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 I 

Abstract 

This thesis is the outcome of a graduation assignment focussing on innovation driven mergers and 

acquisitions (M&As). The assignment has been performed in cooperation with 

PricewaterhouseCoopers in The Netherlands.  Innovation is becoming an increasingly important 

source for competitive advantage. M&As are one of the methods to get access to the knowledge that is 

needed for a company’s innovation process. Existing research suggests that companies can exploit or 

explore the acquired knowledge in order to increase the innovativeness of a company. The goal of this 

thesis was to get a better understanding of the relation between the choice of the integration strategy 

based on the knowledge leverage strategy and the outcome of M&As in terms of reaching their 

innovative goals. Moreover, additional strategic factors that influence the differentiation process have 

been analyzed. The outcome of the research is that companies indeed differentiate their integration 

strategy according to the knowledge leverage strategy. Doing so has a positive effect on reaching the 

goals of an innovation driven M&A, because it helps to tailor the integration strategy to the 

characteristics of the knowledge leverage strategy.  Other strategic factors such as the absorptive 

capacity of a company and prior M&A experience influence the characteristics of the knowledge 

leverage strategy and shape the integration strategy.  



 

 II 

 

 

 

 

 

 

 

    

“Blijven wie je bent. Een pracht van een mens. Schep maar 

vreugde in jezelf. Besef hoezeer je in bloei staat. 

 

Maar méér nog. Worden wie je mag zijn. Niet stilstaan. 

Je zou aan glans verliezen. Zienderogen zou je verweken. Je 

weg gaat verder. Een nog veel hogere bloei mag je bereiken. 

 

Worden wie je mag zijn. Alleen zo blijf je wie je werkelijk 

bent.” 

 

 

Hans Bouma, “Wie je mag zijn” 
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Management Summary 

Introduction 

In today’s dynamic business world, innovation is seen as the main force for sustaining and advancing 

current businesses. Pressure to bring new products to the market quickly comes from the rapid pace of 

technological change and the need for low costs and time to market.  Internal R&D is no longer 

satisfactory to provide new products and services. Companies are therefore increasingly looking 

outside the company borders to find external sources of knowledge that allows them to innovate. One 

of the mechanisms to get access to these external sources of knowledge and know-how is through 

mergers and acquisitions (M&As). In the last two decades, innovation has become an important driver 

for mergers and acquisitions. 

Even though M&As are a popular business strategy to become innovative, many fail to reach 

their innovative related goals. This study looks into the process behind innovation driven M&As. 

During the analysis of the process both strategic and managerial aspects are considered. The aim is to 

find out if adjusting the integration strategy to various strategic factors improves the outcome of 

M&As in terms of reaching their innovative goals. The strategic factor that is mainly focused on is the 

knowledge leverage strategy: exploration or exploitation of knowledge. An acquiring company can 

either use the knowledge base of the target firm as the input for their own innovation processes 

(exploitation), or depend on the capabilities of the acquired firm as a source of ongoing innovation 

(exploration). It is claimed in this study that the integration strategy should be differentiated according 

to the chosen knowledge leverage strategy. Additional factors that influence the M&A process that are 

considered are absorptive capacity, organizational fit and prior M&A experience. The research 

question is formulated as followed: 

 

“While taking factors into account that possibly affect the M&A process, does differentiating the 

integration strategy to the knowledge leverage strategy contribute to reaching the goals of an 

innovation driven M&A?” 

 

To find an answer to this question, several propositions were developed. The following paragraph 

describes the research model that was constructed. A management survey and case study were used to 

verify the propositions and answer the research question. The main conclusions are described below. 

Also the managerial implications of this study are highlighted. 
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Research Model 

Figure 1 depicts the model has been constructed to answer the research question. The model shows the 

strategic factors that influence the integration process. This influence is theoretically rationalized and 

summarized in six propositions (P1-P6). 

 

 
 

Figure 1: Summary of Propositions 

 

• It is proposed that there is a positive influence on reaching the innovative goals when the 

knowledge leverage strategy is considered during the determination of the integration strategy. 

• The influence of the knowledge leverage strategy on the integration strategy was proposed as 

follows: knowledge exploration asks for a relatively low degree of integration, while 

knowledge exploitation asks for a relative high degree of integration.  

• It is thus important to know how the acquired knowledge will be leverages. The choice of the 

knowledge strategy is proposed to be influenced by the absorptive capacity of the acquirer. 

The depth of the absorptive capacity shifts the leverage strategy towards exploitation, while 

the breadth shifts it towards exploration.  

• It is proposed that there are additional factors, next to the knowledge leverage strategy, that 

can influence the choice of integration strategy. A low degree of absorptive capacity shifts the 

integration strategy to a form with a lower degree of integration, while prior M&A experience 

and organizational fit shift it to a form with a higher degree of integration. 
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Main Conclusions 

It can be concluded that taking the knowledge leverage strategy into account when determining the 

integration strategy has a positive relation with reaching the innovative motives of an acquisition. The 

choice of integration strategy is affected by the absorptive capacity of the company and by the prior 

M&A experience. The influence of organizational fit could not be determined. Recognizing the 

attributes of the knowledge leverage strategy and the possible pitfalls of the integration strategies helps 

to prevent problems during the integration process. The exact relation between the various factors is 

described in more detail below. 

• The results imply that there is a positive relation between differentiating the knowledge leverage 

strategy to the chosen level of integration and the innovative performance of a company. Even 

though support was found for this statement, it became clear that the importance of the knowledge 

leverage strategy might differ across industries. The knowledge leverage strategy is for example a 

main value creating activity in the high tech sector, but not in the foods industry. The results 

showed that brands and operating structures determined the integration strategy in this industry, 

pointing to the difference in value creation. Further research in this area is needed.  

• The requirements for integration differ according to the strategic need of the situation. This 

research shows that structural integration supports knowledge exploitation, while autonomy 

supports knowledge exploration. It is important to know this, because it helps to make the right 

choice of integration strategy and prevents problems during the execution phase.  

• The absorptive capacity of a company influences both the strategic need of the acquired 

knowledge and the choice of integration strategy. A broad knowledge base gives companies the 

opportunity to recognize new combinations of knowledge and chose for knowledge exploration. A 

deep knowledge base helps to specialize the existing R&D activities and lead to the choice of 

knowledge exploitation. 

• Companies with a low degree of absorptive capacity could better not choose a high level of 

integration, because the companies are not able to recognize the value of the acquired knowledge. 

Above that, a high level of integration could destruct the innovative capabilities of the target and 

disrupt the opportunity to create new knowledge.  

• Companies with M&A experience achieve a higher level of integration than companies without 

experience. Experience can also help to recognize possible mistakes, such as too much change in 

operational processes and procedures, which can work counterproductive on the employees.  

• Industry experts pointed out that the bottleneck in the M&A process often lies in the ability of the 

firm to translate the strategic decisions into operational actions. Once the strategic plans are taken 

out of the boardroom and translated into the operational actions mistakes are made. Changes in 

R&D teams, too much focus on cost synergies, a lack of management commitment, deadlocks, a 
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lack of strategic direction and reductions in R&D spending can all lead to the failure of reaching 

the innovation driven motives of the acquisition.  

 

Managerial Implications 

• Insights in the characteristics of the various integration strategies and the consequences of these 

strategies can prevent post M&A integration problems. Knowledge exploration is supported by a 

relatively low degree of integration, while exploitation is supported by a high degree of 

integration. Choosing an inappropriate level of integration could lead to undesired levels of 

innovative performance.  

• Considerable attention should be given to the integration strategy during target selection. Possible 

pitfalls that can occur during the integration process can be unrevealed early in the M&A process. 

Negative consequences can be taken into account during the selection process or possible 

solutions can be sought at an early stage.  PricewaterhouseCoopers can provide a more profound 

advice to their clients when they know the consequences of certain strategic factors. 

• The various elements of the M&A process, including pre-deal, pre-signing, signing and 

implementation issues cannot be treated as independent. The foundation for successful post M&A 

integration is built during the early stages of the process, while the final execution is done during 

the last phases. Managers thus should have a broad overview of all elements in the M&A process.  

• Strategic and operational integration strategies of an M&A need to match. The strategic 

integration is determined in the boardroom, where the operational integration is often not taken 

into account. Knowledge can only be fully leveraged and increase innovative performance if there 

are no operational barriers.    

• PricewaterhouseCoopers already provides its clients with the opportunity to get advice on every 

aspect of the M&A process. This thesis underlines the importance of this integrated approach and 

might stimulate the various departments to apply this approach to a higher number of business 

cases.  
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1. Introduction 

The importance of organizational and technological capabilities as source for competitive advantage 

and driver for economic growth has widely been discussed in the literature. Recently, more emphasis 

has been put on creating a competitive advantage through knowledge creation and innovation 

(Chesbrough, 2003; De Man and Duijsters, 2005; Tsai and Hsieh, 2006). In today’s dynamic business 

world innovation is crucial for firms of every size in every industry. Sustaining and advancing current 

businesses and creating new ones are driven by innovation (Chesbrough, 2003).  

In 2006, IBM interviewed 765 CEOs, business executives and public sector leaders from 

around the world to capture their views on innovation.  They identified many forces that put pressure 

on the existing business models and market environment. These included intensified competition, 

escalating customer expectations and unexpected market shifts. Other factors that were recognized to 

change the business environment include globalization, technological advances and regulatory results. 

CEOs react on this changing environment by putting more emphasis on expanding their prospect on 

innovation. More than 75% of the CEOs in the IBM study pointed out that collaboration and 

partnering were very important for innovation (IBM, 2006).  

Companies can develop new technologies through internal R&D activities, but these often fail 

to reach their goal because they can’t offset the pressure on costs and time to market (Paashuis, 1998). 

The effective use of organizational and technological capabilities can lead to knowledge creation and 

innovation. It has been recognized that this process is becoming more complex and collaborative. 

Chesbrough (2003) points to the decreasing strategic value of internal R&D, because many new 

external sources of knowledge have become available. The increased mobility of knowledge workers 

and easy access to knowledge producers makes it more difficult for companies to utilize and manage 

their R&D investments. Companies need to open themselves to external networks and relationships in 

order to fully exploit the opportunities that are created through R&D investments and innovative 

capabilities. The open innovation model illustrates that companies commercialize external (and 

internal) ideas by using channels from outside (and inside) the company. Companies are motivated to 

look outside their boundaries and collaborate to gain access to new resources and capabilities. One of 

the available collaboration strategies are mergers and acquisitions (M&As) (Chesbrough, 2003).  

Corporate M&As have been common in the business world for decades. Economic growth is 

one of the key drivers behind M&As, however the motivation to engage in M&As has changed over 

time. Traditionally, M&A activities were performed to achieve market domination, enter new markets 

or achieve scale and scope economies (De Man and Duijsters, 2005). Currently, one of the main 

motivations for companies to engage in M&As is the acquisition of know-how and knowledge to 

increase the innovativeness of a company (Cassiman and Colombo, 2006).  

A growing interest in the literature discussing the relation between M&As and the 

innovativeness of a company can be noticed. Even though M&As are a popular strategy to get access 
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to skills, experience and know-how, many acquisitions come with considerable challenges. 

Researchers have tried to measure the outcome of technology driven M&As, identify the influence of 

strategic fit and evaluate integration processes. Cassiman and Colombo (2006) find that many of these 

studies have not been able to generate robust outcomes and that literature on the process behind the 

technology driven M&As is limited. Thus, even though the interest in the relation between innovation 

and M&As is growing, there is still substantial room for additional insights.  

The goal of this thesis is to get a better understanding of the influence of strategic factors on 

the knowledge management process of innovation driven M&As. The aim is to find out if adjusting 

the knowledge integration strategy to various strategic factors improves the outcome of M&As in 

terms of reaching their innovative goals. Following the research of Puranam and Srikanth (2007), the 

main strategic focus is on the knowledge leverage strategy of the acquirer (exploitation or 

exploration). Building on the idea that the integration strategy should be differentiated to the 

knowledge leverage strategy, this study analyzes which integration strategy should be chosen to 

maximize the results of the chosen leverage strategy. The analysis of the process looks at both 

strategic and managerial aspects of the M&A process. Both the decision on knowledge leverage 

strategy and the possible integration strategies are taken into account. The research question is 

formulated as followed: 

 

“While taking factors into account that possibly affect the M&A process, does differentiating the 

integration strategy to the knowledge leverage strategy contribute to reaching the goals of an 

innovation driven M&A?” 

 

To answer this question first insights from the existing literature are gathered and propositions are 

constructed. The research method consists of a management survey and a case study. The management 

survey is used to find the relation between various strategic factors and possible additional aspects that 

are of influence to the M&A process. A case-study is then used to describe the process behind an 

innovation driven M&A in more detail, including the conditions under which an innovation driven 

M&A is executed, the knowledge integration process and the influence of this process on the 

innovative performance of a company.  

To give a better understanding of the importance of knowledge and innovation as driver for 

M&As, chapter 2 describes the M&A trends over the last century. Chapter 3 reviews the currently 

available literature and underlines why strategy and management are interesting fields of research. The 

theoretical framework and propositions are provided in chapter 4. The methodology is discussed in 

chapter 5. The results of this study are described and discussed in chapter 6 and 7. The answer to the 

research question is provided in chapter 8. This chapter also highlights the scientific relevance of this 

thesis, the managerial implications and the suggestions for further research.  
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2. Merger Trends 

2.1 Introduction 

Over the last century, five M&A waves can be distinguished. These waves all occurred during periods 

of economic prosperity. Confidence about economic performance contributed to the emergence of the 

waves, but several other factors also stimulated M&As, such as the development of financial markets, 

the existence of networks and globalization (Sleuwaegen and Valentini, 2006; Lipton, 2006; De Man 

and Duijsters, 2005; Kleinert and Klodt, 2002). The first three waves mainly took place in the USA, 

while the fourth included a distinct trend in the European Union (Lipton, 2006). Both American and 

European firms strongly participated in the fifth wave of M&A transactions. This wave can therefore 

be recognized as the first international takeover wave. In this chapter, the concept of M&As is defined 

and a brief description of the five merger waves is given. The overview gives a better understanding of 

the circumstances under which companies have engaged in M&As. The fifth merger wave is described 

in more detail, since the drivers behind this wave are the main area of interest for this study.  

