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Abstract: Given the frequent failure of many M&A deals, the question of their sustainability is
a critical one. Still, in existing literature, there is a visible emphasis on the perspective of the acquiring
firm and its characteristics in affecting M&A performance. Moreover, the role of trust, both from the
acquiring and acquired firms, has not received extensive attention to date. The present paper builds
on a quantitative and qualitative study of Israeli high-tech start-ups acquired by international firms
to explore the effects of trust on M&A success. Our study indicates that trust from acquired firm
managers positively affects acquisition success, although trust from the acquiring firm (expressed with
the autonomy that it leaves to the acquired firm) is not a significant predictor of acquisition success.
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1. Introduction

Mergers and acquisitions (M&A) belong to the focal strategies for organizations to ensure
a sustainable competitive position. Global M&A activities reached $936.8 billion in 1Q2018, representing
an increase of 24.9% as compared to the same period of the previous year [1]. (These phenomena
include mergers, acquisitions, divestitures, spin-offs, debt-for-equity swaps, joint ventures, private
placements of common equity and convertible securities, and the cash injection component of
recapitalization according to Bloomberg standards). These transactions involving two organizations
are oftentimes used to achieve economies of scale, diversification, and economic growth. M&A can
allow companies to grow, shrink, and—more importantly—change the nature of their business or
competitive position, particularly by acquiring technological or managerial know-how [2]. However,
the volume of these deals stands in sharp contrast to the actual sustainability of M&As. Estimates
indicate that a significant proportion of M&As are financial failures [3-5] and, overall, the value creation
is negligible [6]. Hence, not surprisingly, for the past decades, a number of researchers have dealt with
different factors affecting the sustainability of M&A. In spite of this plethora of research, the critical
success factors behind M&A and the reasons for their frequent failure still remain rather poorly
understood. King et al. [6] concluded that despite a long tradition of research, none of the variables
most frequently featured in extant research (including the level of diversification and relatedness,
payment method, or earlier acquisition experience) turned out to be significant predictors of variance
in post-acquisition performance.

More recently, scholars have concentrated on sociocultural variables and human factors contributing
to the sustainability of M&A. A potentially crucial, yet underexplored, variable in the post-merger
integration process is trust. Despite significant advances in this field, our understanding of the role of
trust in Mé&A still remains incomplete. M&As increase negative reactions such as ambiguity [7,8] and
a lack of organizational commitment [9,10]. Uncertainty arising after the announcement of an M&A
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deal creates a fertile ground for mistrust, as the situation is turbulent and members of an organization
may feel vulnerable. Trust in a brand new top management team (TMT) may be lacking at the beginning,
while employees are unsure as to the extent and magnitude of upcoming changes which can affect
them in different ways [5]. The period after the announcement of an M&A transaction is therefore full
of vulnerability, whereby mutual trust between the involved parties is of vital importance.

The acquiring firm’s TMT can possibly contemplate a couple of activities in order to develop
trust and guarantee the commitment on the part of employees of the acquired firm [4]. In specific,
trying to accelerate the process of integration, refraining from imposing the own culture on the
acquired company, or offering proper structural incentives (such as granting the acquired firm to retain
a desirable level of autonomy), may possibly lead to superior post-integration performance.

This human side of M&A, which arguably explains a significant part of the challenges of M&A
sustainability, has been studied from the perspective of multiple theorical concepts and approaches.
These include, inter alia, the psychological perspective looking at how M&A affect individual
stress levels, coping, and involvement [11,12]; the micro-foundations of organizational behavior
affecting the pre-acquisition stage, e.g., [13]; the social perspective focusing on group dynamics, social
comparison, and status [14,15]; and the cultural perspective considering culture clashes that afflict
M&A performance [16]. However, much of the research into M&A to date remains fragmented and
suffers from several gaps [17]. We argue that these result from an inadequate and simplified treatment
of trust in the related research. Thus, while the integration of foreign units has been examined from
the point of view of strategy-related variables, it has rarely been viewed as a manifestation of trust
in the acquired entity, which may be crucial for its performance [18]. Moreover, trust in a transaction
involving two parties is a mutual phenomenon, which can be analyzed in a one-sided manner.

In light of the above, our paper aims to examine how trust affects a sustainable, successful
integration of two companies, viewed both from the perspective of the acquiring and the acquired
company’s management. In addressing Mé&A success, we recur to managerial perceptions, which result
from the difficulty of defining and measuring M&A success, particularly for technology acquisitions.
As Zollo and Meier [19] noted, no single item can possibly capture all of the important dimensions of
M&A performance. Such transactions may have little or no immediate influence over buyers’ stock
prices or even over the P&L account. Conversely, TMTs from the acquired firms usually have intimate
knowledge on the integration process and its outcomes. Furthermore, past studies found evidence
that evaluations provided by managers correlate with objective success measures [20].

