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Abstract

Recent theoretical and praetical evidence indleates that certain serial acquirers develop a
specific M&A capability which enables them to outpcrform other, less eapable, frequent
acquircrs as weil as single acquirers. This articic summarizcs the rcsults from a study of
this largeiy unexplored phenomenon by conceptualizing M&A capability as a dynamic,
capability-bundling coordination that learns, senses and adapts processes. Based on
insights from multi-level, embedded casc studies at Siemens AG, two engineering aetivi
des arc identified that allow managcrs to steer M&A capability development. Moderately
dynamic contexts benefit [rom a stronger focus on proeess-framing activides resulting in
a standardized type of M&A capability. In dynamic contexts, increased content-channe
ling efforts resulting in a more flexible M&A capability type enhance M&A value gener
ation. These insights arc crucial to advanee both M&A and stratcgy proecss researeh and
provide managers with normative guidance on how to cngineer the evolution of the
M&A capability type that suits their specific contextual ehallenges.

Kcywords
M&A, acquisition series, serial acquirers, dynamie capabilities, capability building

Mergers and aequisitions (M&A) have become an ever more important part ofdiversificd
eompanies‘ growth strategies. Many do not acquire just one company in a lifetime but
realize whoie series of aequisitions: Companies lilie Cisco, Danaher, IBM and Microsoft
have committed signifieant resources to such transaction programs. From 2001 to 2005,
Cisco Systems completed about 60 aequisitions with a total value of more than $17 bn.
The best-known example is probably GE Capital. In a five-ycar pcriod, this company
realized more than 100 aequisidons, increased its worliforce by 30% and — most impor
tantly — achicved a doubling of its net income.‘ The quality of these companies‘ approach
to M&A is a vital sueeess faetor, which leads to the question: How can an M&A manage
ment capabzlzty be successfnlly buzit and engineered through various acquisition series.3

Ashkcnas, R. N., DcMonaco, L.J. & Francis, S. C. (1998). Making the deal real: How GE
Capital integrates acquisitions, Harvard Business Review, 760), 165-178.
We dehne an acquisition series as a pattern of acquisition accivity and acquisicion decisions
thac influences the eompany‘s competitive advantage and includes several acquisitions reaiized
hy an individual firm in pursuit of its deliherate or emergent overall strategy.
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T0 date, the vast majority of scientific studies on M&A have focused on single acquisitions.
Series of acquisitions havc been Iargcly neglected.3 By investigating M&A management at

Siemens AG, a multinational and diversified elcctrical engineering and clectronics corpora
don, wc intend to contribute to bridging this gap. Throughout die last 20 years, Siemens has

been very acdve in the market for corporate control. Since the mid-1990s, it has spccifically

experienced a sharp inercasc in M&A transactions, which has led to an increasingly active

portfolio management. Compared to die previous decadc, die average annual M&A vol

umes more than quadrupled. There was, however, a temporary downturn in acquisidon ac
tivity in 2002 and 2003 duc to die economic recession and various firm-specific problems.

M&A volumes, however, increased again in 2004 and reached a new pcak in 2006.

Figure 1: Equity investments at Siemens

Ehe few studies investigating dii, phenomenon mosdy conelude that, generally, serial acquirers
do not oucperform less frequent acquirers (sec, c.g., Laamanen, 1., & Keil, T. (20C8): Perfor
mance of serial aequirers: ioward an acquisition program perspeetive, Strategie Management
Journal. 29,663-672). Sinne companies‘ acquisition series arc, ht,wevcr, yen‘ suceessful. Pracücal
and theoretical evidence tisdicates that these companies have managed to develop a speeific M&A
management capability (sec, eg., Finkelstein. 5, & 1 Ialcblian,j. (202). Understanding aequisi
tion performance: ‘Ilse role nE transfer ‘ffeets, Organc.atun Science, 13(0 36-47). Other re
searchers show that taking a real option5 mindset when valuing M&A targeN as part of a serial
consolidation strategy can eliange die single case perspecdve in platform acquisitions (see Smit,
II. & Moraitis,T. (2010). Serial aequisitions options, hing Hange Planning, 43(1), 85-103).
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Shapng M&A Capabiitv as a Contnuous Balantirg Aa: Lessans from Siernes

This article summarizes the main insights from our in-dcpth analysis of Siemens‘ M&A

management at the corporate ccntre and four business groups. These insights arc bascd

on multi-levcl, cmbedded casc studies. We conducted 38 in-depth interviews with Siemens
managers at the corporate and business group levcls.4 Furthermore, a brief quantitative

survey was undertaken in conjunction with cach interview. A third data source was in
ternal and external documents. To reduce the research‘s complexity, our analysis focused

acquisitions‘ strategic preparation phase.