2.2 Defining Mergers and Acquisitions 

A merger can be defined as a strategy through which two or more entities agree to combine their 

operations under a single ownership. A merger is done on a coequal basis and involves negotiation and 

approval of both firms. Even though the transaction is done on an equal basis, a merger often involves 

the incorporation of one or more firms by a dominant corporation. An acquisition is a strategy through 

which one firm gains control, possession or ownership of another firm with the purpose of adopting 

the business of the acquired firm within its portfolio. Acquisitions can either be friendly or hostile 

(Hitt et al., 2005). In the remainder of this report no distinction will be made between mergers and 

acquisitions. Reasons are that data on mergers and acquisitions is often not separately available, media 

reports mostly use the term merger since acquisition might have a negative connotation, and it is often 

difficult to precisely define a merger or acquisition.  

Three types of M&As can be distinguished, these are horizontal, vertical and conglomerate 

M&As. A horizontal acquisition is the acquisition of a company operating in the same industry. An 

acquisition is vertical when it involves the purchase of parties in the value chain (Hitt et. al, 2005). 

The acquisition of an entity that has no horizontal or vertical connection is called a conglomerate 

M&A (Cloodt, 2005).  A further distinction can be made between non-technological and technological 

M&As. Non-technological M&As are often driven by motives such as synergies, product 

diversification or entry into a new market. Technological M&As on the other hand are driven by the 

opportunity to access new technological knowledge and engineering capabilities (Cloodt, 2005). 
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2.3 Five M&A waves 

The first M&A wave started at the end of the 19th century and ended in the first decade of the 20th. 

This wave was characterized by horizontal integration under conditions of economic recovery and the 

development of financial markets. During this wave, the main goal was to become dominant in the 

market (De Man and Duijsters, 2005).  

The second wave existed of both horizontal and vertical mergers and occurred between 1918 

and 1929. The main purpose was vertical integration and product line extension (De Man and 

Duijsters, 2005). Networks were created and achieving economies of scale became an attractive goal 

of M&As (Kleinert and Klodt, 2002).  

The period between 1958 and 1971 was characterized by strong economic growth, which was 

the main driver behind the third wave. During this wave, many smaller firms were bought by larger 

ones to diversify their operations. Also economies of scale in consumer goods industries and entering 

other markets played an important role during this wave (Kleinert and Klodt, 2002). 

The fourth wave can be recognized between 1978 and 1989, with its peak in the mid 1980’s. 

Hostile takeovers and leveraged buy outs were the result of developments on the financial market. 

Also cross-border M&As started to emerge. Successful national corporations were converted into 

international or European ones. Technology intensive industries tried to get synergies from combining 

production activities (Kleinert and Klodt, 2002).  

The last wave started around 1993 and hit the highest point in 2000. This fifth wave shows 

strong growth levels in high value cross-border mergers and was mainly stimulated by globalization, 

deregulation and technological change. Lipton (2006) points out that this wave ended in 2001 due to 

the slowdown in the telecommunications, media and technology sector and the collapse of internet 

stocks. According to Lipton (2006) a sixth wave started in 2003, but other authors such as Sleuwaegen 

and Valentini (2006) include the period 2000 to 2005 into the fifth wave. The primary interest for this 

research goes to the M&A activity of the last two decades, which in this report is described as the fifth 

wave. This wave is described in more detail in the following paragraph. 

2.4 The fifth merger wave 

The fifth M&A wave has been characterized by a strong increase in numbers and value of M&As. The 

number of global M&As more than doubled between 1993 and 2000, but even more striking is the 

increase in value (De Man and Duijsters, 2005). Transaction value increased with a factor 7 between 

1993 and 2000. Figure 2.1 on the following page gives an overview of the global announced M&A 

activity in value from January 1985 to May 2006. The sharp increase could most likely be accounted 

to the bubble in the stock market (Kleinert and Klodt, 2002; Sleuwaegen and Valentini, 2006). During 

those years many M&As were equity financed. Several trends have driven the recent M&A wave, 

these include deregulation, globalization and technological developments. These trends are discussed 

in more detail below.  
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Figure 2.1: Worldwide M&A Environment. Source: Lipton (2006) 

2.4.1 Deregulation 

One of the major sources behind the fifth M&A wave has been deregulation. Regulation policies in the 

European Union have been reconsidered because of the creation of a Single European Market. The 

European Commission has been a driving force behind deregulation activities in network industries, 

transport and financial markets. The deregulation led to new market conditions in formerly public 

industries. Privatizing created opportunities for companies to engage in M&As. An effective activity 

to deal with these new conditions are national and cross border M&As (Kleinert and Klodt, 2002; 

Sleuwaegen and Valentini, 2006).  

2.4.2 Globalization 

Globalization is another trend that has contributed to the increased M&A activity in the last two 

decades. The global environment has especially changed through the emergence of the information 

age. The introduction of for example personal computers, cellular phones and massive databases has 

put more emphasis on the importance of communication and information technology. Companies can 

outperform others through effective and efficient access and use of information. The internet is an 

important medium in the spread of information between companies, customers, employees, vendors, 

and suppliers (IBM Global Business Services, 2006). This has created a global and connected business 

world. To be able to compete in this international business world, companies seek for ways to grow 

and become stronger global players. M&As can help to achieve this goal by giving companies a 

world-scale advantage or merge into the worldwide industry (Sleuwaegen and Valentini, 2006). This 

trend has not only influenced sectors such as chemicals and motor vehicles, but also service sectors 

such as banking and business services. 
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Globalization has not only contributed to increased cross-border M&As, but also accounts for 

the increase of activities on national level. Competition on the international market has changed the 

environment on the national markets. Companies might decide to perform national M&As to be able 

to compete internationally (Kleinert and Klodt, 2002; Sleuwaegen and Valentini, 2006).  

2.4.3 Technological Developments 

The fifth merger wave is often seen as the first wave mainly led by technology. The nature of 

competition in the business environment has been influenced by several trends in the technological 

environment. These trends are the increasing rate of technological change and diffusion, e-business, 

and the development of knowledge intensive industries.  

The marketplace has been characterized by rapidly changing technologies and the pressure on 

time to the market. This has led to increased product functionality and complexity, increased customer 

demands on quality and reliability, increased business process complexity (globalization, outsourcing), 

and strong cost erosion (Boersma et. al., 2004). Product life cycles have decreased and the wide array 

of technological possibilities has created both technological and market uncertainty. As widely 

recognized in the literature, sustainable growth is crucial for companies to survive and stay 

competitive in the continuously changing business environment. Under the conditions of current 

technological changes, innovation and knowledge creation have been found to be of fundamental 

importance for companies and national economies to survive and secure their growth (Miozzo and 

Walsh, 2006). A competitive advantage can be gained when companies have the capability to quickly 

introduce new products and services to the market. Organizations are trying to be adaptable and 

responsive to the market through the development of innovative capabilities (Hitt et al., 2005; 

Hardaker et al, 1998). The fast and intensive technological developments have stimulated companies 

to find means to become innovative by acquiring knowledge through M&As. 

Chesbrough (2003) emphasizes that internally oriented innovation processes are no longer 

satisfactory to stay competitive in the market and to increase market power. External knowledge 

sources have become an important source for the creation of new ideas. The open innovation model 

shows that companies need to open their company boundaries to enable internal and external flows of 

knowledge and ideas. The boundary between the firm and its environment is redefined, integrating the 

company with its surrounding environment and making it part of various knowledge networks. M&As 

are one of the mechanisms that enable companies to get access to external resources and capabilities. 

The increasing importance of open innovation has been an important driver for the increased number 

of M&As during the fifth wave. 

 Another trend that has driven the increased number of M&As is the fact that companies are 

moving into the field of e-business, selling their products and services online. Above that, the internet 

also facilitates information sharing in a relatively inexpensive way, which can deliver a substantial 

competitive advantage for companies in various industries (Hitt et al, 2005). Many companies are 
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seeking sources outside the company borders to gain access to the required knowledge on information 

technologies. Above that, new forms of collaboration are created through easy access to new skills and 

partners facilitated by telecommunications, IT infrastructure and open standards (IBM Global 

Business Services, 2006). 

A technology driven industry that has been characterized by M&As is the rapidly growing 

biotech industry. The pharmaceutical industry has strongly been influenced by the novelty and scope 

of biotechnology. Radical changes from previously dominant technologies to new biotech 

technologies have occurred in the pharmaceutical industry. The competitive environment is 

characterized by as well an increasing number of strategic alliances as a significant increase in M&As. 

Pharmaceutical companies are acquiring biotech firms to gain access to their knowledge and research 

capabilities (Schweizer, 2005). 

2.5 Conclusion 

From the description of the M&A waves it has become clear that the strategic motives for conducting 

M&As have changed over time. Market circumstances and economic growth have been the incentives 

for companies to find more efficient ways of doing business and produce goods and services. The last 

wave has been driven by deregulation, globalization and technological developments. Companies are 

trying to find ways to stay competitive under the circumstances of rapidly changing technologies, high 

costs of R&D and complex development processes. Innovation and knowledge creation are key 

elements for this competitiveness. Companies have turned to M&As as a way to acquire technological 

expertise, knowledge or new technologies in order to create innovation.  

Buying knowledge and capabilities can give companies a competitive advantage in a business 

environment characterized by technological change and diffusion, e-business, and knowledge 

intensive industries. Innovation has become increasingly important to remain competitive in this 

market. The idea of open innovation has made M&As an integrated part of the innovation strategy of 

many companies. The following chapter reviews the existing literature describing the impact of M&As 

on innovation. 
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3. Innovation Motivated M&As: Prior Literature 

3.1 Introduction 

The innovation process has been analyzed by many authors. The high rate of technological 

developments, pressure on costs and increased product complexity have forced companies to produce 

streams of innovation in an efficient way. Internal sources for innovation are no longer satisfactory 

and companies are adopting external development strategies to remain competitive. Both internal and 

external sources of knowledge are identified to be crucial for innovation. For many companies, M&As 

are an important mechanism to get access to external sources of knowledge, capabilities and 

technologies. Even though innovation and knowledge creation have become major topics on the 

corporate agenda, the literature on the effect of M&As on innovative performance is relatively scarce. 

The available literature on the effects of M&As on the performance of a company is often 

linked to financial and economic performance. The financial economic M&A literature is dominated 

by studies that focus on shareholder value and economic performance (Veugelers, 2006). Industrial 

economics focus on merger motives, including synergies, market entry and economies of scale and 

scope (Hubbard, 1999). Insights into the influence of M&As on innovation have been discussed in the 

corporate control, strategic management and organizational science literature. The literature in the 

field of corporate control mainly includes studies measuring the post-merger innovativeness of a 

company using large-scale samples. Units of measurement for performance have been R&D inputs, 

patent counts, patent citations, or counts of new products announcements. The strategic management 

literature more often uses case studies and looks into the influence of strategic fit between the merging 

entities. Case studies have provided more qualitative and detailed information on innovation driven 

M&As. The literature of organization science has contributed to the discussion on the influence of 

M&As on innovation by describing post-M&A integration processes. In this chapter, studies from the 

fields of corporate control, strategic management and organizational science are evaluated.  

3.2 Corporate Control 

Scholars in the area of corporate control researched the relationship between M&As and innovation by 

primarily using statistical analysis on large scale samples. These studies show generally negative 

results on the effect of M&As on post-acquisition R&D investments and innovation. Units of 

measurement include R&D expenditures (input and output), patents and firm sales. The results from 

these studies are often insignificant or relatively weak, which makes it difficult to generate strong 

conclusions (Hall, 1990; Hitt et al., 1991; Hitt et al., 1996) Problem with these large-scale 

investigations is that there is little information about the motives of the M&As. Samples are often 

rather unspecified and the units of measurement do generally not go into the reasons behind the 

observed effects on innovation. Also, details on organizational characteristics are often not provided or 
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taken into account when the effect of M&As is measured (Hall, 1990). These problems have 

contributed to the ambiguity of the outcomes and leave a gap in the understanding of the M&A 

outcomes and management processes. To close this gap, research has been executed that looks at the 

relation between M&As and innovation (or R&D) at a process oriented level. Paragraph 3.3 discusses 

these process-oriented studies as described in the strategic literature. 

3.3 Strategic Management 

Research in the field of strategic management focuses on the conditions that control the effect of 

M&As on innovation. Ahuja and Katila (2001) and Cloodt et al. (2006) find that making a distinction 

between technological and non-technological acquisitions helps predicting the innovation output. 

Their research shows no significant relationship between non-technological acquisitions and 

innovativeness. While it does show that technological acquisitions do enhance innovation output. 

These findings underline the importance of using specified samples when the effect of M&As on 

innovation is investigated. Other conditions that have an influence on the post-merger innovativeness 

of a company include product-market fit, technological fit and organizational fit (Capron, 1999; 

Hagedoorn and Duijsters; 2000, Ahuja and Katila; 2001, Cloodt et al., 2006; Cassiman et al, 2005; 

Gantumur and Stephan, 2007).  

Product-market relatedness helps a company to achieve economies of scope and scale, which 

lead to efficiencies in the R&D process. Product-market relatedness also stimulates a company to look 

outside the current operational fields. Companies are related in terms of their products when they offer 

a (somewhat) similar product-mix. In his research, Capron (1999) describes a negative relationship 

between the level of diversification into unrelated businesses and innovation capability. 

Technological relatedness is mostly linked to the knowledge base of the companies and 

involves similarities in technological capabilities. Ahuja and Katila (2001) find that for technological 

driven M&As the absolute size of the acquired knowledge base increases innovation output, while 

relative size decreases it. Above that, moderate levels of technological relatedness have a better impact 

on innovation than high or low levels of relatedness. Under these conditions a company can create 

synergy between the knowledge bases, can realize a relatively uncomplicated absorption process and 

get enough expansion of the knowledge base Cloodt et al. (2006) replicate and extend the research 

done by Ahuja and Katila (2001) by investigating four high-tech sectors. The knowledge base should 

be relatively equal to the size of the existing knowledge base; a relatively large knowledge base 

decreases innovation output. In contrast to the results of Ahula and Katila (2005), they find that a large 

absolute knowledge base only contributes to the performance during the first few years. This contrast 

is explained by the differences in the sectors that are used in the sample. The results for technological 

M&As show that innovative performance is improved when the target firm has a moderately related 

knowledge base. Cassiman et al. (2005) also point out that technological relatedness has a direct 

influence on the R&D and innovation process of the merged entity, because it reduces the post-merger 
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R&D effort and cuts back on the R&D process. Results suggest that a partly overlapping knowledge 

base favours the outcome of the M&A. The knowledge base of the acquiring company also helps to 

recognize the value of the target company. 