In order to address this research question, acquired Israeli start-ups were chosen as the empirical
setting. We study the relevance of trust within the context of start-ups, because most acquired
companies, nowadays, are small and medium enterprises (SMEs), with a preference for creative
and entrepreneurial start-ups. The reasons for acquiring such firms are numerous, ranging from
the ability to adopt a flexible strategic approach, through the integration of an entrepreneurial and
innovation-oriented culture, to absorbing new technology. And yet, although SMEs do play a crucial
role in the economy, as they represent 99% of the number of firms in Europe [21], and they actually
drove M&A transactions in the past [22], they are often ignored in current research.

Many companies forge relationships with young, innovative start-up firms in order to
provide them with ideas and financial support, while working on joint innovative projects [23].
Such relationships demonstrate how interactions and shared socio-cultures may arise from joint
interests, whereby trust plays an important role in ensuring knowledge transfer and a seamless
alignment of objectives, as well as connection to each other’s networks. The relevance of trust in this
context is accentuated by the fact that the acquiring and acquired firms display divergent characteristics,
particularly in terms of the level of formalization and the complexity of organizational structures.
Therefore, if the innovation-related objectives driving such deals are to materialize, the acquired unit
has to receive trust in its approach, despite potential differences between the companies.

The setting of Israel was selected for its particular relevance to start-ups and innovation. Over the
past few decades, large companies have been scouting Israel for their technology acquisitions and
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for innovative ideas [24]. Starting in early 1990s, Israel has seen an impressive rise in the number of
start-ups and the venture capital (VC) industry accompanying high tech sectors [25,26]. Moreover,
Israel is famous for its entrepreneurial orientation, its superior technological skills, and its growing
start-up-intensive high-tech cluster [27].

The paper is organized as follows. The second section features a literature review devoted to the
role of trust in M&A, with a focus on its outcomes, and leads to the formulation of two hypotheses
pertaining to trust on both sides of the transaction. Subsequently, we present the mixed-method design
of our study, with a focus on the data collection and analytical methods used in the quantitative and
qualitative study. In the ensuing section, we elaborate on the results of both studies. Not least, the final
section elaborates on the implications and limitations of the study.

2. Theory and Hypotheses Development

Trust is of interest to many scientific disciplines, such as philosophy, psychology, sociology;,
economics, or management. Mainstream economic theory puts forward a formal process for making
rational decisions, in which individuals consider all options available to them [28]. Yet, many important
investment decisions are intuitive rather than analytical [28], particularly when the decision-making
process is made by a group of people [29]. Hence, trust is a core concept of behavioral economics which
enhances the explanatory potential of economic sciences by giving them a more realistic psychological
backbone [30,31]. The Nobel Prize winners G.A. Akerlof and R.J. Shiller in their bestseller book [28]
regarded trust as the cornerstone of the so-called animal instincts of a man. K.J. Arrow [32] called
trust “an important lubricant in the social system”. It is very effective because it allows you to save
on the costs of gathering information about business partners. According to Arrow, “in the course of
evolution in societies there were quiet agreements” creating ethical and moral principles that contribute to
the smooth functioning of economies. The factor of trust and its impact on economic development are
the subject of many different studies [33].

Hence, not surprisingly, trust is also regarded as a key element of sociocultural variables that
are crucial drivers of M&A performance. Support for the focal role of trust can be found in research
indicating that trust is critical to successfully implementing strategic alliances in a form of joint venture,
e.g., [34]. Asfor the M&A context, trust appears to be critical, particularly in the post-merger integration
process, e.g., [35,36]. In fact, it may reduce the intention to leave the company by its managers as
a result of the takeover. It may also facilitate an effective transfer of knowledge between the parent and
the subsidiary, as well as reinforce the commitment and dedication to the redefined business objectives
after the acquisition. And yet, in spite of substantial practical, albeit mostly anecdotal, support for the
significance of trust in M&A, our knowledge of the facilitators of trust emergence in acquired firms
and effects of this trust on sustainable outcomes of M&A still remains quite limited [4].

In this paper, we refer to trust as “a psychological state comprising the intention to accept
vulnerability based upon positive expectations of the intentions or behavior of another” [37] (p. 395).
These expectations are related to perceptions of the partner organization and its trustworthiness,
while the intention to accept vulnerability can be essentially regarded as a risk-taking act [38].
Trust appears to be characteristic of successful integration efforts [4]. Maguire and Phillips [39] point
out that institutional trust can be weakened by the ambiguous perception of the identity of a new
organization. Stahl and Sitkin [40] suggest that the acquired firm employees” own image of the
acquirer TMT’s trustworthiness can be influenced by the past relations between the two organizations,
the distance between them, and—most notably—the approach to integrating both organizations chosen
by the acquiring firm.

