conflict between measures and structure for several years 
hindered the achievement of cross-selling targets, as units were measured 
based on their EBIT. In the merged company, transfer pricing was mainly 
based on standard costs, and problems were created because both selling and 
buying units wanted to achieve their EBIT target and possibilities existed for 
cheating in transfer pricing. Attempts were made to solve these problems later 



217

on by dividing business units into sales units and manufacturing units, in 
which manufacturing units were only cost units. 

In organisational changes, it is necessary to think of using guiding benefits
to support attention to new accountabilities. Guiding benefits mean additional 
benefits used to focus attention on new accountabilities or relationships, 
which, in the short term, do not necessarily bring benefits for individual 
persons or a specific organisation, but, in the long term, can benefit the whole 
organisation. In this case, the importance of these guiding benefits was 
recognised in networking in which lack of guiding benefits hampered the 
creation of joint projects and the sharing of customer relationships. Sales 
persons, who were in possession of customer information and able to create 
joint projects, had network activities very low in their list of priorities in their 
incentive system, which did not encourage them to co-operate in networking.  

Resource factors affect result control in many ways. These resource factors 
can be categorised as resources in monitoring, system change resources and 
result measures hampering the sharing of resources. Lack of resources in 
monitoring hamper result control in two ways: decreasing the time spent on 
familiarising and interventions, and lowering the level of analysis. In this case, 
lack of resources in result control resulted in the easier acceptance of 
deviations in business units’ performance, as the top level managers had less 
time than normal to spend on familiarising themselves with business unit 
situations. In this case, the level of analysis also declined because of a lack of 
resources. Limited resources meant that accountants evaluated the 
trustworthiness of the business units based on how systematic and consistent 
their reports were, as they had no time to thoroughly analyse their results. 
Resources in monitoring also impact on how much accountants have time for 
ad hoc reporting and for development projects. 

Resources play a critical role in systems changes. Appropriate systems are 
cornerstones of the functionality of result control. Systems changes are critical 
processes, and thus an appropriate amount and quality of resources are 
important for sustaining the functionality of result control during and after 
systems change. In this case, it was noticed that lack of qualified resources in 
systems changes resulted in long-term chaos in the unit from the acquired 
company during the integration between two business units. Resources are 
required not only in change processes, but also to train individuals to use 
systems in order to guarantee the appropriate use of those systems. 

Result control impacts on resources and the willingness to share them. 
Result measures can create a competitive environment inside companies and 
impact on units’ willingness to share their resources with their sister units. In 
this case, result measures made units leaner and created a competitive situation 
between units, reducing their willingness to share their knowledge and human 
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resources. Sharing resources and secrets could potentially result in losing a 
competitive edge to sister units, and also potentially lead to losing qualified 
personnel or machinery to other units, or even to the closure of the unit, if 
sister units started to perform better after learning new secrets. In order to 
overcome these barriers, it was required to use administrative control 
mechanisms discussed in a previous sub-chapter. 

Political factors impact on the use and efficiency of result control. In 
procedural integration, it was noticed that business group controllers 
sometimes faced challenges in familiarising themselves with new business 
units. Not all business units were open and some were actually defensive and 
treated queries as insults. In order not to create further tension, actions were 
sometimes taken based on reports and guarantees given by the unit 
management, although a willingness existed to ask questions and carry out 
more analysis. Besides organisational defensiveness, politics also appears in 
the form of resistance to change, which hampers the implementation of result 
control systems (see, e.g., Jones 1986). 

In previous frameworks, contextual impacts on social control have been 
ignored. Previous frameworks have based social control on the premise that 
individuals, on their own initiative, do what is best for the organisation, either 
because they are self-directed or because they are influenced by social 
pressures. Managers have been seen as being able to tap into and encourage 
forces that inspire individuals to work for organisational goals (e.g., Merchant 
1985). In this merger, social control (social pressure, cultural control etc.) did 
not play as significant a role as administrative and result control had, and 
therefore we cannot say much about it, but some evidence of it was found, and 
contextual factors also considerably impacted on the use of social control as 
they did on result and administrative control. Although previous research has 
regarded social control as efficient in acculturation (Larsson & Lubatkin 
2001), in this case, it was, however, found that cultural tensions can even 
hamper the use of social control in the acculturation process. The cultural 
differences between the merging partners at the group level regarding the 
corporate governance and the style of management, were so considerable that 
they hindered implementing a social control-based cultural campaign.  