Organizational fit entails the level of similarity in size or organizational structure. This helps 

to exploit operational synergies and benefit the post acquisition integration process. Hagedoorn and 

Duijsters (2000) find that the technological performance of a firm can increase when there is an 

organizational fit between the companies involved in the M&A. The study finds that a large difference 

in size, which means a reduced organizational fit, decreases post-merger performance. Capron (1999) 

finds that organizational fit has a positive influence on the outcome of M&As; the relative size of the 

target positively influences post-M&A cost savings and innovation capability.   

These studies give an idea of the conditions that can benefit the outcome of M&As, they also 

give some implication of the integration difficulties that can arise when the product-market, 

technological or organizational fit are suboptimal. These studies do however not assess the role of 

integration strategies on the innovative performance of M&As. A company might be able to perform 

an M&A with a company that it is technologically related to, but still fails to reap the full benefits of 

the new partner, because of a failing integration process. To get a better understanding of additional 

factors that influence the innovativeness of a company, the integration strategies of M&As are 

considered. The following paragraph reviews the papers that discuss integration strategies from an 

innovation viewpoint.  

3.4 Integration Strategies 

Failure in leveraging the newly acquired knowledge, capabilities or technologies is often contributed 

to the post M&A integration process. The potential value of the acquisition can only be realized when 

the post M&A process is successful. The success of the integration process has been analyzed by 

various researchers. Haspelslagh & Jemison (1991) offer a framework that assesses various integration 

strategies from a resource and capabilities view. The framework points towards four different 

integration strategies based on the strategic interdependence and organizational autonomy. Their key 

message is that the integration strategy should be adjusted to the strategic need of the company. The 

integration strategy needs to be adjusted to the intended use of the acquired resources and capabilities.  

Bower (2001) analyses the strategic intents of M&As and their implications for integration. 

Five reasons for acquisitions are recognized in his research. These are: (1) overcapacity, (2) 

geographic roll-up, (3) product or market extension, (4) R&D and (5) industry convergence. R&D has 

become a major motive in the last, fifth merger wave. Previous research mostly treated all kinds of 

acquisitions similarly. Bower (2001) however finds that various types of M&As are accompanied by a 

different set of managerial challenges. Ranft and Lord (2002), Bannert and Tschirky (2004) and 

Schweizer (2005) underline this idea and state that implementation strategies should be differentiated 

according to the motive for acquisition and resources being acquired. The connections between and 
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the complexity of various relationships between key variables should be taken into account. The 

motivation for the M&A, the type of resources that are acquired and the knowledge leverage strategy 

seem to be important decisive factors of the integration strategy. Raft and Lord (2002) construct a 

model of acquisition implementation based on (1) the nature of the underlying knowledge, (2) multiple 

dimensions of the acquisition integration process, (3) the acquisition context, (4) management 

practices and (5) the transfer of technologies and capabilities to the acquiring firm. Bannert and 

Tschirky (2004) developed an integration planning process that takes the acquisition strategy into 

account and is developed from a multi-dimensional way. The multidimensional character of the post 

M&A integration process is also recognized by Schweizer (2005). The author states that it might be 

essential to combine various approaches of post acquisition integration in order to deal with the highly 

complex and multidimensional phenomenon of M&As. He states that using a single integration 

strategy might be too simple and will not satisfy the integration needs. The strategy should be adjusted 

according to the M&A motives, industry sector, company characteristics and the elements of the value 

chain that need to be integrated. 

Another approach on determining the integration strategy while considering the strategic 

intent of M&As is taken by Puranam and Srikanth (2007). The authors look into the apparent paradox 

that integration can both enable and hinder the efforts to benefit from externally acquired knowledge. 

The authors use the idea of exploration and exploitation as the basis for their analysis of externally 

acquired knowledge and innovation. They make a distinction between two ways of using acquired 

knowledge. An acquiring company can either use the knowledge base of the target firm as the input 

for their own innovation processes (exploitation), or depend on the capabilities of the acquired firm as 

a source of ongoing innovation (exploration). The authors find that full integration mostly benefits the 

existing innovation processes (knowledge exploitation), but that it obstructs leveraging on the 

innovative capabilities of the acquired firm (knowledge exploration), because of loss of autonomy. 

The study argues that the integration strategy should be adjusted to the knowledge strategy of the 

M&A. This underlines the importance of determining the choice between leveraging knowledge and 

leveraging the capabilities of the acquired firm. Above that, it illustrates the need for integration 

planning to maximize the outcome of the M&A.  

The results from the studies in the organizational science literature point to the importance of 

the strategic intents of M&As. In case of innovation driven M&As, especially knowledge management 

aspects are important. Recently executed research emphasises the significance of the acquisition 

context A single integration strategy might not be sufficient, nor is a general one. The integration 

strategy needs to be connected to various variables in order to be successful. The dynamic, context 

specific view of knowledge integration leaves room for further investigation. 
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3.5 Conclusion 

The literature review shows that there is inconsistency in the results of the various studies related to 

M&As and innovation. Large-scale studies on all types of M&As have not generated robust outcomes 

and often show a negative impact of M&As on R&D. Studies in the field of strategic management 

have made a distinction between non-technological and technological driven M&As. Results show 

that the effect of M&As on innovation is positive for technological driven M&As. The results for 

technological driven M&As enhance the innovativeness of a company under certain strategic 

circumstances, including product-market fit, technological fit and organizational fit. These studies 

have put the attention towards strategic circumstances, while other studies emphasize the importance 

of the post M&A integration strategy. These studies show that the integration strategy should take the 

strategic intent and multi-dimensional character of an M&A into account.  

Even though the previously evaluated studies suggest that the success of an M&A is affected 

by both the strategic fit and a properly chosen integration strategy, literature on the knowledge 

management aspects of this combination is limited. A company can acquire new knowledge under the 

appropriate strategic circumstances, but without the appropriate management systems, this knowledge 

can not create the expected effect on innovation. On the contrary, putting efforts into the integration 

strategy when the strategic circumstances are suboptimal will also lead to disappointing results. 

Empirical research that gives insight in the way companies integrate and utilize their newly acquired 

knowledge is limited.  

This study builds on the idea of Puranam and Srikanth (2007) that the knowledge leverage 

strategy determines the required level of integration or autonomy in the implementation phase. 

Puranam and Srikanth (2007) link the integration strategy to the knowledge leverage strategy, but do 

not take other strategic considerations into account. Their idea is extended by considering additional 

strategic factors, including product-market, technological and organizational fit. Cassiman and 

Colombo (2006) point out that it is important to describe the process behind the M&A in order to get a 

better understanding of the effect of M&As on the innovative performance of a company. It is 

interesting to analyse the strategic and managerial relationship of the M&A process to find the impact 

on post-merger innovativeness. More insight in the strategic factors that influence the M&A and 

knowledge integration process is beneficial to improve the overall M&A performance. Analyzing the 

entire process can help to shape the integration process from an early stage of the M&A. The next 

chapter gives theoretical predictions about this topic. Literature in the fields of knowledge 

management, innovation management and integration strategies are described.  

 



 

 13 

4. Theory and Hypotheses 

4.1 Introduction 

In this chapter literature on knowledge management, innovation management and integration 

strategies are combined to give an understanding of the possible effects of M&As on innovation. The 

insights from the literature give the theoretical grounding for the required circumstances to have a 

positive effect on the innovativeness of a company. The complexity of acquiring new resources and 

knowledge is described. Considerable attention is given to the theory on integration strategies. The 

goal of this chapter is to develop theoretically grounded propositions. 

4.2 Knowledge as source for innovation 

As stated before, companies are increasingly looking outside the company borders to find resources 

that can contribute to the innovative performance of a company. The contribution that resources can 

deliver to the innovative performance of a company is described by the resource based theory and 

knowledge based view. Insights from these theories underline the importance of acquiring external 

resources as source for competitive advantage. At the same time, the theories emphasize the difficulty 

of managing and applying the resources in a valuable manner. The theories form the basis of the 

understanding of the conditions under which value can be added by acquiring external knowledge, 

capabilities and technologies.  

The resource based theory tries to explain and predict why some firms outperform others by 

considering their sustainable competitive advantage. There are four conditions under which a firm’s 

resources can be a source of sustained competitive advantage. These four conditions are (1) value, (2) 

rarity, (3) imperfect imitability, and (4) non-substitutability (Barney, 1991). Those resources and 

capabilities that meet these four conditions can be defined as core competences. A company has 

created a sustained competitive advantage when competitors can not duplicate the benefits of these 

core competences. Hitt et al. (2005) describe the relationship between resources, capabilities, and core 

competences as the basis of competitive advantage. Resources are considered to be the foundation of a 

firm’s capabilities. These capabilities are the source for core competences, which can form the 

competitive advantage of a firm. Resources can be divided into tangible and intangible resources. 

Tangible resources are assets that one can touch and quantify. Tangible resources are financial, 

organizational, physical and technological. Intangible resources are assets that can not easily be seen 

and are often embedded in a company’s structures and routines. Human, innovation and reputational 

resources can be considered intangible. The capabilities of a firm entail their ability to organize and 

use the resources in such a way that they add value. Unique skills and knowledge are often important 

factors in developing capabilities. Core competences are the resources and capabilities that have a 

strategic value to the company and can be sources of competitive advantage (Hitt et al., 2005). 
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Knowledge has become a valuable source for competitive advantage and is the foundation for 

the innovativeness of a company. The capability to capture, transform, diffuse and apply knowledge 

has become an important part of a firm’s internal processes (Hitt et al, 2005). Building on the 

assumption that knowledge is the most strategically valuable resource of the firm, the resource-based 

theory can be seen as the basis for the knowledge-based view. Grant (1996) contributes to the 

knowledge-based view by developing a more general knowledge-based approach to the firm. Grant 

(1996) sees the individual as the most important actor in knowledge creation and knowledge transfer. 

Hence, focus lays on the coordination mechanisms that facilitate the integration and application of 

knowledge within the organization. Opportunities for knowledge transfer between organizations arise 

as a result of dissimilarity between product and knowledge domains of firms. Knowledge trading can 

then lead to better utilization of knowledge. Teece (1998) points out that companies need to capture 

value from their knowledge assets. This value can be captured through the creation, transformation, 

assembly, integration and exploitation of knowledge assets. Teece (1998) stresses the importance of 

the dynamic capabilities of a firm, which helps a company to be flexible and responsive to 

developments in the market. The ability of a firm to combine knowledge assets with other assets is 

crucial in the attempt to create value. He points out that in the attempt to shape and reshape clusters of 

assets, boundary issues are not only caused by transaction costs, but also by the tacit character of 

knowledge. The fact that knowledge assets are not easily tradable makes them a source for competitive 

advantage. Clusters of knowledge assets form competences, which are tangible and durable. 

Competences exist in business functions and are also difficult to transfer.  

Insights from knowledge management help to understand which circumstances influence the 

successful application of knowledge. Knowledge management plays a key role in a company’s 

innovation system. Companies need to find ways that facilitate the effective use of sources of internal 

and external knowledge (Savory, 2006). Knowledge management encompasses processes and 

practices that shape the appropriate context and environment for knowledge creation, acquisition, 

representation, transformation, sharing, and use. Organizations realize that knowledge can only create 

value when it is shared inside and assimilated through the company. Many factors influence the 

knowledge sharing process, including cultural, management, human, social and organizational 

elements (Small and Sage, 2005). The use of tacit knowledge can be challenging and is often not a 

straightforward process. In order to be innovative, companies need to be able to translate existing 

knowledge into knowledge that is applicable in a different context or create new knowledge (Savory, 

2006).  

The knowledge management literature shows that externally acquired knowledge needs to be 

assimilated through the company in order to create value. The combination and application of internal 

and external knowledge should lead to the creation of new knowledge and innovation. Swan et al. 

(1999) point out that knowledge management can have the purpose of enhancing knowledge 

exploitation or exploration. It is therefore important for the acquirer to focus on knowledge 
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management when engaging in a technology driven M&A. The knowledge that is acquired should be 

implemented in a value creation manner.  

Companies can engage in both the exploration and exploitation of knowledge. Knowledge 

exploitation is the use and development of existing knowledge and competences. Exploration is the 

application of knowledge with the purpose of searching new combinations of knowledge (Levinthal 

and March, 1993). Puranam and Srikanth (2007) analyze the impact of externally acquired knowledge 

in the context of exploration and exploitation. As described in the previous chapter, they make a 

distinction between these two ways of using acquired knowledge. They find that organizational 

structures that enable knowledge exploitation might not support knowledge exploration and vice versa. 

Their research points to the importance of determining the knowledge leverage startegy of the 

acquisition, because not all integration strategies are suitable to support the chosen strategy. Smidt and 

Thusman (2005) emphasize that sustained organizational performance depends on both exploration 

and exploitation. A company needs to develop new products (radical innovation) as well as improve 

existing ones (incremental innovation). They highlight the importance of creating an organizational 

form that can both explore and exploit. Open innovation, as described by Chesbrough (2003), also 

highlights the importance of both exploration and exploitation. Innovation needs to come from both 

inside and outside the company. This asks for the use of knowledge in various ways.   

The acquiring company must thus have the capability and opportunity to choose the appropriate 

integration strategy. The integration strategy needs to support the acquirer’s ability to leverage the 

knowledge. The choice of leverage strategy (exploitation or exploration) is based on the managerial 

objectives of the acquiring company. Depending on the need for incremental innovation or radical 

innovation, a decision on the leverage strategy can be made. This leverage strategy then serves as the 

basis for the choice of the integration strategy. The following proposition can be constructed:  

 

Proposition 1: “Taking the knowledge leverage strategy into account while determining the 

integration strategy has a positive influence on reaching the post-M&A innovative goals of the 

acquiring firm.” 

4.3 Integration strategies 

The post M&A integration literature gives insights and direction on various integration strategies. Post 

M&A integration has been highlighted in the literature as one of the most important tasks of the M&A 

process. M&A failure is often contributed to problems during the post M&A integration. Haspelslagh 

and Jemison (1991) argue that the integration process is eventually the real value creating source in 

acquisitions. Creating value is accomplished through the preservation, transformation and application 

of strategic capabilities that form the basis of the acquisition. The integration approach is seen as a 

combination between choice and the strategic need of the situation. The authors developed a 

conceptual framework linking post M&A integration to resources and capabilities. They suggest four 
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generic integration strategies that are the result of the combination between strategic interdependence 

and the need for autonomy. The underlying idea is that value creation is the result of successful 

integration of capabilities, but that it might also be of great importance to protect the strategic 

capabilities of the acquired firm. This protection is however in contrast with the requirements for 

integration. The figure 4.1 depicts the conceptual framework developed by Haspelslagh and Jemison 

(1991): 

 

 

Figure 4.1: Types of Acquisition Integration Approaches. Source: Haspelslagh and Jemison (1991) 

 

The absorption approach entails the full consolidation of all aspects of the organizations, 

including operations, organization and culture. The preservation approach has the goal of protecting 

the organizational context of the acquired firm, including the ways of managing, practices and 

motivation. The third approach, symbiosis, is labeled as most difficult to manage, since both 

knowledge transfer and capability protection needs to take place. Symbiosis implies that after the 

coexisting of both companies the organizations merge into an interdependent entity. Holding is an 

approach used when companies are primarily interested in financial transfers, risk-sharing, or general 

management capability. This form is usually not used in acquisitions with strategic motivation 

(Hapselslagh and Jemison, 1991). The choice between integration and autonomy has been recognized 

as an important initial decision, because it influences the execution of the integration process 

(Haspelslagh and Jemison, 1991; Ranft and Lord, 2002; Zollo and Singh, 2004). 