Thus, we argue that the decision of the acquirer as to the extent of autonomy of the acquired firm is
relevant in explaining the success of the cooperation and integration of two organizations, as it reflects
the trust given to the acquired organization. While the structural integration can be inevitable in order
to exploit potential synergies between the acquired and acquiring firms [41], the loss of autonomy that
typically accompanies integration can per se be detrimental to acquisition outcomes [42]. Furthermore,
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a sustainable merger of both organizations requires a significant involvement of managerial attention
on the part of the parent company, which results in possible distraction of the acquiring firm from its
strategic priorities [43].

Indeed, the integration-autonomy tension may be particularly important in M&A of high-tech
firms. Such deals are oftentimes driven by the intention of getting access to knowledge-related
assets [44]. However, integration can eventually afflict the tacit know-how of the purchased organization,
as employee turnover may increase, while organizational routines which can be part of the previous
competitive advantage, may be discontinued [44,45]. Past research has regarded the integration between
the acquiring and acquired firms as something imposed on the acquired organization, rather than
an active process which requires a significant involvement by leaders from both sides of the deal.
Oberg [46] argues that “if the acquirer aims to keep the innovative firm innovative, its target should not be too
young a firm, while it, in compliance with previous research, should be kept autonomous” (p. 400).

However, for the operational process of merging two firms to be truly sustainable, it requires
involvement on both sides of the transaction. On the one hand, the acquiring firm must go on to grow
independently in order to remain competitive. On the other hand, the acquired firm must continue
working on its own technology. Not least, the two organizations must jointly explore the potential for
exploiting new solutions and sharing them effectively [47].

Thus, we propose that:

H1: The retained autonomy level of the acquired company will have a positive influence on acquisition success.

Furthermore, a number of studies stress the relevance of a trust in the contacts between two
organizations as a key to initiatives related to organizational change [48]. M&As often lead to a change
in ownership for acquired firms, which often leads to changes in their organizational and management
practices. Hence, inspiring employees and instilling them with a feeling of trust may be among the key
strategies for reducing barriers to change.

There is substantial anecdotal case-based evidence [36] and interviews with acquired managers
and employees [35] suggesting that the time after an M&A is characterized by constant risk assessment,
whereby trust can be damaged, its restoration being more difficult. New executives functioning within
a new organization may not necessarily inspire trust in the acquired firm, as the latter’'s members may
feel insecure as to their future in the organization [46,49].

Employees of the acquired firm may likely experience ambiguity, uncertainty, and stress related
to the change process and its results [50]. Trust can alleviate these concerns, as it is an important tool
in managing risk, reducing complexity, and overcoming unfamiliarity [51]. Conversely, the readiness
for change on the part of the acquired firm will decline if leaders, which serve as role models to their
employees, behave in a manner which is inconsistent with their communication [52]. In other words,
TMTs serve as a behavioral point of reference which employees recur to during times of organizational
change, therefore trust in them appears to be a crucial determinant of a sustainable merger and
cooperation of two organizations. Hence, we posit that:

H2: The acquired firm management’s trust in management will have a positive influence on acquisition success.

3. Methodology

Due to the complex nature of M&A transactions, quantitative evidence alone is insufficient and
qualitative data is needed to help explain the initial quantitative data [53,54]. In this current research,
the quantitative data collection stage preceded the qualitative data collection stage which utilized
in-depth semi-structured interviews [53]. Accordingly, we applied an explanatory sequential research
design [55], summarized in Figure 1 below. Over the past few decades, M&A research has used rather
standardized methods. However, if researchers are to enhance their knowledge of sustainable M&A
facilitators, they ought to rethink the ways in which they generate knowledge in the field, both with
regard to research designs and data sources. In this context, a mixed-method design can contribute
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to exploring M&A success factors more effectively. Mixed methods, furthermore, allow more views
to be voiced and therefore can lead to a more balanced evaluation. The next paragraphs describe the
procedures and building blocks of this research’s design and the tools developed to cope with the
sample and data collection.

To summarize, we employed a two-phased, sequential mixed-methods research design with a key
role of quantitative results, followed up with qualitative semi-structured interviews. The reason for the
qualitative extension is to enhance the understanding of the quantitative results [56]. More specifically,
the purpose of using qualitative analysis was to obtain frontal and “live” information from TMTs
concerning their attitudes, drive, interest, and arguments. The interviews allowed us to analyze the
processes along the strategic milestone decisions to sell their start-up. Also, the mixed-method design
aimed at enhancing the reliability and validity of this research.