In previous frameworks, social control has been regarded as being based on 
self-directive behaviour or group pressures and the role of social control 
mechanisms creating financial accountability has not been discussed. 
Nevertheless, this and previous studies have found that social control 
mechanisms are effective in creating financial accountability. In Roberts’ 
(1990) study social, control mechanisms in the form of conferences were used 
to clarify targets, foster unity between various business units and 
institutionalise strategy and changes. In this case, social control in the form of 
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conferences was an effective mechanism in creating public accountability for 
integration targets and testing managers on how they present themselves. 
Thus, not only administrative and result control but also social control 
mechanisms are effective in creating financial accountability. 

5.2.4 Refining the theories of trust 

The majority of trust research has been acontextual, and in order to increase 
our knowledge about how trust truly functions in its context, the conducting of 
contextual research has been encouraged (Rousseau et al. 1998). Sociological 
theories of trust provide insights into the role of trust in society, but do not 
support our understanding of how trust functions at organisational level, where 
contextual factors can considerably influence the behaviour of actors. Ignoring 
the main ground theories of trust, however, would lead to fragmented trust 
research that has in fact already happened in the field of trust. This section 
discusses the impact of contextual factors on trust, based on the findings of 
this study. Besides linking the findings of this study to existing sociological 
trust theories, a new concept of trust is also suggested — a climate of trust, 
which is seen as being useful for the organisational level of analysis. 

Systems trust. In previous research it has been pointed out that strength 
and weaknesses of systems trust depend on the context and they impact on the 
use and reliability of systems trust mechanisms. For example, companies 
operating in low developed societies cannot necessarily rely on local 
institutions and systems when having exchange relationships with local 
companies (Bachmann 1998; Humprey 1998). Also in developed societies, 
however, belief in the reliability of systems can be low as found by Arrighetti 
et al. (1997), who studied the Italian legal system. This study found that 
contextual factors impact on the efficiency and use of systems trust 
mechanisms in an organisational context. These contextual factors can be 
classified into politics, resources and structures. 

Politics has a central impact on the use and efficiency of systems trust 
mechanisms. As the corporate control system can be regarded as a systems 
trust mechanism, in the same way political issues hamper the efficiency and 
use of systems trust mechanisms as they do the use of control mechanisms. 
This study found that politics hamper the robustness of the systems trust chain, 
result control, as not all business units were open for questions and viewed 
some queries as insults. In order not to raise tensions, in some instances 
business group controllers relied more on business unit management and their 
reports than imposed analysis and questions.  
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Although politics hamper the use and efficiency of systems trust 
mechanisms, political manoeuvring can also be reduced by the use of systems 
trust mechanisms. Formal integration control mechanisms can also be 
regarded as systems trust mechanisms, an expert system, which is a concept 
introduced by consultants to provide controllability and confidence in 
integration. These system trust mechanisms reduced the role of organisational 
politics and built trust in the organisational situation. These mechanisms 
forced attention to be focused not on politics but on integration work, and they 
also created accountability, provided impartiality and allowed the parties to 
get to know each other. These systems trust mechanisms in this integration 
process also provided both parties with confidence in the success of the 
process. 

Resources play an important role in the efficiency and use of systems trust 
mechanisms. In this case, the impact of resources on systems trust 
mechanisms was clearly seen in the procedural integration process. The 
responsibility of group accountants for the functionality of group reporting 
systems, the key system trust mechanism in group control, suffered from lack 
of resources. This lack of resources meant that they had limited time for 
analysis and were not able to increase the level of control in acquired business 
units. Business group controllers, to whom the control function was mainly 
delegated, were at the time controllers of the biggest business unit in the area, 
and had limited resources for familiarising themselves with the newly acquired 
business units. Limited resources thus hamper the robustness of systems trust 
mechanisms. 