 Hubbard (1999) identified four main stages of integration that a company can choose for the 

post-M&A integration process. These stages are divided along the degree of integration. These stages 

range from no physical integration (“total autonomy” policy) to entire integration (full integration). 

Hubbard (1999) stresses that there might be many reasons to acquire another company, including 
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market entry and asset potential. There is often one predominant reason for the acquisition that moves 

the choice towards one of the integration strategies. The strategy that can best be chosen is not only 

dependent on the acquisition objectives, but also on several other factors including costs, time and 

organizational and system constraints. The integration strategies are not specifically aimed at 

knowledge acquisitions and leverage strategies, but do point towards the complexity of the integration 

process.  

 Puranam et al. (2006) and Puranam and Srikanth (2007) describe that structural integration 

supports knowledge exploitation through increased coordination and mutual adaptation. Downside of 

structural integration is however that it can disrupt organizational routines and motivation of the target 

firm, which can lead to lower levels of exploration. The loss of autonomy prevents the target firm to 

proceed with their innovative activities. Structural integration thus decreases the ability of the acquirer 

to leverage the innovative capabilities of the target firm (knowledge exploration). Choosing an 

integration strategy that does not support the form of leverage that the acquirer is aiming for can lead 

to disappointing results. It is thus necessary that an integration strategy is chosen that supports the 

opportunity to exploit or explore knowledge. If the company chooses to explore the acquired 

knowledge, it should choose an integration strategy that creates the operational circumstances that 

allow for that. As described above, this would be a form with a relatively low degree of integration. In 

case of knowledge exploitation, a higher degree of integration would create the circumstances that 

support this leverage strategy. This leads to the following propositions: 

 

Proposition 2a: “Acquiring firms that engage in knowledge exploration choose an integration 

strategy with a relatively low degree of integration.” 

Proposition 2b: “Acquiring firms that engage in knowledge exploitation choose an integration 

strategy with a relatively high degree of integration.” 

4.4 Factors that influence the decision making process 

There are factors that possibly influence the decision making process. The literature review revealed 

some factors that positively influence the post-merger innovativeness of a company. These factors 

include the product-market and technological between the companies. The first two factors can be 

seen as a cluster of antecedents of absorptive capacity (Bosch et al., 2003) and are explained according 

to the dimension and degree of absorptive capacity. Both prior M&A experience and organizational fit 

are other factors that influence the process. 

4.4.1 The dimension of absorptive capacity 

The principle behind absorptive capacity is that new knowledge can only be adopted and used when 

related knowledge already resided inside the company (Cohen and Levinthal, 1994). This prior related 

knowledge helps a company to recognize the value of new knowledge, obtain and use it. The 



 

 18 

absorptive capacity of an organization depends on the interaction with the external environment and 

the ability to transfer knowledge inside the company. Knowledge transfer inside the company is 

stimulated by a certain level of knowledge overlap. Differences in knowledge and knowledge 

structures are needed for innovation.  

According to Van Wijk et al. (2001 as cited in Bosch et al., 2003) absorptive capacity can be 

divided along two dimensions. The depth of absorptive capacity relates to specialization and the 

application of new knowledge to existing domains. The breadth of absorptive capacity relates to 

knowledge absorption in dissimilar but related domains. Absorptive capacity can be related to the idea 

of knowledge exploitation (applying the knowledge to the existing innovation processes) and 

exploration (using the capabilities of the acquired firm). Knowledge exploitation is stimulated by the 

ability of a firm to identify, assimilate and exploit new knowledge through organizational activities, 

procedures and routines. Exploitation is applicable in a domain in which similar knowledge is already 

available (depth of absorptive capacity). Knowledge exploration is stimulated by the breadth of the 

existing knowledge and the extent to which a firm can access additional knowledge and reconfigure 

existing knowledge (breadth of absorptive capacity) (Bosch et al., 2003).    

As described in chapter 3, Ahuja and Katila (2001) and Cloodt et al. (2006) find that moderate 

relatedness between the knowledge bases of the target and acquiring firm has a positive influence on 

the innovativeness of a company, because it allows for the connection between new and existing 

knowledge domains. It allows a company to apply new knowledge to existing approaches and at the 

same time recognize valuable information from the external environment. As in line with 

technological relatedness, product market relatedness stimulates a company to find opportunities 

outside their current operational fields. The level of relatedness has an influence on the choice of 

knowledge leverage strategy through the dimension of the absorptive capacity of the acquirer. The 

choice of a company to engage in knowledge exploration or exploitation is thus influenced by the 

absorptive capacity of the company. Companies with a deep breadth of absorptive capacity are more 

likely to recognize the value of external knowledge that is not exactly similar to their current 

knowledge. These companies are more likely to choose the leverage strategy of knowledge 

exploration. Companies with a bigger depth of absorptive capacity will be able to recognize the value 

of the acquired knowledge as applied to their existing innovative strategies. This can lead to the 

creation of incremental innovations through knowledge exploitation. The following propositions can 

be constructed: 

 

Proposition 3a: “The depth of the acquirer’s absorptive capacity shifts the leverage strategy 

towards exploitation.”  

Proposition 3b: “The breadth of the acquirer’s absorptive capacity shifts the leverage strategy 

towards exploration.” 
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4.4.2 The degree of absorptive capacity 

The previously constructed propositions related to the dimension of absorptive capacity. In this 

paragraph the degree of absorptive capacity is considered. The degree of absorptive capacity can be 

affected by the product-market and technological relatedness, the relative size of the knowledge base 

and the explicitness of the acquired knowledge. As described in the previous chapter, moderate 

relatedness between knowledge bases has a positive influence on the innovation outcome. In this case, 

the acquirer has a higher degree of absorptive capacity if the bases are related. The overlap in content 

of the knowledge bases makes the communication and adjustments, needed to transfer the acquired 

knowledge, easier than when there are high or low levels of relatedness.  

Ahuja and Katila (2001) and Cloodt et al. (2006) point out that a large relative size of the 

knowledge base of the target firm has a negative effect on the absorption and assimilation of the new 

knowledge. Integration would ask for a high degree of dedication of available resources which could 

lead to a loss of focus on innovation. Also, existing routines and procedures would need to be 

adjusted, which could lead to a loss of innovative capabilities. The absorptive capacity of the company 

is thus too low to enable the successful integration of the acquired knowledge. These negative effects 

could be prevented by choosing a relatively low level of integration.  

Schweizer (2005) studied the acquisitions of biotech companies by pharmaceutical companies. 

The various divisions of the pharmaceutical companies were lacking absorptive capacity to effectively 

adapt and use the biotech knowledge. The specific and embedded biotech knowledge made it very 

difficult to transfer to the pharmaceutical companies without losing its value. Therefore the biotech 

parts were given considerable autonomy. These autonomous parts would provide biotechnological 

knowledge to the various pharmaceutical departments. The biotech parts were developed into centers 

of excellence to leverage the capabilities of the biotech firms.  

 

Proposition 4: “A lower degree of absorptive capacity of the acquiring company shifts the 

implementation strategy towards a form with a lower degree of integration.” 

4.4.3 Prior M&A experience 

One of the factors that can influence the choice of integration strategy is the M&A experience of 

companies. Puranam and Srikanth (2007) find that prior M&A experience decreases the negative 

effect of structural integration on knowledge exploration. The authors point out that companies learn 

to manage the consequences of structural integration. Companies are able to develop competences that 

increase the benefits gained from structural integration. They might also be able to become competent 

in mitigating effects of structural integration, such as disruption in organizational routines and lower 

levels of motivation. These results suggest that companies with prior experience can better assess the 

consequences a certain form of integration might have. Above that, they will have the capability to 

deal with possible negative effects of integration on knowledge exploration. Companies with prior 
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experience might therefore be able to choose a higher degree of integration than companies with no 

experience. There is no evidence yet that prior experience can also mitigate the effects of total 

autonomy on knowledge exploitation.  

 

Proposition 5: “Prior M&A experience shifts the choice of implementation strategy towards a form 

with a higher degree of integration.” 

4.4.4 Organizational fit 

One of the other factors that can influence the post M&A integration process is the organizational fit 

between companies. Hagedoorn and Duijsters (2000) researched the influence of size and 

organizational structure on the technological performance of an M&A. They claim that the integration 

of innovative activities is more complex than integrating manufacturing, marketing and sales. The 

characteristics of the knowledge and capabilities (tacit and specialized) make the integration process 

difficult. They find that similarity in size and organizational structure benefit the integration process of 

merging companies. The following proposition can be constructed: 

 

Proposition 6: “Organizational fit shifts the choice of implementation strategy towards a form with a 

higher degree of integration” 

4.5 Conclusion 

In this chapter various propositions are developed. These propositions link the strategic intent of an 

M&A to the post M&A integration strategy. The propositions are summarized on the next page in 

figure 4.2. The next chapter describes how the propositions are verified and discusses the research 

method.   
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Figure 4.2: Summary of Propositions 
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5. Methodology 

5.1 Introduction 

The previous chapters have provided the groundwork for the research design. The research design is 

based on the research type. Yin (2003) distinguishes three categories that describe the nature of a 

research topic: exploratory, descriptive and explanatory. This study can mainly be characterized as 

descriptive research. Like exploratory research, descriptive research involves describing a problem, 

context or situation. However, the questions asked in descriptive research are often more structured 

and based on prior described ideas and methods. The propositions in this study are primarily based on 

ideas and results from strategic management and other related research areas. A literature review is 

used to determine questions on the research topic that have not fully been answered yet and offer new 

insights in the research area. This last statement implies that the research is also exploratory in some 

way. The effects of strategic factors on the choice of integration strategy have not been extensively 

researched before. There is additional room for investigating the relation between M&As and 

innovation. This research could help to develop understanding in this area. 

5.2 Research methods 

Various strategies can be used to verify the propositions, including experiments, surveys, archival 

analysis, historic analysis and case studies. Yin (2003) states that each strategy has its distinctive 

characteristics, but that there are overlaps between them and that they can therefore be used for all 

three categories. Both quantitative and qualitative methods can be used for descriptive research. The 

research designs that are selected for this study are both a management survey and a case study. These 

methods are selected in favor of for example statistical research on large databases, because the level 

of detail in a survey and case study is much deeper. Above that, this study has time constraints that do 

not allow for the creation of a large database. The level of detail provided by the survey and case study 

is needed to collect sufficient information about the M&A process, the rationale behind the M&A, the 

various influencing factors and the integration strategy.  

5.2.1 Management Survey 

The types of questions in the survey were both closed and open questions. The closed 

questions had the purpose of verifying the propositions and enabling comparison between the answers. 

The answers were on a 5 point scale. Open questions were included in the survey to reveal additional 

factors that influence the outcome of M&As. 

Disadvantages of the survey method include inflexibility, a lack of context and the danger of 

developing questions that are too general. Especially the lack of context would be a disadvantage in 

studying the post M&A integration process, because there might be factors that influence the M&A 
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process that are not covered by the survey. A solution was found by including open questions in the 

survey and conducting a case study.  

The mode of survey administration consisted of mail surveys. The advantage of using a mail 

survey is that it is less time consuming than face to face or telephone interviews. The respondents are 

also more flexible in finding time to fill in the survey and they are able to consult others if they do not 

have the answers ready at that time. Disadvantage is that it is more difficult to get cooperation from 

the respondents and that there is no interviewer involved in the data collection. In addition to the 

survey, publicly available press releases were used to get a better understanding of the answers that 

were given by the managers. 

The survey has been sent to the email addresses of 40 managers. These included 17 addresses 

from managers inside the professional network of the supervisors and the author and 23 addresses that 

were found on the internet. None of the managers responded, so a reminder was sent one week after 

the initial email. The survey has been answered by seven respondents, this is a response rate of 17,5%. 

The sample includes five innovation related M&As and two market extension related M&As. The 

survey results of these last two M&As are not included in the sample, because the M&As were not 

aimed at acquiring the resources knowledge, assets, capabilities and/or a technology. Table 5.1 

classifies the five M&As in the sample according to the industry they were executed in. The 

organizations that were targeted for the survey operate in various industries. The companies that were 

targeted were chosen according to the available connections in the network of the supervisors and the 

author of this thesis. The chosen companies represent Dutch multinationals. The acquisitions were all 

performed between 1999 and 2007.   

 

M&A Industry 

Company 1 Semiconductors 

Company 2 Semiconductors 

Company 3 Energy Technology 

Company 4 Foods Industry 

Company 5 Consulting Industry 

Table 5.1: Classification of the sample by industry 

 

It is reasonable to expect that managers want to respond to a survey about an M&A that they 

consider being successful. This could influence the randomness of the sample. Therefore, the author 

indicated beforehand for which M&A the questionnaire had to be filled in. This selection occurred by 

evaluating a list of innovation driven M&As from Mergermarket. In two cases the interviewees 

selected the M&A themselves, because they were approached to fill in the questionnaire by colleagues 

of the author. Even with the selection of the M&A for which the survey needed to be filled in, it 
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should be kept in mind that the results might be biased. Other reasons why the sample is not 

representative for the innovation driven M&A population are that the sample is too small and does not 

include all industries. The size and scope of the sample are imperfect due to the limited amount of 

time available to execute this research. Generally, one of the advantages of a survey is that a large 

sample can be taken. However, this survey needed to be answered by CEO’s or responsible M&A 

managers. These professionals often have a limited amount of time to participate in these kinds of 

surveys. 

Although the conclusions based on this sample are not suitable to be applied within a generic 

innovation driven framework because of before mentioned reasons, qualitative analysis of these cases 

leads to some additional theoretical insights and/or areas for further research.  

5.2.2 Case Study 

Case studies are used when it is difficult to distinguish the phenomenon from the context and when the 

contextual conditions might be relevant for the phenomenon that is studied (Yin, 2003). Insights from 

the management survey can thus be placed within context through a case study. Time and resource 

constraints made it impossible to conduct multiple case studies. The case study research is suitable for 

the research on the influence of strategic factors on the integration of M&A and the effect on 

innovativeness, since detailed data on the M&A process could be collected.  