* Construction of survey based on existing
literature
» 53 online surveys gathered from acquired

Quantitative fi
irm managers
study « Data processing, initial tests for
multicollinearity = and  selection  of
variables

*  Multiple regression analysis (OLS)

* 10 in-depth interviews with acquired firm
managers between March 2015 and June

Qualitative 2015
study * Average duration of 1 hour

* Recording, transcription and translation
into English

» Coding, categorization, search for cross-
case patterns (Shkedi’s approach)

Figure 1. Summary of the research process.

3.1. Quantitative Study

3.1.1. Data Collection

The quantitative sample was comprised of TMT members of Israeli high-tech start-ups acquired
over a six-year time period (2009-2014). Data analyzed by the IVC-research center (IVC-Meitar
Exits Report, 2014) indicates that 547 transactions were executed in Israel during this time period.
The research sample was gathered from several sources. Most participants were pulled out of lists
containing entrepreneurs’ and TMT members’ names and positions in Israeli start-up companies which
have gone through a process of M&A during the six-year period (2009-2014).

In total, 125 invitations were sent via e-mail during the first quarter of 2015. An electronic
reminder was sent to those who had not responded within 14 working days. The survey invitations,
including a link to the online survey, were e-mailed to the top managers of acquired companies
through Qualtrics™. In total, 105 surveys were viewed (but not necessarily completed) and 12 surveys
remained incomplete. 53 respondents filled out the survey, leading to a 58% response rate. The size of
the acquired firms ranged from 5 to more than 200 employees (48% of them employ 5-50 employees).
Ultimately, the sample comprised 53 companies, the basic description of which is provided in Table 1.
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Table 1. Sample characteristics.

Characteristics # (N =53) %
Number of employees 5-50 24 453
(in the acquired company)/size 51-200 13 24.5
201— 16 30.2
0 25 47.2
Previous experience in M&A 1 14 26.4
2+ 14 26.4
Age (group) 20-39 6 11.3
40-59 42 79.2
60+ 5 9.4
14 16 30.2
Tenure (years) 5-9 19 35.8
10— 18 34
Time since the merger -2 16 30.2
announcements (years) —4 less 22 415
4+ more 15 28.3

3.1.2. Operationalization of Variables

With regard to the operationalization of variables (see Table Al in Appendix A for a summary),
the dependent variable was perceived performance, which we used as an indicator of success and
hence a possibly sustainable acquisition. Managers from both firms usually have extensive knowledge
about the deal, as well as the subsequent integration phase. Furthermore, numerous studies found clear
evidence indicating that the ratings provided by managers correlate with objective success measures,
e.g., [57]. Although acquisition results are to some extent uncertain, particularly in technology
industries’ settings, one can certainly assume the existence of an alignment between the genuine
motives and the outcomes of an acquisition [58]. In the current study, five items measured ‘perceived
performance’, with a value of Cronbach’s alpha of 0.87 (see Appendix A for details).

Secondly, satisfaction with the acquisition can be described as the degree to which a manager
anticipates feeling satisfied following the acquisition. Participants were requested to evaluate their
satisfaction with the acquisition process in five questions with a Cronbach’s alpha value of 0.89.

The use of perceptual measures in our research context also has further reasons. As argued
by Podsakoff & Organ [59], reasonable alternatives to perceptual items may be absent with regard
to smaller organizations. Moreover, Venkatraman and Ramanujam [60] noted that perceptual data
displayed less method variance as compared to secondary data. The perception of integration success
was also advocated and used by Graebner [61] in cases where historical data is hardly or not available
to the researcher, which holds true for acquired small firms.

With regard to independent variables, retained autonomy was measured using three items regarding
asymmetric shift in control from one firm to the other: (a) financial control; (b) administrative control;
and (c) operational control. These added three more questions inspired by extant literature [42,62],
yielding a scale with six items and the alpha of 0.88.

With regard to trust by the acquired firm, the questions pertained to the managers’ beliefs
regarding the acquiring firm management’s trustworthiness and fairness. The survey included
six questions regarding trust [63,64], whereby Cronbach’s alpha amounted to 0.63.