Structures impact on the robustness of systems trust mechanisms. In this 
case, the impact of structures on systems trust mechanisms were recognised in 
the governance integration aspect. The structural changes made in business 
units, such as back-office and sales force integration, the relocation of 
machines and changes in supplier relationships, hampered comparability to 
previous years. This lack of comparability made systems trust mechanisms 
vulnerable, with the result that deviations in performance were more easily 
accepted, and presentations played a greater role in judging the trustworthiness 
and capability of business unit and group managers. 

Contextual factors also have a considerable impact on personal trust
relationships and thus behaviour in organisations. In this case, two factors 
were classified, both of which impacted on personal trust relationships and on 
organisational action. These factors are politics and structures.  

Politics has a considerable impact on personal trust relationships, which can 
have a serious effect on organisational action. In this case, politics in the form 
of favouritism impacted on personal trust relationships and had a considerable 
impact on organisational climate and action. Favouritism and bypassing 
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command-and-control lines created a considerable amount of tension and 
frustration at various organisational levels, hampering the development of trust 
relationships, the completion of integration projects and the establishment of 
organisational unity.  

Structures also influence personal trust relationships and organisational 
action. In this case, the impact of structures on personal trust relationships was 
recognised in the mini-case of regional integration. The organisational 
structure forced the SSC function to lack trust in the site controller, as the site 
director wanted to keep this controller who was widely regarded as 
incompetent. In this matrix structure, SSC was responsible for business 
support functions, but the site directors had the final say concerning local 
administration resources, which made the SSC’s role difficult, as it had to be 
in a relationship with the incompetent controller. 

Value- and norm-based trust has been widely discussed in sociological 
literature, but our knowledge of values and norms in making decisions on trust 
is relatively limited. Overall it has remained unclear what the relationship 
between culture and trust is in organisational action. This study made an effort 
to clarify the role of culture in making decision on trust, and it was found that 
stereotyping and culture affect decisions on trust in organisations, thus, this 
study made the first efforts to discuss organisational value- and norm-based 
trust. 

This study found stereotyping to affect making decisions on trust, thus, the 
study support the hypothesis made by McKnight et al. (1998) that stereotyping 
can lead to initial trust. In this case, the impact of stereotyping in the 
procedural integration was recognised. Group accountants had a tendency to 
apply national cultural stereotyping: they stereotyped some national cultures 
as reliable and others as less reliable. Based on previous positive experiences 
of the nationality of the acquired company, they regarded accountants from the 
acquired company as reliable and trustworthy. This stereotyping meant that 
the group accounting department relied on acquired company accountants’ 
work ethic and reliability, and it also created confidence in the functions of the 
acquired company. 

A company culture-based attitude has also affects decisions on trust. In 
this case, company culture affected decisions on trust in procedural 
integration. The acquirer company tended to approach acquired companies 
with a trusting attitude. It relied on local forces in acquired companies until 
something unusual occurred, and did not place its controllers at acquired 
companies. It also applied this culture-based trusting attitude in this case, 
respecting the acquired company and not approaching it with a control-based 
mentality. It believed that showing respect would result in the best solution, 
especially in this case where cultural tensions were evident. 
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This study develops a concept of a climate of trust, which is felt relevant 
for organisational trust research. In many areas, such as at group level and in 
the business unit integration processes, this study noticed that there was no 
unity, trust and co-operative atmosphere between the parties and existing trust 
theories did not explain these situations. The reasons for lack of trust in these 
cases were not always related to systems, institutions, value or norm-based 
trust or personal trustworthiness. In many cases, lack of trust was linked to 
organisational atmosphere and the lack of a climate of trust. This concept 
labels these phenomena and also explains behaviour in organisations. This 
climate of trust concept means a climate that involves reliability, 
trustworthiness and security in an organisation. This climate of trust concept 
differs from previous sociological trust theories, since the climate does not 
have any specific sources and objects of trust. This development of a climate 
of trust concept, however, also represents efforts to develop naïve trust 
theories to describe trusting situations in an organisational context that have 
been called for (see, Kramer 1996). This study found that politics and cultural 
factors have a considerable impact on a climate of trust, which in turn affects 
organisational action. 