To gather data, a management survey, an interview and publicly available resources were 

used. The company that is chosen for the case study is Alpha. Company Alpha is a healthcare 

company that operates in various segments such as pharmaceuticals, consumer health, generics and 

eye-care. Their mission is to discover, develop and successfully market innovative products. 

The goal of case studies is not to find statistical generalization, but analytical generalization, 

which entails the expansion and generalization of theories. Case study results can be generalized to 

theoretical propositions (Yin, 2003). There were several units of analysis for this case study. The 

design for the case study is therefore called an embedded case study design. The embedded units of 

analysis are: 

• The strategic motive of the M&A 

• Strategic factors influencing the M&A process 

• The integration strategy 

Case study research can be used to explain, describe, illustrate, explore or meta-evaluate an 

intervention and the real-life context. Exploration can be used when the event has no clear, single set 

of outcomes (Yin, 2003).  In this case, the case study has been used to place the relation between the 

knowledge leverage strategy and integration strategy into context. 
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5.3 Quality of the data 

The design of the study has the purpose of connecting the collected data to the research question and 

propositions. Four conditions need to be met when the design is made, these are: (1) construct validity, 

(2) internal validity, (3) external validity and (4) reliability (Yin, 2003).  

Construct validity stands for establishing correct operational measures for the concept being 

studied. The validity is determined by several methods. First, some constructs that are used have 

already been identified by the existing literature. Cassiman and Colombo (2006) have developed a 

case protocol that links M&A activities and innovation. Their protocol has been one of the main inputs 

for the research design. Construct validity can be increased by using multiple sources of evidence. 

This study uses survey research, public documents and a focused interview to satisfy the validity. A 

last method that is used to increase construct validity is the consultation of experts. These include two 

experts from the university and two experts from the business world. 

The internal validity relates to the causal relationship that can be shown between certain 

conditions. The relationship between the knowledge leverage strategy, the implementation strategy 

and the success of the M&A needs to be established. It is difficult to establish a high level of internal 

validity, because of the somewhat exploratory nature of the research. Not all causal relationships have 

been researched or discovered yet, which makes it more difficult to guarantee that the concepts that 

form the relationship are isolated. However, the internal validity is strengthened by using a systematic 

working method during the analysis phase.  

The external validity requires the establishment of a domain to which the study’s findings can 

be generalized. The external validity of this research is partly covered by the fact that the propositions 

are based on work done by other researchers. Also, the management survey allows data collection in 

companies across various industries. 

The reliability of a research method relates to the stability of the responses. Using the case 

protocol of Cassiman and Columbo reinforces the reliability of this study. The protocol includes a 

structured questionnaire, which has been the basis for the management survey. Questions from this 

questionnaire have been used to measure the relationship between the innovative motive of an M&A, 

the strategic factors and the outcome of the M&A. Questions that relate to the relationship between the 

knowledge leverage strategy, the integration level and the outcome of the M&A come from research 

done by Puranam (2006). The reliability of the respondent was guaranteed by pre-selecting the M&As 

that the respondent needed to evaluate.  

5.4 Conclusion 

This study can be characterized as mainly descriptive. Various data collection methods can be chosen 

to test the propositions. In this study a small scale management survey and single case study were 

used. A survey has the advantage that, given the time and resources, it allows for comparison between 

results, which strengthens the verification of the propositions. The sample is relatively small, but the 
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publicly available sources have added to the understanding of the data. A case study is used to add 

more depth to the study. The results of the management survey can be placed in the context of a case 

study. The case study helps to analyze the various M&A processes in more detail. Above that, it might 

reveal valuable insights on the integration process. The subsequent two chapters describe the results of 

the management survey and the case study. 
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6. Empirical Results: Management Survey 

6.1 Introduction 

This chapter reports the results of the management survey. The main interest goes to the relation 

between the knowledge leverage strategies of the companies and the integration strategies that have 

been chosen. The results are based on the cross-case analysis of the surveys. Information from the 

individual surveys that illustrates the conclusions from the cross-case analysis is provided in 

textboxes. Goal of the analysis of the results is to find out if companies take the knowledge leverage 

strategy into account while determining the integration strategy and the impact this has on reaching the 

innovative goals of the M&A. Focus lies on finding commonalities and differences in acquisition 

motives, knowledge leverage strategies and integration strategies. Additionally, other factors that 

influence the M&A process are analyzed. In the remainder of this chapter the results, structured 

according to the various propositions, are presented and discussed. The conclusions form the basis for 

verifying the propositions and the development of managerial implications. Above that, the survey 

gives guidance to the topics that are important during the case analysis, as described in chapter 7. 

6.2 Knowledge as source for innovation 

As mentioned in paragraph 4.2, proposition 1 argues that determining the integration strategy based on 

the knowledge leverage strategy has a positive relationship with the post-M&A innovative 

performance of the acquiring firm. The basis for innovation is often the appropriate application of 

knowledge, capabilities or technologies. Companies engage in M&A to get access to these resources 

and apply them to satisfy their knowledge leverage strategy. The first step in determining the validity 

of this proposition is finding out if the knowledge leverage strategy had an influence on the choice of 

the integration strategy. Table 6.1 provides an overview of the innovation related motives and the 

determinants of the integration strategy. 

 

Company Innovation related motives Integration determined by 

Company 1 Improvement of existing technologies Knowledge Leverage strategy 

Company 2 Adjoining R&D fields of both companies 

and complement the R&D of the 

acquiring company 

Knowledge Leverage strategy/ 

Explicitness of the knowledge 

Company 3 Reinforcing R&D capability by acquiring 

the technologically most advanced 

company in the business 

Knowledge Leverage strategy / Supply 

Chain Synergies 

Company 4 Improvement of existing technologies and 

economies of scale in R&D 

Overlap in brand, organizations and 

technology required full integration 

Company 5 Offer an integral solution by bundling 

knowledge of both companies 

Knowledge Leverage strategy 

Table 6.1: Characteristics of the sample: Innovation related motives and decisive factors for integration strategy 
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From the results of the surveys it becomes clear that: 

• in four of the five cases the knowledge leverage strategy was one of the main determinants 

for the integration strategy; 

• in two of these four cases additional factors were indicated to have a substantial influence, 

including supply chain considerations and the explicitness of the knowledge;  

• in one case the main determinant was overlap in brand, organizations and technology. 

The second step is to observe if the innovative related goals have been met. The surveys show that: 

• all respondents indicated that their integration strategy was successful in meeting the 

innovation related motives.  

• the respondents would not have chosen another level of integration to meet these motives.  

These results show that the knowledge leverage strategies were taken into account when the 

integration strategies were determined. Above that, the integration strategies were successful. This 

implicates that there is indeed a positive relationship between the chosen integration strategy and the 

achievement of the innovative goals. These results support proposition one. Textbox 6.1 gives a 

description of the success of the M&A of Company 1.  

Interesting to note is that the integration strategy of Company 4 was not determined by their 

knowledge leverage strategy. Their main driver was overlap in brands and operating company 

structure in the various geographical areas of the target. Nevertheless, the company indicated that their 

innovation related motives were satisfied. This implies that drivers for the integration strategy, other 

than the knowledge leverage strategy, can also have a positive influence on the innovativeness of a 

company.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Textbox 6.1: Successful integration of Company One 

Company One 

The chosen integration strategy is viewed as successful, which is supported by higher sales 

levels and an increased share in the wireless semiconductor market, as supported by the 

following quote: 

  

“This milestone shows how well we have integrated the target firm’s operations into 

Company One. We are witnessing the return on investment made to achieve scale and 

innovation power.”  

(Executive Vice President & General Manager Company One) 

 

The high sales levels also illustrated the rapid and successful integration of the target’s 

technology across the acquirer’s product portfolio. Seven months after the acquisition, about 

80% of the targets technology was integrated in Company One’s product platforms. A few 

months later more than 90% of the platforms need to include the technology. 
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6.3 Integration Strategies 

As concluded in the previous paragraph, the chosen integration strategies were mostly determined by 

the knowledge leverage strategies. In chapter 4 it is explained that the knowledge leverage strategy can 

be knowledge exploration or knowledge exploitation. Generally, knowledge exploration is supported 

by an integration strategy that allows for a certain level of autonomy. The granted autonomy supports 

the innovative capabilities through the protection of the organizational context of the target firm. 

Knowledge exploitation is supported by a high level of integration, because it allows for high levels of 

coordination and mutual adaptation. The data in Table 6.2 shows the knowledge leverage strategies of 

the companies and the chosen levels of integration.  

 

Company Knowledge Leverage Strategy Level of Integration 

Company 1 Knowledge exploitation Full integration 

Company 2 Knowledge exploration Limited integration 

Company 3 Mainly knowledge exploitation / some 

exploration (make joint R&D teams) 

High level of integration  

Company 4 Mainly knowledge exploitation / some 

exploration (make joint R&D teams) 

Full Integration 

Company 5 Mainly knowledge exploration / some 

exploitation 

Wholly owned subsidiary / Moderate 

Integration 

Table 6.2: Characteristics of the sample: Knowledge leverage strategy and level of integration 

 

It was proposed in paragraph 4.3 that acquiring companies that engage in knowledge exploration 

choose a relatively low degree of integration (proposition 2a), while acquiring companies that engage 

in knowledge exploitation choose a relatively high degree of integration (proposition 2b). The results 

demonstrate that: 

• all companies that mainly engaged in knowledge exploitation chose a high level of 

integration; 

• all companies that mainly engaged in knowledge exploration chose a low level of integration 

The data thus seems to verify propositions 2a and 2b. An example of the data can be found in textbox 

6.2. This example gives an understanding of the rationale behind the chosen integration strategy. It 

illustrates why Company 2 has chosen for a low level of integration.   
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Textbox 6.2: Integration Strategy of Company 2 

6.4 Factors that influence the decision making process 

6.4.1 The dimension of absorptive capacity 

As described in the literature review, knowledge exploitation is applicable in a domain in which 

similar knowledge is already available. This can be seen as the depth of absorptive capacity. The depth 

of the absorptive capacity helps companies to recognize the value of acquired knowledge when it is 

applied to the existing innovative strategies. On the other hand, the breadth of absorptive capacity 

relates to the knowledge absorption of dissimilar but related domains. The breadth of the absorptive 

capacity helps companies to access additional knowledge and to reconfigure existing knowledge. This 

helps companies to find new domains of knowledge application, which could lead to radical 

innovation. 

Proposition 3a in paragraph 4.4 proposes that the depth of the absorptive capacity shifts the 

leverage strategy towards exploitation, while proposition 3b suggests that the breadth shifts it towards 

exploration. The results from the questionnaire show that: 

• companies 1, 3, and 4 had similar knowledge bases with their targets, which would 

enhance the depth of the absorptive capacity; 

Company Two 

Integration strategy  

The chosen integration strategy was limited integration. 

 

Characteristics integration strategy 

The target would operate as a wholly owned subsidiary of the acquiring firm. The 

capabilities and technology of the target company are mainly kept separate from the 

acquirer’s capabilities and technology. The target firm would continue to support its current 

product offering and customer base. 

 

Rationale behind the chosen integration strategy 

This choice is in line with the knowledge exploration strategy. The choice for a relatively 

low level of integration was based on the fact that there was only limited overlap in products 

and the goal of keeping the product roadmaps of the acquirer intact. A higher degree of 

integration might be desirable in the future when products with integrated technologies 

would be developed.  
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• companies 3 and 4 also had a considerable level of market relatedness, which would also 

enhance the depth of the absorptive capacity; 

• company 1 was active in the same business, but did not have an overlapping product mix. 

The market relatedness was therefore moderately deep; 

• companies 2 and 5 had moderately related knowledge bases with their target and were 

active in related but complementary markets. This enhanced the breadth of the absorptive 

capacity; 

• the knowledge leverage strategy for companies 1, 3 and 4 was mainly exploitation; 

• the knowledge leverage strategy for companies 2 and 5 was mainly exploration. 

Table 6.3 summarizes the above mentioned dimensions of the absorptive capacity and the chosen 

knowledge leverage strategies. 

  

Company Dimension of Absorptive Capacity Knowledge Leverage Strategy 

Company 1 Moderately Deep Knowledge exploitation 

Company 2 Moderately Broad Knowledge exploration 

Company 3 Deep Mainly knowledge exploitation / some 

exploration (make joint R&D teams) 

Company 4 Deep Mainly knowledge exploitation / some 

exploration (make joint R&D teams) 

Company 5 Moderately Broad Mainly knowledge exploration / some 

exploitation 

Table 6.3: Characteristics of the sample: Absorptive capacity and leverage strategy 

 

From table 6.4 it can be concluded that the chosen knowledge leverage strategies are in line with the 

dimensions of absorptive capacity. Companies with a deep level absorptive capacity have chosen to 

engage in knowledge exploitation. Companies with a wide breadth of the absorptive capacity have 

chosen knowledge exploration.  

Propositions 3a and 3b suggest that the dimension of absorptive capacity shifts the knowledge 

leverage strategy. From the results it becomes clear that the dimension of absorptive capacity has a 

relation with the knowledge leverage strategy. It is however unclear what the influence of the 

absorptive capacity is on the level of exploration or exploitation that companies engage in. The 

companies that had the deepest level of absorptive capacity did not solely choose for knowledge 

exploitation. The choice of knowledge leverage strategy of the companies with a moderate breadth of 

absorptive capacity is also not conclusive. It is expected that the moderate breadth would in both cases 

lead to a somewhat hybrid strategy that combines exploration and exploitation. Company 2, however, 

only engages in knowledge exploration.  
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It can thus be concluded that there is a relation between the dimension of absorptive capacity 

and the knowledge leverage strategy, but it remains unclear if the relationship is significant and what 

the effect is. Propositions 3a and 3b are thus partially verified. 

6.4.2 The degree of absorptive capacity 

Proposition 4, as described in paragraph 4.4, states that a lower degree of absorptive capacity shifts the 

integration strategy towards a lower level of integration. This is based on the idea that companies with 

a low level of absorptive capacity lack the ability to transfer the knowledge of the target firm to the 

acquiring firm without losing its value. The degree of absorptive capacity is determined by the 

relatedness, size of the knowledge base and explicitness of the acquired knowledge. The results of the 

survey are: 

• the technological and market relatedness between Company 2 and the target were low. 