Due to a large number of further factors affecting organizational performance identified in
extant studies, we incorporated a number of control variables in our analysis. The first one among
them, the quality of information regarding the change process, was also measured using a four-item
scale adapted from Wanberg and Banas [65]. Further, consistent with Schoenberg’s [66] research,
in this study, knowledge transfer was captured with the extent to which knowledge was transmitted
from, and to, the acquired organization in such areas as product and service design, R&D, service
manufacturing operations, purchasing/supplier relation, distribution/outlets, HRM, or marketing
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and sales. Readiness for change was measured using a combination of two types of scales: the first one
by Holt, Armenakis, Field, and Harris [67] to assess readiness at an individual level and the second by
Meyer and Allen [68] to assess affective organizational commitment.

Furthermore, acquired company size was assessed by requesting survey participants to provide
the number of their acquired firms” employees before the acquisition (on a scale ranging between
less than 50 to more than 200). Previous experience with M&A was captured as a binary variable.
Survey participants were additionally requested to state how many M&As they have experienced
on a scale ranging from one to three and more. While all respondents were drawn from high-tech
industries, such industries are highly diversified and there is significant difference in their technological
and patenting-intensity, which can be to some extent attributed to inter-sector discrepancies in the
nature of knowledge and the appropriability regime [69]. For that reason, respondents were asked
to mention the sector they work in. Finally, the intention to leave was captured with five questions
derived from Cammann et al. [70], with an alpha of 0.87.

3.2. Qualitative Study

The data were gathered from ten acquired firms’ managers by means of in-depth interviews.
Each interview lasted roughly one hour and all ten interviews were carried out between March 2015
and June 2015. All the interviews (conducted in the Hebrew language) were recorded, and then
transcribed and translated into English. In the analysis of the scripts obtained from the recorded
interviews, we followed the approach of Shkedi [71]. Accordingly, we focused on the inductive
connections between the sub-texts as units of analysis, which are referred to as ‘themes’. The objective of
devising thematic categories pertains to assigning a couple of response codes which have a functionally
equivalent meaning to a higher order thematic category.

A phenomenon can usually only be fully understood within its own nature and culture. Therefore,
after interviews with informants were conducted, the data was analyzed by splitting the information
into categories and by re-arranging the different categories into a meaningful analytical order.
The process of categorization, or coding, was conducted by differentiating, classifying, and separating
texts in order to find the data’s conceptual meaning. We began the analysis of data with data narrowing
by coding of interview texts and preparing data displays by putting all coded data and quotes into
a table. A ‘categories tree’, a data driven schematic presentation of the themes, was another tool used
to support the analysis.

4. Results

4.1. Quantitative Results

To gain an initial overview of the data, a series of Pearson correlation tests were conducted
between all research variables in order to achieve indications regarding the relationships between
them. As shown in Table 2, Pearson correlations are generally consistent with the research hypotheses.

Table 2. Statistical distribution of the research variables.

Variable Min Max Mean S.D. 1 2 3 4 5 6 7
Retained autonomy (1) 1 5 2.61 0.88
Knowledge transferl (2) 1 5 3.15 1.03 0.038
Knowledge transfer2 (3) 1 5 3.44 1.03 0.002  0.366 **

Trust (4) 1.33 5 3.27 0.88 0.267 * 0.184  0445*
Readiness for change (5) 1.8 48 375 0.68 0.188 0.144 0.285* 0.516 **

Performance (6) 1 5 3 0.95 0.058  0.362*  0.204 0524* 0.245* 0.398 **
Satisfaction with acquisition (7) 1 5 2.99 1.12 0.15 0.382* 0.426* 0.704* 0.327* 0.519* 0.834**

*p <0.05. % p < 0.01. ** p < 0.001.
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Subsequently, a series of multiple regression analyses (OLS) were conducted. In two analyses,
shown in Tables 3 and 4, the expected influence of trust on both sides of the relationship on the
two dependent variables, ‘perceived performance’ and ‘satisfaction with acquisition’, was examined.
Both analyses display a high percentage of variance explained (R?). The findings suggest that only
trust in the acquired firm has a significant effect on the performance measures, both for ‘perceived
performance’ and ‘satisfaction with acquisition’. Conversely, trust given by the acquiring firm in the
form of autonomy granted to the new subsidiary, does not turn out to be significant.

Table 3. Results of OLS regression on perceived performance. The original analysis also included some
further control variables, notably a communication variable, which is not shown for clarity reasons,
as it is not key to the present focus of the paper and does not affect the results. The same remark

pertains to Table 4.
Variable B SEB B t
Independent variables
Retained autonomy (H1) —0.31 0.18 —-0.29 -1.77
Trust (H2) 0.74 0.25 0.65 294
Control variables
Knowledge transferl 0.4 0.15 0.42 = 2.66
Knowledge transfer2 —0.07 0.14 —0.07 —0.49
Readiness for change —0.28 0.24 —0.20 -1.14
Intention to leave —0.40 0.12 —-047 339
Gender —0.78 0.48 —0.22 —1.62
Education level 0.31 0.29 0.15 1.06
No. of employees 0.08 0.3 0.04 0.28
Previous merger experience —0.30 0.25 -0.15 -1.19
Time from notice to merger —0.45 0.3 —0.24 —1.52
R? 0.69
F 3.74 **

“p < 0.01. **p < 0.001.