Politics has considerable effects on a climate of trust. In this case, the 
impact of politics on a climate of trust was recognised in the business unit 
integration. The managing director from the unit of the acquired company 
never accepted the authority of the managing director from the unit of the 
acquirer company. Additional tensions were created when the director from 
the unit of the acquired company went over the head of the director from the 
unit of the acquirer company, reporting directly to the regional director. 
Problems which hindered the development of a climate of trust between the 
units were also created when rumours began circulating in the unit from the 
acquired company that the unit from the acquirer company wanted to “kill”
them. This lack of a climate of trust hampered the completion of integration 
projects, created problems in the relocation process and the development of 
the unit from the acquired company, and eventually these difficulties resulted 
in serious damage to business unit integration.  

Culture also has considerable effects on a climate of trust. In this case, the 
impacts of culture on a climate of trust were recognised in the governance 
integration aspect. The acquired company directors had difficulties in 
adjusting to the acquirer’s governance culture, as they were used to a more 
collegial and discursive culture. Cultural contradictions created tensions, 
which were also reflected at lower levels of the organisation. A climate of trust 
and unity were not established between the parties, and this hampered the 
integration process and slowed decision-making. The lack of a climate of trust 
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also hindered the introduction of a formal cultural programme in the merged 
company.  
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6 CONCLUSIONS AND EVALUATION OF THE 
STUDY

6.1 Conclusions

This study addressed corporate integration, trust, control and their relationship. 
First, we discuss the contribution this study made to our understanding of 
corporate integration and M&A performance. Mergers and acquisitions are 
common in daily business and often reported as failures, but despite a 
substantial amount of research carried out in this field, the knowledge of what 
affects their successes and failures has been insufficient. Attempts have been 
made to explain the performance of M&A using stock-market and accounting-
based measures, but studies using these measures and methods have not been 
able to explain M&A performance. These M&A performance studies have 
also regarded the integration process as unimportant. However, it is in fact 
central to M&A performance as the value in M&A is realised in that process.  

Despite many integration studies, factors affecting synergy realisation and 
business performance in corporate integration have remained unclear. The 
integration challenges raised in previous studies lead one to believe that trust 
and control, the factors that have been almost totally neglected in previous 
integration studies, could be success factors in corporate integration, although 
the integration process itself has remained a relatively unclear phenomenon. 
The key reason for the limited knowledge of corporate integration is a lack of 
proper frameworks for researching and understanding the integration process.  

Based on the above, the first research purpose was formulated, which was 
to analyse the importance of trust and control at different levels of corporate 
integration. In order to address the first research purpose, it was required first 
to determine the factors affecting the outcome of corporate integration, and 
then to analyse the importance of trust and control in these factors. The lack of 
frameworks and ambiguous knowledge concerning corporate integration 
resulted in the application of the iterative grounded theory method in this 
study. Analysis of previous M&A performance and integration literature 
resulted in M&A performance being seen as the same as the outcome of 
corporate integration. M&A performance in this study was defined in terms of 
synergy realisation and business performance during integration. Synergy 
realisation is a good measure of M&A performance, as the value in M&A is 
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dependent on achieved synergies. Besides synergy realisation, we must also 
evaluate the business consequences of M&A activities, and therefore the 
business performance during integration is another important measure for 
M&A performance. 

The main result of this study is the four-dimensional integration framework, 
which not only provides an answer to what affects M&A performance, but can 
also act as a guide for scholars conducting research in this area, and be helpful 
for managers executing corporate integrations. The critical factors in each 
integration aspect, with few exceptions, are accountability, resources, 
structures, politics and culture. In each integration aspect, these critical factors 
were found to be strongly connected to control and/or the relationship between 
trust and control, which leads us to conclude that trust and control are 
explanatory factors in M&A performance.  