This indicates that the company had a relatively low level of absorptive capacity; 

• company 2 indicated that the explicitness of the acquired knowledge made it impossible 

to choose a relatively high degree of integration; 

• company 5 and the target were active in complementary fields of technology, but they 

operated in different technological fields and the knowledge bases were relatively not 

similar in size. This makes their technological relatedness moderate; 

• the market relatedness between Company 5 and the target is low; 

• the explicitness of the acquired knowledge was one of the factors that made it somewhat 

difficult to achieve high levels of integration between Company 5 and the target. 

• the companies 1,2, and 4 were primarily active in the same technological fields and were 

active in the same business. The levels of technological and market relatedness were quite 

high and make the degree of absorptive capacity substantial;    

• companies 1, 3 and 4 indicated that they did not experience difficulties with regard to 

integration due to the explicitness of the acquired knowledge.  

• the knowledge bases of none of the companies were similar in size, all knowledge bases 

were smaller. 

These results are summarized in table 6.4. 

 

Company Degree of absorptive capacity Level of Integration 

Company 1 Substantial Full integration 

Company 2 Low Limited integration 

Company 3 Substantial High level of integration  

Company 4 Substantial Full Integration 

Company 5 Moderate Wholly owned subsidiary / Moderate 

Integration 

Table 6.4: The degree of absorptive capacity 
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The lack of absorptive capacity can thus primarily be found at Company 2 and to some extend at 

Company 5. The chosen integration strategies reflect this outcome, since Company 2 performed 

limited integration and Company 5 moderate integration. The levels of absorptive capacity of the other 

companies were higher and did not lead to relatively low levels of integration. The levels of 

integration chosen by all companies in the sample are thus in line with proposition 4. Therefore, this 

proposition can be verified. 

6.4.3 Prior M&A Experience 

It is stated in proposition 5 as mentioned in paragraph 4.4 that prior M&A experience shifts 

the choice of integration strategy to a higher degree of integration, because of the ability to offset 

possible negative effects of integration. This proposition is supported by the data: companies 1,4 and 5 

had prior M&A experiences and indicated that it made it possible for them to choose a form of 

integration that was relatively high. Textbox 6.3 illustrates the amount of prior experience of company 

4. Company 2 and 3 did not benefit from prior M&A experience. In case of Company 2 this can be 

explained by the fact that the acquisition characteristics required a low degree of integration. The 

explanation for company 3 could be that the integration is still in process which makes it is difficult to 

evaluate the influence of prior experience. Based on the above mentioned results and explanations it 

can be stated that there is sufficient support for proposition 5. 
 

 

 

 

 

Textbox 6.3: Prior M&A Experience Company 4 

6.4.4 Organizational fit 

Proposition 6 in paragraph 4.4 states that organizational fit helps to achieve a relatively high 

degree of integration. None of the respondents indicated that there were similarities between the 

organizational structures or the size of both organizations. The organizational fit for all companies in 

the sample can thus be classified as low, which makes it difficult to draw conclusions about 

proposition 6. Company 1 and 5 did indicate that some of the similarities in organizational structure 

made it possible to choose a relative high level of integration. However, the organization fit between 

the companies was low, which make these statements questionable. From the data, no clear support for 

proposition 6 can be found.  

Company 4 buys and sells many companies on a yearly basis. The average between 1997 

and 2001 was two each month. The company has become an expert in integrating products 

and gaining costs advantages.  
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6.5 Discussion and conclusions 

The goal of the management survey was to verify the propositions that were constructed in chapter 4. 

The results of the management survey support four of the six propositions. Proposition 3 is not fully 

supported and also no clear evidence for proposition 6 could be found by the answers of the 

questionnaire. Figure 6.1 summarizes the results of the survey related to these propositions. 

 

 
 

Figure 6.1: Summary of the verification of the propositions 

 

Theory suggests that the integration strategy should be differentiated according to both the 

motive for the acquisition and the resources being acquired (Bower, 2001; Raft and Lord, 2002; 

Bannert and Tschirky, 2004; Schweizer, 2005). The verification of proposition 1 supports this view 

and implies that there is a positive relation between differentiating the knowledge leverage strategy to 

the chosen level of integration and the innovative performance of a company. Interesting is the fact 

that the integration strategy of Company 4 was not determined by the knowledge leverage strategy. 

Instead, brands and operating structures determined the appropriate level of integration. An 

explanation for this difference could be found by analyzing the value chain of the company. The value 

chain offers insights in the value creating activities within a company. The value chain categorizes sets 

of activities into primary and support activities. It helps to analyze the skills and resources that exceed 

or could be developed to exceed the competition (Jobber and Fahy, 2002). In high-tech industries like 

semiconductors or energy technology, value is created by offering a technologically more advanced 
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product than the competitors. Superior resources in these types of companies include expenditure on 

R&D and knowledge. In the foods industry the value creation is different. The industry is largely 

driven by customer perception of brands. A strong product portfolio, comprising of well established 

brands, provide Company 4 a clear competitive advantage. Many brands are market leaders and sold 

in over 150 countries. The strong brands increase brand recall and promote repeat purchases 

(Datamonitor, 2007). It can thus be concluded that the integration strategy is determined differently 

across industries, depending on the value creating activities. 

All respondents indicated that their acquisition has been successful in meeting the innovation 

related motives and that they would not change the integration strategy. These results might be biased, 

because it is reasonable to assume that the respondents would prefer not to mention unsuccessful 

factors. To get a better understanding of the success of M&As some interviews with industry experts 

were performed. These experts indicated that differentiating the integration strategy according to the 

strategic intent of the acquired knowledge could indeed lead to successfully reaching the goals of an 

innovation driven M&A. These experts however indicated that the innovation driven motives are often 

not met and organic growth is not realized. The bottleneck in the process lies in the ability of the firm 

to translate the strategic decisions into operational actions. This can be explained by looking at the 

integration process in a little more detail.  

The integration process consists of various phases, these are: (1) pres-signing (due diligence), 

(2) Pre-closing (detailed planning), (3) first 100 days and (4) long-term implementation. During the 

pre-signing and pre-closing phases the integration fundamentals are set, which take the strategic intent 

of the acquisition and the strategy of the entire company into account. At the same time, a plan for day 

one needs to be constructed and a future state needs to be designed. After the closing of the deal 

operational execution of the strategic plans start. The plans are then taken out of the boardroom and 

into the operational actions of the company. At this point many mistakes can be made. Changes in 

R&D teams, too much focus on cost synergies, a lack of management commitment, deadlocks, a lack 

of strategic direction and reductions in R&D spending can all lead to the failure of reaching the 

innovation driven motives of the acquisition (Sunderland and Haldevang, 2008).  

Haspelslagh and Jemison (1991) pointed out that the requirements for integration differ 

according to the strategic need of the situation. Propositions 2a and 2b implied that companies would 

recognize this and choose an integration strategy that would support the desired knowledge leverage 

strategy. The verification of these propositions underlines that full integration (or absorption) supports 

knowledge exploitation, while autonomy (or preservation) supports knowledge exploration. This is 

important, because it guides the choice of integration strategy and prevents problems during the 

execution phase. A lack of autonomy could for example lead to the destruction of creative thinking 

due to management intervention and scrutiny from the board and the finance function (Sunderland and 

Haldevang, 2008). Preventing these problems gives companies the opportunity to fully leverage the 

acquired knowledge and create a competitive advantage in the rapidly changing business environment.  
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Propositions 2a and 2b already suggested that it is important to recognize which integration 

strategy supports what strategic need. There are however other factors that could also influence the 

decision making process. The absorptive capacity of a company influences both the strategic need of 

the acquired knowledge and the choice of integration strategy. The partial verification of propositions 

3a and 3b means that the effect of the dimension of absorptive capacity on the choice of knowledge 

leverage strategy remains unclear. It would have been interesting to have a better view on this relation. 

This could give guidance on the ability of companies to broaden or deepen their knowledge base. 

Insights in this ability could shape expectations with regards to the creation of new knowledge. Above 

that, the influence of product-market and technological relatedness would have become clearer.  

The verification of proposition 4 on the other hand does give insights in the choice of 

integration strategy. Companies with a low degree of absorptive capacity could better not choose a 

high level of integration, because the companies are not able to fully recognize the value of the 

acquired knowledge. Above that, a high level of integration could destruct the innovative capabilities 

of the target and disrupt the opportunity to create new knowledge. From these results it can be 

concluded that when the acquirer and target have low levels of product-market and technological 

relatedness, they should not opt for a high level of integration. A high level of integration is also 

undesirable when the acquired knowledge is very explicit. 

The decision making process can also be influenced by M&A experience (proposition 5). 

M&A experience can help companies to achieve a higher level of integration than would be achieved 

without experience. This could be beneficial to the acquirer, because it gives them more control over 

the target company. Control and coordination have the advantage of setting common standards, 

common procedures and common authority. It helps to leverage the knowledge embedded in human 

capital and firm employees (Puranam and Srikanth, 2007). No clear evidence was found that 

organizational fit stimulates the choice of a higher level of integration. This is mainly the result of the 

fact that there was no organizational fit between the acquirer and target firm in the sample.  

It can be concluded that taking the knowledge leverage strategy into account when 

determining the integration strategy indeed has a positive relation with reaching the innovative 

motives of an acquisition. Recognizing the attributes of the knowledge leverage strategy and the 

possible pitfalls of the integration strategies helps to prevent problems during the integration process. 

From the discussion it has become clear that many factors, such as M&A experience and absorptive 

capacity, but also value creation and operational execution are important determinants of the success 

of an acquisition. The M&A process is complex and it is therefore interesting to analyze an acquisition 

in more detail. Chapter 7 is a case study of company Alpha, which allows for the description of the 

contextual conditions of an M&A. It can also help to validate the findings of the management survey 

and in particular look for more insights in the propositions that could not be verified.  
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7. Case Study: Company Alpha 

7.1 Introduction 

The case study presented in this chapter gives the opportunity to place the relation between the 

knowledge leverage strategy and integration strategy into context. The case study has the following 

main purposes:  

• Gain additional insights on the propositions that could not been verified with the management 

survey and the subsequent implications for practice:  

o Find the effect of the dimension of absorptive capacity on the choice of the knowledge 

leverage strategy(proposition 3a and 3b); 

o Gather information about the possible influence of organizational fit (proposition 6); 

• Find additional factors that determine the success of an M&A 

• Support the verified propositions or find possible contradictions 

Alpha has a leading position in R&D productivity. The company expenditures on R&D are 15% 

relative to sales, which is one of the highest expenditures in the industry. In early 2006, company 

Alpha had a very strong pipeline, with 76 compounds in development. This strong pipeline supports 

sales growth and the launch of new medicines. Alpha achieves most of its growth through 

acquisitions. In 2005, Alpha did three big acquisitions, among which target C. These acquisitions 

provided considerable scale and breadth to Alpha’s operations. Diversification into new product lines 

and new markets primarily comes from acquisitions.  

7.2 Knowledge as source for innovation 

This paragraph discusses the chosen knowledge leverage strategy and its effects on the innovative 

related goals of acquiring target C. Support is found for proposition 1, which states that taking the 

integration strategy into account while determining the integration strategy has a positive influence on 

reaching the post-M&A innovative goals of the acquiring firm. The innovative related goals, 

knowledge leverage strategy and success of the integration strategy are discussed. 

The main strategic intent of acquiring target C was to get diversification in the product mix by 

entering a specific new market of preventive medicines. This new market was expected to experience 

accelerated growth and offers high sales levels. The acquisition also provided access to other 

technological fields that had near-term growth opportunities and potential access to emerging growth 

segments. Above that, the acquisition would support the existing and future product portfolio of 

biopharmaceuticals. Target C’s late-stage pipeline included four products to be launched between 

2006 and 2008. Supporting the product portfolio could thus deliver considerable cost savings and sales 

growth. The innovation related goals of Alpha thus included complementing current R&D activities, 

specialization of R&D and the realization of cost savings through economies of scope. 
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Complementing current R&D activities with the goal of product diversification were determined to be 

the main motive for the acquisition. 

 

Examples from the data: Merger Motives 

“With the close of the transaction, Alpha will gain access to attractive strategic growth platforms in a 

dynamic new market and a rapidly expanding business. At the same time, target C will add to our 

pharmaceuticals pipeline, especially in a specific area.” 

“The acquisition would give entry into a global business which is expected to experience accelerated 

growth over the next five years.” 

“With innovative medicines at our core, complemented by generic drugs, over-the-counter treatments 

and now preventive medicines, Alpha offers a full spectrum of treatments, benefiting patients and 

physicians around the world.” 

“With the acquisition Alpha is able to provide the full patient-care cycle.” 

“Clearly, it was the new market business that kind of drove the deal.” 

“When Alpha decided to buy target C, it had a close eye on its preventive medicine business. Alpha 

gains an entry into a fast-growing market, which analysts estimate will more than double to 20 billion 

in sales by 2009.” 

Textbox 7.1: Merger Motives 

 

To realize the innovation driven goals, Alpha chose several ways to leverage the acquired 

knowledge. Knowledge exploitation was realized in the biopharmaceutical business. The acquisition 

of the biopharmaceutical products and pipeline of target C added to the in-market and development 

portfolios of Alpha. In this area Alpha thus leveraged what target C knows and exploited the acquired 

knowledge and technologies. The goals for this part of the acquired business were to realize cost 

savings in R&D and administrative expenses. Next to the realization of cost savings also existing 

products could be improved through the acquisition of the biopharmaceutical business. There were 

specific areas in the research programs of both companies that were complementary, which provided 

the opportunity to built a compelling pipeline in that area. The exploitation of the acquired knowledge 

would thus strengthen the current pharmaceutical portfolio and pipeline in specific areas.  

Next to knowledge exploitation Alpha also engaged in knowledge exploration. The 

capabilities and technologies of the acquired firm would grant Alpha access to attractive growth 

platforms in the preventive medicine market and other rapidly expanding growth segments. Alpha did 

not have specific know-how on preventive medicines yet and has acquired target C to develop a decent 

business in this new market. Target C had faced manufacturing problems and needed the deep pockets 

and infrastructure of Alpha to further develop in this market. The business in the new market would be 

turned around, which would require investments in R&D and manufacturing. The acquisition also 

offered the opportunity to further strengthen target C’s technological platforms in the growth 

segments. Alpha would explore the knowledge of target C, which would offer Alpha a high-value 
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profit driver and a potential platform for further developments. Additional investments in R&D and 

expansion in new technological areas therefore needed to be realized.    

The acquisition of target C thus had the strategy to both exploit and explore knowledge. These 

strategies were chosen, based on the need of Alpha to create incremental and radical innovations. 

Alpha acquired knowledge that was new to the company and aims to create products that are new to 

the market in order to stay competitive.   