It appears, accordingly, that acquired firm-related variables have a significant effect on satisfaction
and performance. For both dependent variables, on the side of the control variables pertaining to the
acquiring firm, knowledge transfer turns out to be significant. While the readiness and commitment
to change did not turn out to be significant, one of our control variables, the intention to leave,
was negative and significant, partly supporting the relevance of commitment of the acquired firm for
acquisition success.

Table 4. Results of multiple regression on satisfaction with acquisition.

Variable B SEB B t
Independent variables
Retained autonomy (H1) —0.20 0.18 —0.16 —-1.12
Trust (H2) 0.86 0.26 0.65 ** 3.34
Control variables
Knowledge transferl 0.32 0.15 0.29 * 211
Knowledge transfer2 0.11 0.14 0.11 0.8
Readiness and commitment to change —0.35 0.25 —0.21 —1.40
Intention to leave -0.33 0.12 —0.34 ** —2.76
Gender —0.25 0.49 —0.06 —0.52
Education level 0.39 0.29 0.17 1.34
No. of employs —0.28 0.3 —0.13 —0.93
Previous merger experience —-0.13 0.25 —0.06 —0.50
Time from notice to merger —0.26 0.3 —0.12 —0.86
R? 0.75
F 5.25 ***

*p <0.05. % p < 0.01. ** p < 0.001.



Sustainability 2018, 10, 2499 9of 16

4.2. Qualitative Results

The aim of this section is to better understand the findings of the quantitative analysis and to look
for in-depth explanations of unclear or conflicting findings.

No support was found for Hypothesis 1 that the retained autonomy level of the acquired company
will have a positive influence on M&A success. However, the qualitative data indicates that there is some
support for it. In most cases, the interviewees mentioned that their strategy and negotiating tactics were
mainly aimed at realizing and finalizing the deal, which meant that “fo retain autonomy is not a must unless
in some specific things. The acquirer doesn’t buy in order to replace the owners but to use the acquired company
as a multiplier power and you can’t achieve this unless you match yourself to the big company”. This quote,
and others, suggest that, in their negotiations, the acquired TMT primarily prioritizes flexibility, openness,
reasonable compromises, and taking care of employees’ concerns and culture. Next on the priority list
are exclusive projects that do not necessarily require the retention of autonomy.

It can therefore be concluded that acquired start-ups do not necessarily insist on remaining
autonomous and that retained autonomy is viewed as part of the negotiations’ ‘give and take’ trade-offs.
After the deal has been sealed, some of the interviewees reported regret that they did not insist on
retaining some of their authorities and decision-making privileges. A follow-up on the reviewed cases
indicated that three out of the six M&A success stories are managed as separate units, retaining a broad
autonomy. The factors which limit autonomy are mainly related to purchasing, accounting reporting,
hiring approval, legal issues, and administrative regulation (e.g., travelling procedures etc.).

Instead, the continuity of the product development seems to be more important to TMTs than
other considerations, such as allowing more autonomy to the acquired firm etc. Only in rare cases did
the start-up founders admit that “in the beginning we very much wanted to become integrated. Afterwards
we saw that we’ve integrated too deep and were breaking into pieces, so we took a step back. It was a complicated
challenge”. Another interviewee summarized: “We won a lot of advantages from working according to the
American system but we lost elasticity, bastardy and corner rounding”.

With regard to Hypothesis 2, the results of our qualitative research resonate with earlier studies
examining trust, as it found consensus building, providing feedback, and delivering appropriate
communication to be important tools for developing trustworthiness. The interviewed managers
emphasized the significance of two aspects of trust: trust in the management of the start-up itself
and trust in the TMT of the acquirer. Moreover, although the acquirers of our sample of start-up
managers were all foreign companies investing in Israel, national cultural clashes were not reported as
a hurdle for the development of mutual trust. The mutual agreed upon premise was that “if is good
for the company, for the technology and for the employees”. This consensus formed a shared vision with
enough transparency for all M&A participants. Once a highly credible acquired leader communicates
to his or her employees that the TMT of the acquirer is trustworthy, and that it is likely to keep its
promises (during and after the integration process), the employees will usually believe their leader.
Therefore, by communicating the above to the employees, the leader reinforces the development of
trust in acquiring firms” TMT.