These four aspects of corporate integration highlight the importance of 
different activities in M&A performance. In the governance aspect, the main 
challenges relate to governing the integration process, monitoring business 
performance, building the new entity, tackling politics, and the ability to create 
co-operative relationships between the parties. In the networking dimension, 
challenges concern the facilitation of sharing, building ground for joint 
business projects, creation of effective structures to promote cross-selling, and 
the ability to tackle continuous competition between the units. In procedural 
integration, the main challenges relate to the effective organisation of group 
functions to be able to provide up-to-date financial information and support 
harmonisation of procedures, in which the key resources of both the acquired 
and the acquirer company and the co-operation between them play a critical 
role. Finally, in the operational aspect, which, in many mergers and 
acquisitions, determines eventual success, challenges relate to governing the 
merged organisation during the integration, organising business and 
organisational structures to support synergy realisation and business 
performance, co-ordination of re-organisation processes, and tackling 
challenges related to favouritism, tensions and cultural differences.  

Second, this study contributes to knowledge concerning the relationship 
between trust and control. The motivation to study this subject was the 
existing contradictory views regarding the relationship between trust and 
control. On one hand, trust is itself regarded as a control mechanism; on the 
other hand, it has been suggested that the relationship is complementary, 
meaning that the more trust there is, the less need for control; thirdly, the 
relationship has been regarded as supplementary, meaning that an increase of 
control does not mean a decrease in trust, and finally, the relationship between 
trust and control has been regarded as intertwined, meaning that trust and 
control are tied together. Despite these contradictory views, no effort has been 
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put into solving these contradictions and building an integrative view of the 
relationship. Additionally, previous studies have been mainly conceptual and 
limited empirical studies have not focused on analysing factors affecting the 
relationship. Based on above the second research purpose was formulated, 
which was to analyse the relationship and interplay between trust and control. 

The contribution made to knowledge concerning the relationship between 
trust and control was the building of the integrative view of the relationship, 
showing how each control system has its own relationship with trust, and how 
the relationship between trust and control has complementary, supplementary 
and intertwined dimensions. Besides solving these contradictory views, this 
study categorised contextual factors (accountability, structures, politics, 
culture and resources), which explain the interplay between trust and control.  

What do we learn from these findings? The main thing we learn is that not 
only are trust and control closely related to each other, but they are also 
strongly attached to their context, and cannot be treated acontextually, as has 
been done in previous research. The context determines whether trust and 
control are mutually supporting or decreasing and how intertwined they are.  

Third, this research contributes to our knowledge of trust. We have had 
quite an ambiguous view of the development of trust: on one hand, the 
development of trust has been regarded as linear gradual and, on the other 
hand, it has been argued that trust can initially be high. The problem with 
research on trust has been that it has been acontextual and the development of 
trust has not been studied empirically. This study contributes to the 
development of trust demonstrating that, besides the fact that the development 
of trust can be gradual or trust can be initially high, the trust relationship can 
also be forced. Additionally, we learned that politics, culture, structures and 
resources affect the development of trust. Coming back to the relationship 
between trust and control, we learned that it can be an imbalanced forced 
relationship, control systems can be in conflict with each other hampering the 
development of trust, the use of control forms can be essential for developing 
trust and, when trust and control are intertwined, they develop each other. This 
study made efforts to strengthen the contextual knowledge of trust and also to 
meet the need for down-to-earth trust theories. This study discussed the impact 
of politics, culture and structures on previously acontextually-treated trust 
theories, giving a more authentic view of trust in organisations than had been 
given in previous conceptual research. This study also offers a new concept of 
trust, a climate of trust. This helps to describe behaviour and trust in 
organisational situations that previously-developed trust theories do not 
explain. 