lt is noteworthy that while the Siemens corporate centre sets company-wide standards
for M&A management, the business groups arc free to engineer their own M&A capabil

1w within these corporatc parameters. The invesrigated business groups were engaged in

a eontinuous balancing act to match their M&A capabllity with the context dvnamics.5

During our analysis, we distinguished two generic types of M&A capabilit on the busi

ness group level: a standardized wpe in moderately dynamic contexts6 and a flexible one

in dynamic contexts. While the standardized type relied on comprehensive M&A struc

tures, processes and systems, the flexible type focused on providing direction via Vision

statements and strategie guidelines. Nevenheless, eaeh capability type also featured basic

forms of the other type‘s kcy characteristics. Despite the investigated business groups‘

differing M&A capability types, they were all suecessful acquirers. We thus conclude that

it is vital for serial acquirers to achieve fit between their M&A capability and contcxt
dynamics.

In a first step, this article makes the fuzzy M&A capability concept morc tangible. There

after it describes the role that the Siemens corporate management plays in M&A capabil

ity development. In section three, the business groups‘ efforts to engineer — within the

corporate parameters — their M&A capability towards fit with their specific context
dynamics arc analyzed and guidelines deduced for management.

‘Ehe Interviews were conductcd hctwccn Januar>‘ 2006 and Mw 2D07,

In line with prcvious researeh, context dynamics also comprisc the three dimensions market
dynamics (sec Eisenhardt, K. M.,& Martin,J. A. (20D0). Dynamic capahilities: Whatarethcv?
Strategie Management Journal, 21, 1105-1121), organization dcvclopment or pach dependen
des (see ‘leece, D. J., I>isano, G,, & Shuen. A. (1997). Dvnamic capahilities and strategie man
agement, Strategic ManagenwntJiu mal. 18(7). 509-533), and acquisiLiohi series charactcristics
(sec, eg. Lohn, M., & WinLer, S. G. (2002). Dehiberate Icarning and thc evolution ofdvnamic
capahilities, Organixation Scsencv, 13(3), 339-351) in this articlc.

We dclihcrately neglecccd Iow—dynamic contexts as currently almost all organizations face a
certain degrec of contextual dynamism (sec, eg., Eisenhardt, K. M. &SuIl, D. N. (2001). Strat
egy as simple rules, Harvard Business Review,79(1), 106-116).
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1 M&A Capability: A Bundfe of Organizational Processes

Prior litcraturc suggcsts that M&A capability is a dynamic capability‘ as it reconfigurcs

die companys existing rcsourcc and capability bases in order w adapt die company to

changing cnvironmental contcxts. At first die term dynamie capability‘ seems abstract

and difficult to grasp. Latcly, it has been argucd that mueh of die confusion has becn

caused by thc concept having been approached in very general terms.‘ In truth, dynamic
capabilities research has [rom die beginning suggcstcd that dynamic capabilities arc
dcvcloped and dcployed through a very concrcte and tangible Set of organizational pro
cesscs)° Morc prccisely, dynamic capability researchers have repeatedly distinguished
hetween coordination, Icarning, and transformation processcs. Transformation can be
further sub-divided into sensing die need to reconfigure the asset structure and die pro
cess of actually adapting to changing environmcnts.“

Based on these considerations and on cmpirical evidence, we consider M&A capability a

higber order construct that bundles a varicty of organizational proccsscs into a collectivc

approach that forms acquisitions preparation phase. 0w intcrvicwccs thus dcfine M&A

capability as a «dynamic capabzlity enabling the organization to reconfigure tu existing

operating resource and capabditzes base in order to achieve competitive advantage in

changing cnvzronments. “This capability bundles tangible coordinatzng, learning, sensing,
and adapting processes, which together form an organization‘s integrative approach to

M&A management.

Eg., Laamanen et al. (2008), op. dt.; Eisenhardt er al. (2000), op. dt; ‘Icece er al. (1997), op.

cit; Winter, S. G. (2003). Understanding dynamic capahili6es, Strategie Management Journal,
24, 991-995; ZolIn et al. (2002), op. Cit.

Eg, Laamanen er al. (2008), op. dt.; Winter (2003), op. cit.; ZoIIo er al (2004), op. cit.; ZolIn
al. (2002), op. dt.