5. Discussion and Conclusions

The findings of this paper indicate that trust is a significant factor influencing M&A success.
While some other studies also emphasize the significance of trust with regard to M&A, the present
study is the first one to examine trust on both the side of the acquired and acquiring company.
In doing so, it is also arguably the first one to apply this research question to the context of high-tech
start-ups. Many of the theories employed in M&A research have used an individual or group level
of analysis to address behavioral issues. Only a small number of studies use a firm-level analysis
to explore behavioral aspects related to the acquired firm’s management. This paper is one of these
studies. Moreover, contrary to the majority of M&A-related research, which focuses on the acquirer’s
perspective, this study explores the acquired firm’s perspective in more depth, making it an essential
contribution of our paper.
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The role of trust also gains importance due to the international dimension of the phenomenon
under study. When the acquirer comes from a different country, both sides, the acquirer and the
acquired, feel less secure about the outcomes of integration. The said situation leads to tensions
when attempting to forge links between the members of both organizations [72]. Integrating two
organizations following a cross-border acquisition appears to be so challenging since it necessitates
a ‘double-layered” acculturation, in which both organizations have to adapt not only to a new country
culture, but also to different organizational values and practices [73]. Most Israeli start-ups are
established with an international orientation and can be viewed as ‘technology-based born global’
firms, which facilitates integration with foreign firms [74].

On the other hand, our quantitative findings did not support the hypothesis postulating that the
acquiring firm’s trust, as manifested in the retained autonomy level of the acquired company, has a
positive influence on acquisition success. It is worth noting here that also the study by Zaheer et al. [75]
recently observed a negative link between acquired unit autonomy and the consolidation of the
functional operations of the acquired firm into the reporting hierarchy of the acquirer. We strongly
argue that the motive of technology acquisition should coincide with a visible level of trust from the
acquirer if the acquired organization is to retain its innovative mandate and flexible approach, a point
which resonates in our qualitative study. Although previous research on M&A has often accentuated the
challenge of balancing integration and autonomy [41], the loss of autonomy can indeed be detrimental
to acquisition performance [42]. An effective integration of the acquired firm demands a substantial
commitment of managerial resources, a requirement that may distract the acquirer from its own core
business [43]. In particular, this dilemma between integration and autonomy may be important in
acquisitions of technology firms. Such deals are oftentimes led by the intention to gain access to tacit
knowledge [44]. And yet, as discussed earlier, the negative outcomes of acquisition in the absence of
trust may in reality turn out to be counter-productive and detrimental to knowledge generation [43,44].

However, due to the heterogeneity and the small size of our sample, it is impossible to reach to
generalizable conclusions regarding attitudes towards autonomy. Nevertheless, it seems that, even for
managers who have previous experience with M&A, the recognition of the importance of autonomy
retention often only arises post-mortem, after discussions regarding autonomy have been neglected
or continuously postponed in the negotiation process. This observation takes into account that while
negotiating, managers must deal with a vast number of considerations simultaneously in order to
highlight their attractiveness to the acquirer, which is a useful managerial implication of our study.

Another managerial finding is that when the two firms are highly complementary, it may make
economic sense for the acquiring firm to grant trust to the acquired firm by leaving it autonomous
and not interfering with its operations, even if only temporarily. When a mutual understanding
and an agreed performance tracking system are in place, the acquired entity could be managed
autonomously as a separate business unit. A similar case is when the acquirer does not have any
technological value to add to the knowledge of the acquired firm. In such cases, some responsibilities
may be transferred to the acquirer (e.g., budget and performance control, procurement, headcount
planning, and accountancy matters), while others, such as R&D responsibilities, may be retained by
the acquired company.

In conclusion, even though autonomy is expected to be a subject of great importance to start-ups,
Israeli TMTs treat retained autonomy as one of many items listed on their negotiation checklist. During
the negotiating process, they tend to adopt a pragmatic approach prioritizing certain topics over
others. During this process, the subject of mutual trust and the resulting granted autonomy is at times
removed from the list of items that the acquired company wishes to insist on. In retrospect, during
the post-merger phase, acquired managers may come to regret their approach towards autonomy
retention during the negotiation process.

The authors of this paper recognize that there are several issues which may partly reduce the
validity of the findings of this study. The scope of this study was limited to the post-acquisition stage.
While studies have demonstrated that the post-acquisition stage is a major predictor of acquisition
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performance, there are many variables having concurrent effects at each stage of a given merger.
Such factors may affect subsequent stages. It was not feasible to address all stages of M&A in this
paper. Thus, a future study addressing similar research questions during different stages of M&A,
including the buyer’s perspective, may be useful. Such study would also address a limitation of the
present paper that for some of the more recent transactions in the sample, the timeframe for managers to
assess the outcomes of the acquisition may not be sufficiently long to provide a meaningful assessment.