 

Examples from the data: Knowledge Leverage Strategies 

"Alpha will grow the new market business by expanding into new markets, and will make sure that 

the kind of manufacturing problems that hurt target C won't be repeated" 

"Our plan is to turn around target C's new market business, which will require investments in research 

and development and manufacturing to increase quality and capacity, so that we can better meet 

customer demand and address public health needs" 

"Target C does not have much of a pipeline and would have found it difficult to compete alone 

against such powerful rivals; it needed the help of Alpha's deep pockets." 

"By combining our skills and resources we will enhance manufacturing reliability and capacity while 

accelerating our ability to innovate." 

Within the first year and a half of the deal closing, Alpha expects to save 100 million. Ultimately, 

within three years of the buyout, Alpha has said it will save double that amount. A good part of those 

savings will come from target C's biopharmaceuticals business." 

Textbox 7.2: Knowledge leverage strategies 

 

It has been indicated that the strategic goals of the M&A have been met. Target C is 

performing well in the preventive medicine and diagnostics areas. New products are being launched 

and there is room for exploration beyond the current knowledge and expertise of target C. Even 

though cost savings had to be achieved, fewer than 20% of target C’s 5500 jobs would be affected by 

the integration. Most employees of target C ended up with positions in the new business unit. The 

diagnostics business is expected to grow around 40% in head count a year after the acquisition. The 

integration of the processes and procedures has not fully been executed yet. Main reasons are the facts 

that there are long-term contracts with vendors and clients that cannot be turned around into Alpha’s 

standards yet. Also, existing license agreements make it impossible to have fully integrated all 

processes at this point in time.  

A global employee survey showed that more than 80% of the employees found the merger 

innovative and inspiring. It is believed that the new business unit has the spirit needed to meet the goal 

of becoming the global leader in the industry. Before the merger, the employee morale of target C was 

at an all-time low, the merger had turned around this morale and helped employees focus on the 

future.  
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7.3 Integration Strategies 

The integration strategies that were chosen needed to support the knowledge leverage strategies of 

Alpha. Alpha engaged in both knowledge exploitation and knowledge exploration and therefore chose 

two different integration strategies.  These choices are in line with propositions 2a and 2b. 

To support knowledge exploitation, it was chosen to fully integrate the biopharmaceuticals 

business of target C into the pharmaceuticals business of Alpha. Both businesses were streamlined and 

merged in order to fully exploit the acquired knowledge. Processes, procedures, management and 

financial structures of target C were fully be adjusted to those of Alpha. The integration would 

eliminate redundancies in R&D activities and could realize considerable cost savings.  

Knowledge exploration is supported by the creation of a new business unit. This new unit 

consists of two businesses: the preventive medicine business and the diagnostics business. The two 

businesses continued to operate from the sites and geographies of target C. Together, the two 

businesses form an integrated, stand-alone division within Alpha. The new division now has its own 

R&D, production, back office, marketing and sales functions. The division became part of Alpha’s 

network, but must succeed on its own. The CEO of Alpha’s new division came from Alpha. 

Management and financial procedures meet Alpha’s standards.  

The preventive medicine business is totally turned around and got Alpha’s name. This 

business unit is made up from target C’s current preventive medicine’s functions, including among 

others research, development, marketing, sales and manufacturing. Also key support functions 

leveraged from target C’s corporate and biopharma functions are included in this business unit. The 

business unit will is able to take advantage of and leverage the strong Alpha brand globally. Long-

term opportunities are seen in the development of new preventive medicines, that will be 

complemented by target C’s current strengths.   

The diagnostics business retained target C’s name. This is chosen, because the business unit 

can capitalize on target C’s reputation, favorable brand equity and name recognition in this area. This 

business unit will continue to be based at the main location of target C. It is believed that the know-

how of target C, combined with some of Alpha’s in-house diagnostics expertise provides the platform 

to grow and expand this business unit on the longer term. Investigating opportunities beyond target 

C’s current expertise could grow the business on the longer term.  

The goal of this new business unit is to become a global leader in both businesses. The choices 

for integration are made in such a way that the new division can strongly be identified in the 

marketplace, while clearly defining its boundaries. Investments in skills and capital are needed to 

achieve this goal. The combination of the skills and resources of both companies enhances 

manufacturing reliability and capacity while accelerating the ability to innovate. Upgrades in 

manufacturing capabilities and the exploration of new technologies are at the core of this new business 

unit. In addition a fully functional research function remained at the site of target C as part of Alpha’s 

independent research institute.  
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Examples from the data: Integration Strategies 

“We are committed to investing the significant skills and capital needed to build a global leader in the 

increasingly important markets and contribute to meeting emerging public health needs.” 

“Alpha will continue target C's current manufacturing-remediation program. The new business unit 

will focus on continued improvements in quality assurance and making the necessary investments to 

upgrade manufacturing capabilities while exploring new technologies to increase the capacity and 

reliability of the manufacturing process.” 

“The merger is paving the way for the new business unit to explore into new technological fields, 

using the existing platform.” 

“The merger has created the ability for target C to self-fund their growth as well as tap into the 

resources of Alpha, which creates some significant growth opportunities for the business.” 

“Being acquired by a more mature organization gave target C the benefit of a lot of infrastructure. 

Target C can draw upon many resources and there is more attention being paid to being a good 

corporate citizen. There is more money, resources and time available.” 

Textbox 7.3: Integration Strategies 

7.4 Factors that influence the decision making process 

7.4.1 The dimension of absorptive capacity 

This paragraph provides additional insights on the effects of the dimension of absorptive capacity on 

the knowledge leverage strategy. The absorptive capacity in the biopharmaceutical areas of Alpha was 

relatively deep. Alpha already had a biopharmaceutical department and the acquired knowledge would 

be applicable to the existing processes. There thus resided already a considerable amount of related 

knowledge inside the company. This gave the company the ability to transfer knowledge inside the 

company. The depth of the absorptive capacity seemingly has contributed to the choice of the 

company to engage in knowledge exploitation in the biopharmaceuticals business.  

Alpha had a lack of experience in developing and commercializing preventive medicines, the 

technological and market relatedness were thus low. The level op absorptive capacity in the area of 

preventive medicines and diagnostics was much lower than in the area of biopharmaceutics. Even 

though some diagnostics expertise was already available, the specific diagnostics expertise did not 

reside at Alpha. Nevertheless, the absorptive capacity in this area could be seen along the dimension of 

breadth. The already available knowledge made it possible for Alpha to recognize the importance of 

the preventive medicine. By choosing the knowledge exploration strategy Alpha could use the skills of 

Target C and create innovative products.  

These results give a better idea of the effect of absorptive capacity on the choice of knowledge 

strategy than the management survey, because both strategies are chosen by the same company. Alpha 

had a deep level of absorptive capacity in the area of biopharmaceutical areas and chose for 

knowledge exploitation. Alpha already had some diagnostics expertise, but they had no clear expertise 

in the area. The breadth of the absorptive capacity helped to recognize the value of exploring into the 
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area of preventive medicines. The case study verifies proposition 3a and 3b, stating that the depth 

shifts the knowledge leverage strategy towards exploitation, while the breadth shifts it towards 

exploration. 

7.4.2 The degree of absorptive capacity 

There was thus little technological and market relatedness between the acquirer and the target. These 

low levels of related knowledge made the level of absorptive capacity of Alpha relatively low. Target 

C’s current technologies and capabilities were developed into a separate unit and thus had a relatively 

low degree of integration. As stated above, the business unit would be part of Alpha’s network, but 

had to succeed on its own. This indicates that considerable autonomy was given to this unit.  

7.4.3 Prior M&A Experience  

Prior gained experience made it possible to choose a relatively high level of integration. Even 

though the integration strategy has been successful in this particular case, it has been indicated that 

Alpha historically has implemented business models that had to be re-assessed. In those cases, the 

level of change in operational processes and procedures had been undervalued. The level of 

coordination became too high and worked counterproductive. It was indicated that this could have 

been prevented if the consequences of the changes in organizational design would have been 

considered better. This illustrates that even though the choice of integration strategy is determined by 

the knowledge leverage strategy, other elements need to be kept in mind in order to execute these 

strategies in a successful manner. During the integration of target C, cultural aspects and change 

management were factors that were also considered. These elements fall into the execution phase of 

the integration strategy. The merger of Target C created many opportunities in terms of growth 

potential for the new businesses. This opportunity is created, because the knowledge of target C is now 

supported by the resources, infrastructure, money and time of Alpha. Since the innovative capabilities 

of target C needed to be explored, it was undesirable to loose key researchers or change the research 

techniques. Therefore, the new unit was provided with considerable autonomy. This autonomy could 

not be granted to the biopharmaceuticals department of target C. To prevent difficulties during the 

integration process the integration had to be well managed. During the integration focus has been put 

on maintaining empowerment, autonomy and independence to cope with cultural differences and 

protect the innovative capabilities. The execution of the integration was led by two programs focusing 

on (1) managing expectations and keeping open lines of communication and (2) the global launch of 

the new business unit. The outcome of these two programs was successful. This last statement puts 

attention towards the complexity of the integration process and highlights that many factors are 

interrelated. This illustrates the importance of knowing the requirements to successfully leverage the 

acquired knowledge (coordination or autonomy) and the characteristics of the integration strategies 

(changes in procedures and processes).  
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7.4.4 Organizational Fit 

The acquirer and the target were not similar in size and also the organizational structures 

differed from each other. The organizational fit between both companies was thus relatively low and it 

was indicated that the chosen level of integration did not influence this choice. The case study thus 

also does not verify proposition 6.  

7.5 Discussion and conclusions 

The case study of company Alpha has provided some interesting insights for this research. The 

acquisition had multiple knowledge leverage strategies and the integration strategies have been 

adjusted to these. Knowledge exploitation is supported by full integration of the target with the 

acquirer, while knowledge exploration is supported by creating a new business unit with a 

considerable amount of autonomy and the preservation of target C’s employees, brand name and 

culture. The chosen integration strategy has contributed to reaching the strategic goals of the 

acquisition. These results thus strengthen the verification of proposition 1 and 2.  

The level and dimension of absorptive capacity both influenced the leverage strategy and the 

integration strategy and verify propositions 3 and 4. It has become clear that there is a relation between 

the dimension of the absorptive capacity and the knowledge leverage strategy. Alpha chose two 

different knowledge leverage strategies, based on the ability to use the acquired knowledge. Since 

there already resided a considerable amount of knowledge on pharmaceuticals in the company, the 

absorptive capacity in pharmaceuticals was relatively deep and exploitation was chosen. The depth 

could thus primarily be found on business unit level. On the other hand, the breadth of the absorptive 

capacity was shaped company wide. The business units of Alpha operated in several technological 

areas. This helped Alpha to see opportunities in areas that were complementary and explore the 

preventive medicine knowledge.  

The level of absorptive capacity was however quite low.  Alpha had no experience or 

knowledge in the preventive medicine business, which made them choose a low level of integration. 

These results are in line with the research of Schweitzer (2005), who found that the knowledge that 

acquiring firms buy is often very specific and new to the company. The leverage strategy is therefore 

often knowledge exploration. It also creates a lack of absorptive capacity of pharmaceutical firms, 

what makes them decide to grant the target company a high level of autonomy.   

The case study showed little influence of organizational fit, but considerable influence of 

M&A experience, which is in line with the results of the management survey. Again, the size and 

organizational structure of both companies were dissimilar, which made it impossible to verify 

proposition 6. 

 The case study revealed that factors other than the knowledge leverage strategy, also 

determine the success of the acquisition. Post-merger integration issues that contribute to the outcome 

of the acquisition include cultural aspects and change management. Even though it has become clear 
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that the knowledge leverage strategy and other strategic factors are strategically important in 

determining the success of the M&A, there are many other factors that can influence the success of the 

an M&A.. Cultural aspects and change management primarily come into sight during the operational 

phase of the M&A process. The strategic intent of the acquisition can thus not be isolated from 

operational actions. Strategy and operation have to interact in order to gain full potential from the 

acquisition. Deal value has to be captured as an integrated process. This is also in line with the model 

developed by Raft and Lord (2002). Their model bases acquisition integration on the multiple 

dimensions of the M&A process. An industry expert stated that during the entire integration process, 

from pre-deal to long-term implementation risks, issues and dependencies need to be managed, status 

reporting and synergy tracking have to be deployed, communication plans have to be developed and 

executed and the delivery against the integration plan has to be monitored. Above that, during the first 

100 days after the acquisition a detailed integration plan needs to be created. This plan aims at 

consolidating all integration initiatives into an executable plan.  

 It can thus be concluded that propositions 1,2,3,4 and 5 are verified by this case study. 

Proposition 6 has not been verified. Above that, the case study has put emphasis on the fact that the 

M&A process is complex and entails many elements. These elements include the researched strategic 

factors, but also operational factors such as culture, change management and communication.  
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8. Conclusions 

8.1 Introduction 

To grow in rapidly maturing markets and sustain a competitive advantage, companies are increasingly 

looking for product differentiation and cutting-edge expansion. Innovation has become a key driver for 

growth. Market conditions, such as rapidly changing technologies and increased customer demands, 

ask companies to find various ways to innovate. The concept of open innovation has become popular 

for many companies. This concept promotes companies to look outside the company borders to find 

new sources of knowledge, capacities, assets and technologies. M&As are one way of getting access to 

these resources. In order to capture the value of the acquired resources, companies have to be able to 

effectively transfer the acquired knowledge into the company. It is therefore important to find an 

integration strategy that supports reaching the goals of an innovation driven M&A.   

8.2 General research question 

The aim of this thesis was to determine if differentiating the integration strategy to various strategic 

factors improves the outcome of M&As in terms of their innovative goals. The goal was to get a better 

understanding of the influence of strategic factors on the knowledge management process of 

innovation driven M&As. The general research question is formulated as: 

 

“While taking factors into account that possibly affect the M&A process, does differentiating the 

integration strategy to the knowledge leverage strategy contribute to reaching the goals of an 

innovation driven M&A?” 

 

The results of the research show that differentiating the integration strategy according to the 

knowledge leverage strategy indeed has a positive influence on reaching the goals of an innovation 

driven M&A. It is found that the choice of knowledge leverage strategy is influenced by the absorptive 

capacity of the acquirer. The choice of integration strategy is affected by the absorptive capacity of the 

company and by the prior M&A experience. The role of organizational fit could not be determined.  