Winter (2003), op. eh.
Marican, C. A. (2007). Dynamic capahilities and organizational processes. InC. Ilelfat, E. S.
Finkelstein, \V. Mitehell, M A. I‘eteraf, 1-1. Singh, D.J.1eece &S. G. Winter (Eds.), Dynamit
capalilities. Understanding strategie change in orgamzations, ßlackwell Puhlishing, Oxford,
33-45; ‘lecce et al. (1997), op. ca.

° Teece, D. J. (1998). Capturing valuc from knowlcdgc assets: The new economy, markets für
know-how, and incangihle assets, cabfomta Management Revww, 40(3), 55-79.
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Figure 2: M&A Capability Framework (Preparation Phase)

1 Recanflgudng

Sensing and adapting processes arc mainly located on die single transaction Icvcl. Sensing

an opportunity and nccd for changc is crucial for organizational survival and Ins bccn

dcfincd as the process during which an organization “rcccivcs and intcrprcts mcssages
about ncw markeN, ncw tcchnologies, and compctitive threats.‘“2 In M&A, this process
cmbraces the formulation of the general growth strategy 85 weil as idcntifving targets and
screcning activitics. Nevertheless, mcrcly sensing opportunities is not cnough: Oncc an
opportunity appears, lt nceds to bc scizcd.‘3 This is done by adapting processes, which
have been dcfincd 85 processes “accompllshing die nccessary intcrnal and cxtcrnal trans

formation“.14 Translated into M&A tcrms, an acquisition target nceds to bc selected, the

sclcction has tobe justificd, and the investmcnt decision needs tobe made.

2‘ft, (1998), op. dt.: 73.
3 ‘I‘cccc (1998), cip. cit.

„ Teece cc al. (1997), op. dt.
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However, sensing and adapting processes‘ quality depends largely on the higher level
coordinating and Icarning proccsscs. In corporate stratcgy literature, coordinating has
frequently been discussed as a process that efficiently and effcctively integrates all activity
insidc a firm)5 lt has bccn suggestcd that assigning tasks“, allocating rcsources17, and syn
chronizing activiticsH arc important coordination mcthods. In M&A, coordination is
about steering and controlling the organization‘s M&A activitics via specific structurcs,
processes, and systems.

The constant modifying and extending of existing dynamic capabilities arc an important
part of the capability and is bascd on learning mcchanisms.19 Morc preciscly, “Icarning

‘— [as part of a dynamic capability] is a process by which repetition and experimentation
enable tasks to be performcd better and quicker.“2° Conscqucntly, M&A knowledge
needs tobe rcplicatcd and improvcd in different acquisition projccts. TEils furthcr implies
that M&A capability has to be retaincd witbin the organization. Learning thus refers to
die ongoing experiential and cognitivc processes through which these M&A structurcs,
processes, and Systems arc replicatcd, rcnewed, and rctained over the course of time.

2 The Role of Siemens Corporate Management

Siemens AG (SAG) is a diversified multinational corporation with a long tradition, which
is mainly active in the electronics and electrical engineering industry. At the end of our
rescarch period, SAG consisted of 13 business groups, which were further structured into
90 divisions and approximately 200 sub-divisions with individual profit and loss respon
sibil ity.2‘

‚ ‘I‘eece et al. (1997), op. dt.
Eiscnhardt, K. M. & Brown, 5. 1.. (1999). Patching: I{estitchng husinesses to market oppor—
tunities, Harvard Business Review, 77(1), 72-82.

‚ Burgelman, lt. A. (1 9%3h). A process model of internal corporate venturing in die divcrsified
major firm, Administrative Science Quarterly, 28, 223-244; Okhuyscn, G. A. & Eisenbardt,
K. M. (2002). Integrating knowledge in business groups: 1 bw formal interventions help,
Organization Science, 13(4), 370-386.

‚ Eiscnhardt, K. M. & Galunic, D. C. (2000). Coevolving: At last, a way [0 make synergies
work, Harvard ßusiness Review, 780), 91-101.

Eisenhardt et al. (2000), op. dt.
20 ‘l‘eece etaT. (1997), op. dt.: 520.
21 After the study period, Siemens underwent an intense restructuring process. Since early 200%,

die corporation‘s operating business has heen divided into three seetors (industry, energy, and
hcaltbcare) to reduce complexity.
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SAG considers itseif a strategy holding, i.e. the corporate centre focuses on defining its

business groups‘ overall stratcgy. This means that corporate management is not involved

in operating issues but determines the overall strategy, the organizational structurc, alle

cates rcsources, appoints top managers, and controls die business development. Thc 13

business groups arc drns managcd indepcndently. GIobaIIy, thcy arc cntrepreneurially

responsible for thcir divisions, arc in chargc of R&D, produetion, sales activities. and arc

responsible for carnings.