Fourth, this study contributes to our understanding of control by discussing 
the contextual impacts on control forms, and by refining current commonly 
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used control typology. It was noticed that the control typology consisting of 
action, result and social control did not describe all relevant aspects of 
organisational control. Therefore, the action control form was widened to 
administrative control, so that it also included corporate governance, 
organisational structures, business structures, and project control. 
Additionally, while this action-type of control has been regarded as a 
“negative” control form, in this refined typology, it was noticed that 
administrative control also has important “positive” functions: to facilitate 
relationships — build trust between the parties. The study also discussed how 
culture, politics, resources and structural changes affect the use and efficiency 
of control systems.  

6.2 Evaluation of the study and further research possibilities 

This research attempted to build a theory to help to understand why mergers 
and acquisitions fail and succeed, the importance of trust and control in 
corporate integration, and the relationship and interplay between trust and 
control. The final stage of this research process is to evaluate how this 
research succeeded in its task. Since I used iterative grounded theory 
methodology, it is convenient that I evaluate this research using criteria for 
good grounded theory. Good grounded theory, first, must have a close fit with 
the substantive area in which it is used, second, must be easily understandable 
for laymen trying to familiarise themselves with the field, third must be 
sufficiently general to be applicable to a multitude of diverse daily situations 
within the substantive area, and finally the substantive theory must enable the 
person who uses it to have enough control to make its application worth trying 
(Glaser & Strauss 1967).  

The first criterion — fit — is passed over because the theories this study 
builds derive from empirically driven research. As is the manner of iterative 
grounded theory, previous research findings are also used to develop theories. 
The main use of previous empirical research has been to strengthen the 
categories built based on this case research, but in some cases, such as in the 
section on the relationship between control and the development of trust, one 
theoretical category was also developed based on previous empirical research. 
In every case, whether the empirical material derives from this case study or 
from previous research, the development of the theory is conducted in an 
inductive manner. All parts of the study use empirical material extensively to 
allow the reader to follow the theoretical reasoning.  

I have attempted to approach the second criterion, understandability, by 
emphasising the manner of presentation of this research report. Apart from in 
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chapters 2.1 and 2.3, abstract terms that may be difficult for non-scholars are 
not used. I have attempted to write chapter 4, which is expected to be of 
greatest interest for non-scholars, in a manner which makes it easy to apply the 
theories built. Additionally, the tables in chapter 4 are also expected to help in 
the use of theoretical constructions. Chapter 5 also involves themes which are 
expected to be interesting for non-scholars, such as the refinement of control 
typology, discussion about contextual impacts on control forms, and the 
relationship between trust and control. Understanding the contextual factors 
affecting the relationship helps corporate managers to acknowledge the 
organisational conditions, which destroy the building of trust, and hamper the 
use and efficiency of control. These sections also attempt to avoid difficult 
abstract terms and emphasise the use of descriptive empirical material in order 
to make research constructions understandable. Chapters 2 and 3 serve the 
integrative research approach applied in this study to connect previous 
knowledge to the inductively-built theoretical constructions. These chapters 
also support high conceptual validity in this study.  

The third criterion, generality, means that the theory built should be abstract 
enough to make it usable in multi-conditional, ever-changing daily situations. 
The theories built in the study: the four-dimensional integration framework, 
the relationship between trust and control and refinement of control and trust 
theories, are usable in very different situations although they derive from this 
single case study. The framework of different integration aspects applies to 
different corporate integrations, and these frameworks are easily modifiable if, 
for example, the corporate integration in question is small, then a mixture of 
governance and operational integration frameworks can be used to study or 
guide the integration process. I have also attempted to comprehensively 
describe trust, control and their relationship constructions built in this study, in 
order that they may be easily usable in different contextual situations. 

The final, fourth criterion, control, means that persons using the theory 
should have control over the related phenomena. Glaser & Strauss (1967, 245) 
argue that “[T]he person who applies the theory must be enabled to 
understand and analyse ongoing situational realities, to produce and predict 
change in them, and to predict and control consequences both for the object of 
change and for other parts of the total situation that will be affected. As 
changes occur, his theory must allow him to be flexible in revising his tactics 
of application and in revising the theory if necessary.” The integration 
frameworks built in this study allow persons to understand the process of 
corporate integration and evaluate different usable tactics and their outcomes. 
During the integration, these frameworks also allow persons to evaluate 
reasons for different outcomes and use them to assist in changing their 
behaviour. The trust, control and the constructions of their relationship built in 
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this study also allow the understanding and predicting of the outcomes of 
certain behaviour in the use of control systems and in the relationship between 
the parties. To sum up, this study attempted to fulfil all the criteria of good 
grounded theory and make a comprehensive study of interesting and valuable 
research topics. 