 Even though the knowledge leverage strategy is an important determinant of the integration 

strategy, it should not be forgotten that the integration process is a multi-dimensional and highly 

complex process. The case study showed that various factors interact with each other and can not be 

isolated from the M&A process. Communication planning, synergies, overall value creation and 

operational actions all have to be considered during the process. These elements can influence the 

eventual outcome of the M&A.  
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8.3 Scientific relevance 

The main contribution of this thesis is the attempt to fill the gap in the M&A literature related to the 

connection between strategy and knowledge management. This research adds to the literature by 

showing that there is a clear link between strategy and knowledge management. This research has 

considered the strategic intent of innovation driven M&As and the post M&A integration strategy. 

Puranam and Srikanth (2007) showed which effects integration strategies can have on the ability to 

leverage acquired knowledge. This research extends their views by finding that most companies 

differentiate their integration strategies according to the knowledge leverage strategies. The 

knowledge strategy is often a decisive element when the integration strategy is chosen. Choosing an 

integration strategy that considers the strategic intention of the acquired knowledge positively 

influences the outcomes of an innovation driven M&A. By matching strategy and knowledge 

management the acquirer can prevent the negative consequences that can occur during the integration 

phase. Full integration for example can lead to a loss of autonomy and a disruption of the innovative 

capabilities of the target company. In case of knowledge exploration this is undesirable, because it 

hinders the innovative performance of the target company. Considering these consequences 

beforehand eliminates their impact later in the M&A process.   

To strengthen the research, additional strategic factors, such as absorptive capacity, prior 

M&A experience and organizational fit are considered. Prior literature has focused on the effect of 

technological relatedness, market relatedness and organizational fit on the innovativeness of a 

company. These studies have primarily been based on large-scale samples and show the overall impact 

on the post M&A performance. These studies lack a level of detail about the actual decisions that were 

made during the M&A process. Moreover, the influence of these factors on strategic decisions and 

knowledge management had not extensively been studied yet. This research contributes to the existing 

body of literature. This research clarifies why certain decisions about the integration strategy are made 

and why factors like technological relatedness or market relatedness influence the innovativeness of a 

company. The chosen research methods have allowed reaching a higher level of detail than previously 

executed studies.  

This study also supports to the idea of open innovation. The results show that acquiring 

external knowledge can increase the innovativeness of a company. It supports the statement that 

external knowledge has become an important source for new ideas. These new ideas can give 

companies a competitive advantage in the market. Using knowledge as source of competitive 

advantage is also in line with the knowledge based view of the firm. 

Finally, this study has once again highlighted the fact that the M&A process is a multi-

dimensional and highly complex process. The knowledge leverage strategy can be a main decisive 

element during the entire integration process, but this study shows that additional strategic factors also 

influence this process. In addition, this research pointed out that it is of crucial importance to be able 

to translate strategic intentions into operational actions. During this translation process many issues, 
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such as cultural differences and communication, have to be taken into account. Even if the strategic 

intent fits the integration strategy, many other factors can still interfere with reaching the innovative 

goals of the M&A.    

8.4 Managerial implications 

The managerial implications of this study are two-fold. The results provide implications for M&A 

managers and the commercial due diligence team of PricewaterhouseCoopers. The implications for 

M&A managers are also of importance for another department of PricewaterhouseCoopers; the 

operational and post deal services department. This department provides service on a more tactical 

level than the strategic advice of the commercial due diligence team.  

This study provides insights in the characteristics of the various integration strategies and the 

consequences these strategies can have on the ability to leverage the acquired knowledge. The main 

advantage of having these insights is preventing post M&A integration problems. If the goal is to 

explore knowledge, managers should keep a long-term focus. The innovative capabilities of the target 

need to be preserved with the purpose of stimulating their creativity and ability to create new products. 

Full integration, accompanied by management control and financial restrictions most likely will not 

preserve these capabilities. Instead a lower level of integration should be chosen. If the goal is to 

exploit knowledge, managers should reduce investment risk and time-to market. Innovation teams 

should focus on enhancing existing products. Total autonomy would not be beneficial, because that 

would lead to operational inefficiencies, the loss of the opportunity to realize synergies and to 

duplicate R&D activities. An implementation strategy with a higher degree of integration would be 

more appropriate. 

Looking at the strategic character of the work of the commercial due diligence team of 

PricewaterhouseCoopers, the main contribution of this thesis is the insight the results give in the effect 

of several strategic factors on the integration strategy and innovativeness of a company. The research 

shows that selecting the appropriate integration strategy under certain conditions can positively 

influence the outcome of an innovation driven M&A.  This highlights the importance of taking this 

into consideration when a potential target is selected. Finding possible pitfalls during the due diligence 

phase, such as low levels of relatedness, can prevent problems in a later stage of the M&A process. 

But also the absorptive capacity of the company and M&A experience are aspects that can benefit or 

disturb the integration process. This is especially important during the pre-signing phase where 

commercial due diligences processes are performed. Knowing the consequences of certain strategic 

factors helps to shape the M&A strategy and provides the groundwork for the whole M&A process.  

Next, the interdependencies between the various elements of the M&A process need to be 

recognized. These various elements, including pre-deal, pre-signing, signing and implementation 

issues cannot be treated as independent. The foundation for successful post M&A integration is built 

during the early stages of the process, while the final execution is done during the last phases. 
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Managers thus should have a broad overview of all elements in the M&A process. They need to take 

strategy and knowledge management aspects into consideration from the pre-deal phase of the process, 

but also need to continue to put effort into the M&A process once the deal is signed. This helps to 

keep a long-term view and achieve sustainable growth. 

Building on the previous implication, it should be noted that the strategic and operational 

integration strategies of an M&A need to match. The strategic integration is determined in the 

boardroom, where the operational integration is often not taken into account. The strategic integration 

frequently entails determining the leverage strategy, setting common goals and determining output 

targets, while operational integration entails streamlining routines, processes and procedures. The 

development and implementation of a detailed execution plan is needed to be able to fully leverage the 

acquired knowledge and reach the innovative goals. The advantages of the chosen leverage strategy, 

such as achieving economies of scope or improving existing technologies, can only be exploited if 

there are no operational barriers.    

PricewaterhouseCoopers already provides its clients with the opportunity to get advice on 

every aspect of the M&A process. The various departments can provide services in financial due 

diligence, commercial due diligence, and operational and post deal services. This thesis illustrates the 

interrelatedness between the various services that are provided. It could be of great value to the 

customer to involve various departments when an advice is given on the M&A process. 

PricewaterhouseCoopers can provide a more profound advice by considering multiple aspects of the 

M&A process. Clients get a more complete view on the entire process and the changes of success 

might therefore increase. Strategic decisions are of major importance during the post-deal stage, but at 

the same time, early embedded post-deal actions can enhance the outcome of the strategic decisions. 

In this study only a small area of the entire M&A process has been researched, but it can be concluded 

that the decisions made in this small area affect the entire M&A process.  

8.5 Limitations and Suggestions for further research 

Even though this thesis has added to both the strategic management and organizational science 

literature, it does have several limitations. First, it should be kept in mind that the results of this study 

are limited due to the small sample size. The results of the study are therefore hard to generalize and 

the conclusions are based on a small amount of evidence. Using additional case studies allows for 

insights in the M&A process, while an increased number of questionnaires would increase the 

reliability of the results.  

Also, this study is mainly based on qualitative research. The disadvantages of qualitative research 

include low levels of reliability, validity and acceptability. Even though this research has been 

designed to increase these levels, these disadvantages can not entirely be offset. It would therefore be 

interesting to gather a large sample and quantitatively analyze the results. This would add to the 
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robustness of the outcomes. Above that, the quantitative analysis of a large sample would help to 

generalize the results. Moreover, the use of a large scale study allows for hypothesis testing.  

The results of the questionnaire suggest that the decisive factors for the choice of integration 

strategy differ across industries. It has become clear that it is important for a company to consider its 

knowledge management strategy when acquiring a target firm. However, the influence of the 

knowledge leverage strategy at the assessed companies in the high-tech sector seems to be more 

substantial than at the companies in other sectors, such as the food industry. The small sample of this 

study has not allowed for an investigation of and comparison between sectors. It would be interesting 

to perform sector analyses and compare various industries. This would help managers in different 

industries to gain insights in the most important factors during their M&A process. Above that, it 

could help to find similarities between industries and develop best practices. 

This study has revealed that especially the interaction between strategy and operational actions is 

crucial in making the acquisition successful. This study has mainly focused on the strategic side of the 

integration strategy and has put less emphasis on the operational actions. A fruitful direction for 

further research would therefore be a more detailed analysis of the process of transforming strategic 

decisions into operational actions.     

Finally, as mentioned in the general conclusions, the integration process is multidimensional and 

complex. This study has mainly focused on a small element of the entire M&A process; the 

knowledge leverage strategy. Other factors, such as the overall strategic direction of the company, the 

decision making processes or the communication strategies can also be of substantial influence while 

studying this topic. The outcomes of this study could therefore be used as input for setting up a 

broader study.  
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Appendix I: Management Survey 

 

Dear Participant,

I am currently conducting my graduate thesis on innovation driven mergers and acquisitions (M&As). This thesis is part 

of the Master Degree Programme “Innovation Management” of the Eindhoven University of Technology. You are kindly 

requested to consider and respond to the questions attached herewith. Details of the project appear below. Information 

provided by you will be treated with the strictest confidentiality and your or your company's identity will not be revealed 

to anyone. Participation is voluntary and you may withdraw if you should choose to do so, at any time. Your time and 

effort in participating in this project is greatly appreciated. I look forward to offering some insights relevant to your firm’s 

M&A practice based on the analysis of this data.

Maartje Booij

Eindhoven University of Technology

Title of Thesis: Innovation Driven M&As; strategy and knowledge management

The goal of this thesis is to get a better understanding of the influence of strategic factors on the knowledge 

management process of innovation driven M&As. The aim is to find the relation between the knowledge implementation 

strategy and the outcome of M&As in terms of reaching their innovative goals. I am focussing on M&As performed to 

acquire knowledge, assets, capabilities and/or a technology

Please note that I am also willing to administer this questionnaire over the telephone, or by mail if that suits you. To set 

up an appointment, or to seek clarifications please feel free to contact me. The questionnaire consists of 9 pages with 

on average 2 questions per page and takes about 15 minutes to complete.

Student: Maartje Booij

Pieter Breughelstraat 10

5613 KB Eindhoven

The Netherlands

Email: m.w.booij@student.tue.nl

Telephone: 0031 6 24 94 4094

Section A: Instruction Data
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E-mail (Optional)

Telephone (Optional)

Name of Respondent

   5.

Company Name   4.

   3.

   2.

   1.

Title / Function

Section B: Respondent Data (Q 1-5/21)
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Year in which the acquisition was undertaken   9.

Industry type in which the target firm operated   8.

Size of the target firm (# of employees)   7.

   6.

Please fill in details on the M&A mentioned in the email. This pre-selection is done in order to avoid a 

biased dataset and will not negatively affect you or your company. If this M&A did not specifically target new 

technologies or products/you did not get an email/you don't have enough knowledge, please select a more 

suitable M&A in the time period 1994 onwards.

Section C: 

Target 

Data (Q6-

9/21)

Name of the target firm
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 N/A

Both firms were active in the same 

technological fields (similar 

knowledge bases)

Both firms were active in different 

but complementary technological 

fields (related knowledge bases)

The relative size of the aquired 

knowledge base was similar to the 

exisiting knowledge base of the 

acquirer

The firms were active in the same 

business

The firms had a largely overlapping 

product mix

The firms competed for the same 

customer base

Both firms were similar in size

Both firms had the same 

organizational structure

Please assess the following strategic factors regarding the acquirer and the target:   10.

   

      

   

         

   

      

      

   

   

   

      

         

   

   

               

   

   

                  

      

   

               

 strongly agree

               

Section D: Questions (Q 10-20/21)
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 N/A

Economies of scale in R&D (bigger 

projects)

Economies of scope in R&D 

(greater variety of R&D projects)

Specialization of R&D (improve 

existing technologies/products)

Complement current R&D (develop 

new technologies/products)

Impose a common standard

Spread the risks of the R&D 

portfolio

Get competing technologies under 

control

Get access to R&D capabilities in 

new geographical markets

* Other (please specify below)  

   12. * Specification of Question 2

   11.

   

         

         

         

   

      

   

   

                  

         

      

                  

      

   

   

   

                  

   

            

What was the main innovation related motive to acquire knowledge, assets, capabilities and/or a 

technology?

 strongly agree

Q 11-12/21
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 N/A

Train the personnel of the acquiring 

company in the application of the 

target's technology in acquirer's 

products or processes

Make the target firm's product 

development teams responsible for 

creating next generation versions of 

the acquier's products

Combine the target and acquiring 

firm’s R&D teams to set up joint 

new product development teams

Leave the target firm’s new product 

development teams independent 

and use their skills next to the 

acquirer's new product development 

skills

* Other (please specify below)  

* Specification of Question 4   14.

         

   13.
Which knowledge leverage strategy was chosen to satisfy the above mentioned innovative motives?

      

      

            

         

            

   

                  

 Strongly agree

               

Q 13-14/21
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 N/A

non-R&D related areas (marketing, 

sales, distribution etc.)?

R&D related areas?

4. Which level of integration was chosen to integrate

                  

         

   15.

Q 15/21

 0%
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 N/A

The level of integration was 

primarily determined by the 

knowledge leverage strategy

* The level of integration was 

primarily determined by other 

(please specify below):

Previously gained M&A experience 

made it possible to choose a 

relatively high level of integration

Similatities between the target and 

acquirer in organizational structure 

made it possible to choose a 

relatively high level of integration

Similatities between the target and 

acquirer in size made it possible to 

choose a relatively high level of 

integration

The specificness of the acquired 

knowledge, capabilities assets 

and/or technology made it 

IMPOSSIBLE to choose a relatively 

high level of integration

* Specification of Question 7

Please assess the following statements about the level of integration:

   17.

   16.

   

      

         

            

      

      

   

                  

         

   

                  

 Strongly agree

               

Q 16-17/21
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 N/A

The integration strategy was 

successful in terms of satisfying the 

innovation related motives

Looking back, another level of 

integration would have been more 

suitable to satisfy the innovation 

related motives

 N/A

non-R&D related areas (marketing, 

sales, distribution etc.)?

R&D related areas?

Why? (please describe)   20.

   

Which level of integration would have been more suitable for   19.

 0%

               

   

               

Please assess the following statements about the outcome of the integration strategy   18.

   

 Strongly agree

               

Q 18-20/21
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Please indicate any other information that you find relevant or any other remarks that you wish to make:
   21.

Section E: Additional Information (Q 21/21)

 

 

 

 

 

 

 

 

 

 

 

 

 

 