SAG‘s corporate ccntre offers its business groups general strategie guidance and process
support by defining che compan-wide strategie direction, allocating resources, setting

up programmes to achieve idcntified growth and profitability targets, and by defining
compulsory eompany-widc review policies and processes. This espeeially applies to wide
ranging strategic decisions such as M&A. On the corporate level, die M&A structures
and proeesses fulfil three main funetions:

• Thcy make the M&A pipeline transparent for the corporate management, who can
then facilitate the control and rcsource allocation decisions.

• They support the business groups‘ approach to M&A management by providing tools
and templatcs.

• They guide thc business groups‘ acquisition strategies by providing an overall strategie
orientation framework.

With die exeeption of largc portfolio deals that affect more than one business group, the
corporate centre does not usually drive acquisition initiatives, it focuses more on provid
Ing overall support during acquisition projects.

Since thc late I990s, the corporatc centre has supported the evolution of M&A capability
within business groups by ereacing awareness of M&A‘s importance, establishing an
overall framework, and providing generic guidelines for strategie orientation and direc
tion. Nevertheless, die eorporate eentre does not fully drive die M&A capability evolu
tion within die groups. Ratlier, the groups have substantial freedom to design their own
M&A structures, processes, and systems within die overall corporate framework.
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Figure 3: Siemens contribution to M&A capability

Category Tndicator Contribution6 of curporate centre

Coordinating M&A struetures — Crcating uf transparent responsibilities für M&A on the
corpurate level

— Providing high degrec ot freedom on the group ievci to design
uwn M&A struccurcs

M&A processes — l‘rcividing l.igh degrec of freedom on die group IncI t(i

design uwn M&A processes

— Emhedding group level processes in the compuIsorv
autliorization process

— Integrating M&A issues inco die strategie planning process

M&A systems — Defining M&A suh-system

— l‘roviding a eompulsofl companv—wide performance
evaluation System

Learning Replication — Iraining M&A manage and sending them 1° Ilse groups

— Offering platforms for M&A kn.swledge articulatton and
ratio nal izat Ion

Retention — Offering gnsups process templates

— Maintaining databases on M&A performance and die pipeline

— Allowing knowledge rationali,ati.,n through a eompulsorv
performance evaluation System

Sensing — Providing reetimmendations on the systematization of screen
ing processes

— Providing generic strategie orientation and die direetion that
tue groups svill further Ed cml

Adapting — l‘roviding a eompulsory companv-wide authc,rization process
für M&A resource alhwaticsn

In addition to providing basic coordination mechanisms, die corporate centre contrib
utes to learning from M&A by training M&A managcrs für die groups, as weil as by pro
viding generic process templates and maintaining databases on M&A performance and
die pipeline. A further important contribution to learning is die introduction of a com
pulson‘ performance evaluation system. During die last dccadc, thc corporatc centre has
continuously providcd die business groups with suggcstions on how to systernatize md
frame M&A-sensing processes. These arc, however, not compulsory. In addition, a con
ceptual ‘umbreila‘ has cvolved for sensing processes as die corporation offers a general
strategic direction and orientation. The adapting processes‘ soundness has been guaran
teed by introducing a compulsory company-wide audiorization process für M&A initia
tives.
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Figure 4: The compulsory M&A process at Siemens AG

3 Engineering M&A Capability on Business Group Level

Siemens corporate management sets formal standards and overarching guidelines for
M&A management on the business group level. During our single- and cross-ease analy
ses we found, however, that these corporate parameters werc in themselves insufficient
for a successful acquisition in all contexts and specific situations. Rather than pureR‘
relying on the corporate standards and guidelines, the four invesrigated business groups
engineered their M&A capabiliry towards fit with their specific context dvnamics.
Despite the resulting idiosyncrasy of their M&A capability, all the business groups were
suceessful acquirers. This implies that there is equifinality in terms of outcomes: Various
n‘pes of M&A capability enable organizations to manage their acquisition series success
fully as long as there is fit bctwccn their M&A capahility and context dynamics.
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This consistent with contingency theory‘s basic proposition, i.c. die strategy-structure
fit.22 The contingency approach rccommcnds tailoring organizational strueture to die
degrec of unccrtainty that thc organization faces.23 Across the invcstigated business
groups, environmental, organizational, and acquisition-stracegy-spccific factors affect
the design of the resulting M&A capabilitv. Depending on these contextual factors‘ char-
acteristics, twa overall types of M&A capability were observed at the business group lev
eI:

• Standardized M&A capabdhty characccrized by extensive coordination mechanisms,
high Ievcls of replication and retention, and an overall standardized approach to sens
ing and adapting.