Furthermore, the outcome of this is highly sensitive to variables such as the form or type of
acquisition, the strategy and underlying motivation of the acquiring firms, or the capital control over
the acquired unit. As this information was not gathered in this research project, a promising avenue for
future research would be to investigate the moderating role that such strategic and structural variables
may have on the effects of trust.

The conclusions of this paper may be limited to the Israeli culture of start-up organizations.
Therefore, it is assumed that respondents reflect their own domestic culture, which affects their
perceptions of the role of leaders’ communication during the post-merger or post-acquisition integration
stage. While the literature review consisted of an analysis of both domestic and foreign firms, the study
itself featured the ‘organizational culture’ concept, but not the ‘national culture’ concept. National
culture shapes the manner in which foreign firms are regarded by the host country and affects any host
government’s preferences in economic, social and trade policies. Thus, examining the effect of country
cultures on the acculturation of international M&A might lead to divergent findings to those reached
in this study. Future studies could therefore be extended to include an analysis of cross-border M&A,
focusing on the construct of ‘national culture” and examining the impact of this construct on mutual
trust. This is more relevant given that, as Vaara et al. [76] discovered, both organizational and national
cultural differences are positively related to knowledge transfer. Colman and Lunnan [77] investigated
how identity threat can support knowledge transfer. They established that the threat to identity
intensified the initiatives among acquired managers, who made sure to gain more acknowledgement
and appreciation for their know-how and technological solutions in the eyes of the acquirer. This led to
the generation of serendipitous value with regard to “new work processes, technologies, and organizational
and cultural renewal” ([77], p. 853). Interactions between culture, trust, and innovative initiatives in
acquired firms can be interesting a field of enquiry.

The sample size of the study was admittedly small and included mainly executives. It was
impossible to reach out to more employees of acquired companies. While we strove to include a wide
variety of high-tech industries in the research, the results of this study cannot be generalized to sectors
not represented by the sample. The objective of this research was to examine both positive and negative
M&A experiences. The quantitative questionnaire was anonymous and it was therefore impossible
to distinguish between success and failure cases. The significance of such a distinction only became
clear to us during the qualitative phase, and we were therefore unable to monitor the success or failure
cases in advance. A future study could extend our methodology to compare success and failure stories
with regard to trust or the lack thereof.

Finally, longitudinal studies could be designed in order to further shed light on the development
of trust in acquisitions from a process perspective. Such longitudinal research capturing various points
along the integration timeline could assess alterations in mutual trust and their effect on integration
successes. Contrasting the perspectives of both organizations involved in the process would also
generate valuable insights.
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Appendix A

Table A1. Operationalization of key variables.

Construct Items Scale

Dependent Variables

Please specify, to what extent the expectations you had before the merger were indeed materialized after its completion:
In your opinion—to what extent did the planned merger process was conducted in a similar manner (1)
To what extent did the merger’s results meet your expectations (2) To a very small extent—1;
In your opinion, to what extent the goals that were set before the merger were achieved (3) to a very large extent—5
Expectations for improvement in company’s decision-making (4)
expectations about the company’s ability to meet its forecast regarding its performance (5)
To what extent do you agree with the following statements:
I'was satisfied with the results of the merger (1)
Satisfaction with ~ The integration process was successful in my opinion (2) To a very small extent—1;
the merger I was not satisfied with the way the merger has been implemented (3) to a very large extent—5
I'was pleased with the performance of the Company’s management (4)
to what extent did the merger meet your expectations of it (5)

Performance

Independent Variables

How your company’s management (Acquired) was involved in making these decisions during the merger:
Setting performance goals (1)
Managing research and development budgets (2)
Retained Providing work plan priorities (3)
autonomy Building periodic company budget (4)
Establishing procedures and practices (5)
Managing purchases, suppliers and subcontractors (6)
Building and managing an employee recruitment plan (7)

Liability of the acquiring
company—1; acquired
company’s liability—5

To what extent do you agree with the following statements:

I'had a feeling I could trust management during the merger (1)

Senior management exercised, upon completion of the merger, the promises given to us prior to the merger (2)

Management has consistently implemented the policy of the Company in all of its units (3) Strongly disagree—1;
I thought that the merger could harm the way things are done in the organization (4) definitely agree—b5

I thought the merger and the change followed, would be beneficial for me (5)

I thought that if management is entering a merger process, it must have good reasons to think that the merger is

necessary for the company’s success (6)

Trust
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