The subjects studied offer several further research possibilities. This was 
the first integrative corporate integration study, and the frameworks built offer 
guidance for further studies. I surely encourage scholars to use, refine and 
develop these frameworks or, in other ways, to conduct integrative research to 
deepen our understanding of factors affecting the outcome of corporate 
integration. Social control played only a minimal role in this study, and I 
would estimate that further studies about social control in companies where 
tensions between the merging parties are not as great, would find that social 
control has a stronger role. The area of trust offers many interesting research 
avenues, since contextual studies are rare and we are just starting to learn how 
trust truly functions. For example, the consequences of distrust in an 
organisational context or the relationship between culture and trust in a 
multicultural organisation seem attractive, at least for me. The relationship 
between trust and control has certainly not been totally uncovered. I am sure 
that studying the impact of the fragile intertwined relationship between trust 
and control and its impact on organisational context would offer many 
interesting theoretical findings. During the study, I also pointed out several 
gaps in our knowledge, which all I was not able to fill in this research.  
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APPENDIX INTERVIEW DATA 

(shorter discussions, meetings etc. which also occurred with other than listed 
interviewed persons are not reported here) 

Person
(position in which 
interviewed) 

Date Interview method Interview 
time

1. CEO
2. CFO
3. Integration steering 

group member/ 
business area group 
VP

4. Business group VP A
5. HR director Group 

VP
6. Group general 

counsel 
7. Group VP 

communications 
8. Group controller  
9. Group VP/ EC 

member 
10. Integration steering 

group member/ 
business area group 
VP

11. Business group GVP 
B

12. Business group 
controller A 

13. Business group 
deputy managing 
director/ SSC 
director 

14. Business group sales 
manager A 

15. Business unit 
managing director A 

16. Site/ operations 
director A 

17. Business group sales 
manager B 

18. Business unit 
managing director B 

19. Group level 
controller  

7.3.2002 
7.3.2002 
15.4.2002 

2.5.2002 
11.6.2002 

13.6.&13.8.2002

13.8.2002 

22.11.2002 
12.3.2003 

22.4.2003 

7.5.2003 

8.5.2003 

13.5.2003 

13.5.2003 

14.5.2003 

14.5.2003 

27.5.2003 

28.5.2003 

18.6.&22.7.2003

Theme 
Theme 
Theme 

Theme 
Theme 

Theme 

Theme 

Theme 
Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

1’55
2’35
2’25

2’00
2’00

2’25

2’00

2’40
1’50

1’25

2’35

1’00

2’50

2’20

2’15

2’20

2’40

1’45

2’45
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20. Business unit/ group 
managing director C 

21. Integration director/ 
EC member 

22. Group manager 
operations/ 
operations VP 

23. Business group 
deputy managing 
director/ SSC 
director

24. Business unit 
operations director 

25. Business group 
controller B 

26. Site/ operations 
director B 

27. Sales/ operations 
manager

28. Business group sales 
manager C 

29. Business group IT 
manager

30. Business group sales 
manager A 

31. Business group 
controller A 

32. CFO 
33. CEO 

30.10.2003 

6.11.2003 

8.12.2003 

10.12.2003 

10.12.2003 

10.12.2003 

11.12.2003 

11.12.2003 

19.12.2003 

23.12.2003 

2.3.2004 

15.4.2004 

29.4.2004 
17.5.2004 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme 

Theme  

Theme (by phone) 

Theme (by phone) 

Theme 

Theme 
Theme 

4’30

2’10

2’40

2’15

2’00

1’40

1’15

2’30

1’35

1’35

1’15

1’50

1’55
1’40
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