• Flexible M&A capabdzry characterized by basic coordination mechanisms, ‚0W IVCI5
of replication and retention, and a flexible approach to sensing and adapting.

Botb M&A capability types reveal basic commonalities across the investigated cases, i.e.
they both feature coordination, learning, sensing, and adapting processes to some degree.
In line with other rescarchers24, ;vc therefore argue that best practice is possible across
firms. We did, however, observe that die standardizcd and flexible M&A capability types
arc highlv idiosyncratic in detail.

22 Isacharach, S, Bamberger, 1‘. & Sonnenstuhl, W. . (1996). The organizational transformation
process: Ihe mieropolities of dissonance reduetion and the alignment of logics of action,
AdmmistrattveScknce Quanerly, 41, 477-506; Lawrence, 1‘. lt. & Lorsch,J. W. (1967).
Organization md environment, 1 Iarvard University Press Cambridge, MiX; PoweIl, 1‘. C.
(1992). Strategie planning as ecimpetitive advantage, Strategie Management Journal, 13(7),
551 -558; Venkatraman, N. (1989). Ihe concept 0f fit in strategy researeh: ‘loward verbal and
statistical correspondence, AnLdemy oJ Management Review, 14, 423-444; Venkatraman,
N. &Camillus,J. C.(1984). Exploring cheeonceptof fitinstrategic management,Academy
oJManagement Rvww, 9(3), 513-525.

23 Child, J. (1972). Organizational strueture, environment, and performanee: l‘lw role of strate
gie choice, Sociology, 6, 2-22.

24 See eg., Eisenhardt et al. (2000), tip. eit.
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3.1 Engineering Activities: Process Framing and Content
Channeling

Although die insight that different types of‘ M&A capability arc rcquired for different
context dynamies 15 ccrtainly valuabk, an equally important qucstion is: What can man
agers do to promote die devclopment of successful M&A capability?

In our search for die managerial acdons wluch contribute to engineering M&A capability
towards fit with die context dynamics, we observcd two acdvidcs: process framing and
content channeling. fle two follow a different logic and requirc different management
capabilitics.

Inline with our Inteiwiewees, we define process framing as „engineering the evolution of
M&A capabiliry by estabhshzng M&A processes, stnectures, and systems.“ ‘«te observed
that this activicv can enhance M&A capability evolution, as lt makes die acquisition
decision processes more efficient, improves die quality of target selcction, and reduces
momentum. This studys notion of process framing 15 very similar to die proccss strat
egy“ concept, which is belicvcd to be an efficient approach for dealing with complexity.
Process strategies arc defined as strategies in which top management controls die process
while leaving die content to business management, i.e., die business groups‘ top manage
ment designs die processes, structures, and systems which provide middle management
with die fiexibility in evoive patterns.2‘

The second managerial engineering activity 15 content channeling, which we again define
as „engineering the evolution ofM&A capabilny by restricung and steering the business
management‘s focus with the heip of guideliner in Bna with our interviewees. Rather
than establishing a framework in die Form of e%tensive M&A processes, structures and
systems, die business groups‘ top management provides odentation and direction. Such
orientation and direetion take die form of for example, long-term goals that reflect die
firm‘s preferred future direetion. Content channeling is thus, a managerial aetivity similar
to ‘umbrella strategy‘ notion. Mintzberg and Waters25 define an umbrella strategy as a
strateg‘ in which leaders set die general guidelines from which strategies ean emerge.

25 Mintzherg, II. & Waters, J. A. (1985). Of stralegies, deliherate and emergent, Strategie
Management Ionmal, 6(3), 257-272.

Mintzherg et al. (1985), op. eh.
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3.2 Guidelines tor Context-specific M&A Capability Engineering

The context dynamics of the investigatcd Siemens business groups vary significantly in
terms of their market dynamism, dcvelopment paths, organizational stability, and their
acquisition series characteristics. In their efforts to engineer their M&A capability towards
fit with their context‘s requirements, the business groups‘ top managers prioritize the
engincering activitics process framing or content channeling differentty.

• In ‘noderateb‘ dynamiccontexts, characterized by modcrately dynamic markets, stable
organizational settings, and high acquisition frcquency and similaricy, the business
groups engage in intense processframrng actzvztzes combzned with less intense content

channeling to engineer the evolution of M&A capability. The resulting M&A capabil
ity tends to be rather standardized.

• Business group managcrs facing dynamic contexts characterized by dynamic markets,
fluid organizational settings, and bw acquisition frequency and similarity combine
miense content channeling wüh basic process framing activities to engineer the evolu
tion of M&A capability. This combination favours the evolution of a more flexible
M&A capability type.

Figure 5 depicts these insights, which arc subsequently discussed in depth.

Figure 5: En9ineering M&A Capability (overview)

Jnginecrlllg Accivicy Modcrately Dynanik Context Dynamic Context
(standardi,cd M&A capability) (flexible M&A capability)

Process framing
(reduces unccrtinty originating Intense Basic
from eomplcxity and tacitness)

Content channeling
(reduces uneertainty originating Basic Intense
from opportunistic M&A markus)

3.2.1 Moderately Dynamic Contexts: Intense Process Framing with Basic
Content Channeling

In modcratcly dynamic contexts, managers should enginccr thc evolution of succcssful
M&A capability by rcducing thc unccrtainty inherent in M&A through intense process
framing efforts. Simultaneously, management should have the abilitv to perceive acqui
sition opportunities thac appear uncxpectcdlv; this is achievcd through basic content
channeling.
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Intense process framing. Intense process framing includes creating extensive M&A pro
cesscs, loosely coupled and large M&A functions, and establishing specific M&A systems
and M&A career paths to enhance M&A cxpericncc retention and replication. The tradi
tional view of strategic decision-making suggests that comprehensiveness slows down
dccision-making.2‘ lt has been suggcstcd that this tardiness can be overcome by consid
ering a few alternatives.ZS This can be achieved via intense process framing. Acquisition
initiatives can then only Stern from a few predcfincd sources. This study argues that this
is beneficial in moderately dynamic contexts in which varicty and exploration arc not
decisive as in dynamic environments.29

Dividing thc typical M&A process into cicar tasks that travcrsc a structurcd sequence of
steps creates extensive M&A processcs. Process cfficicncy can thus be substantially
cnhanced bccause a wcll-defincd process framework allows managers to deal with the
uncerminev created by an acquisition task‘s complexity. The following description nE thc
casc context and the citations dcscribc this rohe nE a process framework.

One of the invcstigatcd business groups, which is active in a modcratcly dynamk context,
developcd an M&A process manual, which was prescnted to all thc division managers to
convince them of the advantages of a strict, sequential approach‘s feasibility and signifi
cance. In the beginning, it was difficult to convince the division management that the Sep
aration of content and process rcsponsibiiity made sense. Over time, however, thc divi
sion managers recognized the bcnefits of this structure, and today die tightly structured
approach to M&A management is broadly acceptcd: “We always deliver good resuits.
/The division managers‘] trust is growing willi cach successful transaction.“

Another business group frcquendy filled strategic gaps by means of smallcr acquisitions.
The M&A function handled all nE these acquisitions according to a largchy similar
approach: “A good example of thzs is die strategy to grow with regard to process automa
tion: They applied die Same approach to cach acquisition; this is very robust and very nie

cessfut 1 think that anyonc engaging In 50 many deals should manage them aceording to
this pattern.“ Another interviewce remarkcd: “Once we had identified die gaps [in thc‘

27 Frcdricksnn,J. & Mitch,cll, ‘1. (19H4). Strategie decision processes: Comprehensiveness am]
pedormancc in an industry with an unstahle environment, Academy oJ Management Journal,
27, 399-423.

Mintzherg, II., Raisinghani, D & ‘Iheoret, A. (1976). ‘Ehe strueture of „unstruccured“ dcci—
Sinn processes, Administrative .Science Quanerly, 21, 246—275.

27 E.g., Eisenhardt ja al. (2XC), op. St.
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process automationj, we ehecked which companies wen‘ active in these segments and could
compkment Us. Subsequenily, we addressed these potential targets. We systematzcally gin
denook a string of acquisitionsfollowing the same method, and now we arc almost com
plete.“

Transparent and compulsory processes allow tight control of the acquisition initiatives

from an carly stage in the preparation phase. Existing knowledge can also be anchored in
the processes. This facilitates both knowledge replication and retention, thereby convcrt
Ing tacit knowledgc into explicit M&A knowlcdge.

‘ Thc business groups that arc active in moderatcly dynamic conrcxts developed M&A
process prototvpes. These were launched with the heip of strong support from the busi
ness groups‘ top management. In the beginning, this prototype was based on the ovcrall
cognitive insights. The resulting M&A proeesscs and structurcs were then subsequently
adapted when thcy had proven themsclvcs in practice: “On the one hand, we engaged in
developing an overall M&A methodology. On the other hand, we applied and rcfmed the
metbodology in cve0‘day business. We leamed a lotfrom Uns iteratwe process during this
inzualphase.“ Aceording to another inten‘iewee: “We have desrnbcd the general M&A
process that is compulsory for Dur divisions. f...] We have desm‘bcd the process in detail
and division managers can download information on each process stepfrom the intranet
This process description allows in to systematize M&A issues.“

Simply relying on extcnsivc processes is, however, not sufficient: Responsibilities for thc

various projeet steps have to be clearly established, and a ecntral function nccds to be
responsible for eoordinating the various tasks and setting an overall schedule. This can be
achieved by installing a loosely couplcd, rathcr large, M&A funetion.

Figure 6: Organizational anchoring of an M&A function in stable settings

Business Group
Management

Divisionl Division2 DMson3
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Consequcntly, a clcar separation of responsibilitics can be achicved, which further
hanees process transparency. This form of organization enables a tight, central control of
acquisition programmes and initiativcs:

“An M&A department is definztely desira hie bL‘cause this zimt can ensure solid, basic
M&A know-how even when there arc no acquisitions in a certain period. Then, :7‘
there is an acquisition projcct, you can draw staß‘ with the rcquired industry exper
tisefrom the acqziiring division and add someone with methodological competence
from the M&A department. Thisperson is capable of organizing the duc diligence
and the saeening process. These competencies should be anchorcd in an organiza
tional unit so that you can draw on them whenever you nccd them.“

This structure further allows high lcvels of knowledge replication and retention within
the department, while at the Same time enabling the transfer of M&A knowledge to other
organizational levels.

A further process framing activity that facilitates the replication and retention of M&A
knowledge is establishing continuous and efficient feedback loops in the form of spccific
M&A systems. The repetition of succcssful M&A models requires awareness of success
ful prior M&A projects and of those project parts to which the success can be attributed.
This requires substantial rationalization efforts, even more so if not all acquisitions arc
similar, i.e., when prior M&A experience has to be replicated appropriately rather than
copied one-to-one. Performance evaluation and incentive systems specifically enhance
such an experience rationalization and, consequently, the ability to replicate and retain
M&A knowledge:

In one of the investigated business groups, the M&A department‘s experience is accumu
lated on the business group level, which comprises eleven experienced M&A managers.
One of these managers is always a projcct leadcr in an M&A projcct. The M&A depart
ment makes considerable cfforts to document M&A knowledgc in the form of templates.
Evcry projcct manager is obliged to write reports documenting the respectivc projcct‘s
process: “He fthe head of M&AJ always made sure that we /the M&A managersJ docu
mented nur projects.“ Thcrc arc also two databases: One in which summaries of M&A
projccts were storcd and another onc for storing basic process descriptions: “We estab
lished a database to gather information on all M&A projects in the pipeline. “Another in
terviewee remarke& “Recently, we started to buuld somethmg like an M&A knowledge
database. This is an internal database for the M&A department in which we store stand
ard letters, candidate srreening templates, non-disclosure agreements, etc. » There is also a
special pcrformance evaluation system for acquisitions: “We also introduced acquisition
controlling. This isa quarterly report on the integration‘s progress and the acquisition‘s
perfonnance in which we compare the originally established targets with the ones we have
achieved sofar.
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The insights gained from the above arc rationalizcd during die annual planning process.
The M&A department‘s inccntivc system does not evaluate an individual M&A manag
er‘s ciosing rate hut elements such as thc project‘s the soundncss, documentation, etc.:
“We bullt an incentive system that includes elements such as teamwork, pro;ect zntensztv,
overall conduct, contnbution to the enhancement ofthc acquisition process, etc.“ In gen

eral, these cfforts arc highly effcctivc: “We leameil a lotfrom controlling our acquisztions.
Some acquisitions were not that successfuL Tor mc, one insightfrom ratzonakzing these
experzences is to avoid certain deal strztctures as they arc Wo complex.“

This ability to rationalize is bclicved tobe beneficial in modcratcly dynamic scttings, as
ii reduces die uncertainty associatcd with task complcxity and capability tacitness.

Replicating and transferring complcx capabilitics 15 oftcn impossible if peopic arcn‘t
transfcrrcd. lt is assumcd that this difficulty is minimizcd by invcsting in proccsses that
convcrt tacit knowlcdgc into codificd, cxplieit knowledgc. This is, ncvcrtheless, oftcn
impossible. Even in modcratcly dynamic markcts, it can bc difficult to replicate M&A
capability,3° particularly whcn die acquisition challcnges differ.3‘ Conscqucntly, lt is
assumed that by defining an M&A carccr path that will anchor spccialist expertise within
an organization will also cnhancc knowledge rcplication md retcntion.

One of the M&A functions‘ most important tasks is to pass on M&A knowlcdge to
young projcct kaders within die M&A department. Therc arc regular project discussions
in die form of fixed meetings: “In these sessions, cvey project leaderpresents bis current
projects and lays ope;; bis problems. The team then dzscusses potential solunons. An 41 &A
cxperz is invitcd to present a speafic 41 &A-related topic at cach of these sesszons. This is
time-consummg; nevertheless, it has proved more efficient than mere project documenta
tion. ‘ Thc hcad of M&A pcrsonall organizes M&A trainings and road shows: “1 want
people to comprehcnd the M&A process‘s complexhy. Thzs is becausc 1 notke that many
people bccome znvolved in pro/ecu and totally underestimate their compk‘xity.“ Each

M&A projcet also has an official kick-off meeting, ensuring thc integration of M&A and
industry expertise.

Basic contcnt channeling. An important part of M&A capability is sclccting thc right
acquisitions. In stable cnvironments, this is mainly achicvcd by extensive control struc
tures and processes. Simplv relying on intense process framing would, however, rcsult in
a widcly standardized approaeh to M&A management, gencrating transparency hut
rcducing die sourccs of ncw ideas. An claboratcd framework thus cnhances control and

° ‘lcccc cc al. (1997), op. dt.
Nelson, lt lt & Winter, S. G. (1982). An evoluzwnny chemy of ecunomic Li ange, Belknap
Iress ( 1 larvard University l‘ress Cambridge, MA.
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provides confidence,32 but may also hamper creativity, as ideas that do not fit die existing
approach may not gain support.33 This danger has to be minimized in an opportunistic
market, such as thc one for corporate control in which unforeseen acquisition targets Pop
up (rom time to time even in moderately dynamic contexts. The hampering of creativity
can be avoided by setting generic guidelines that serve as an oricntation for the business
management when they evaluate whether an acquisition opportunity is truly serious.

What should these generic guidelines comprise? Building on existing strengths is of spe
da1 importance in moderately dynamic markets. This is supported by thc current (md
ings: They reveal that in such contexts, an acquisition strategy‘s emphasis is more on fill
ing portfolio gaps than on opening up ncw markets. Previous research has argued that
firms should leverage their core competcnces34 through their acquisitions.35 The basic
Ideals to capitalize on what the firm does weil. This balancing act between seizing oppor
tunities and building on existing strengths can be achieved by combining intense process
framing with basic content channeling activities.

Based on these considerations, this study suggests that, in moderately dynamic contexts,
it is beneficial to formulate the basic strategic orientation according to the companys
core competences. Subsequently, the division managers can then evaluate potential aequi
sition opportunities. This provides the division management with certain flexibility when
dealing with opportunistic M&A markets. On the other hand, the division management
would be incapable of action without generic guidelines, thus impeding the emergence of
acquisition initiatives (rom channels other than the official ones.

In the investigated business groups at Siemens, the management hardly adds to the cor
porate management‘s generic strategic guidance. This study found that the investigated
groups orient their growth strategies according to these strategic and financial guidelines.
The interviewcd business group managers repeatedly mentioned that they lud these
guidelines in mmd during market screening and target selection.

32 Brown et al. (1997), op. dt.; 1 laspeslagh, 1‘. C. & jemison, D. 13. (1991). ‘Ehe challenge of
renewal chrough acquisitions, I‘Ianning Revww, 19(2), 27-32.

„ E. g., Burgelman, R. A. (2002). Scracegy as veetor anti die inertia of coevolutionary lock-in,
Administrative Science Quart erly, 47, 325-357.

Sec Prahalad, C. K. & Ilamel, G. (1990). The core competenec of the eorporation, Harvard
Business Review, 68(3), 79-91.

„ Capron, L. (1999). l‘lw long—term performance of horizontal acquisitions, Strategie Manage—

mentJourna4 20(11), 987-1018.
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The following Interview citations dcscribe this logic; „ Corporaic management does not
know how 10 do business, Only the business groups can do that. Yet, we [corporate man
agementJ have to schnulate the,n to do something. Therefore, ice set obyeaives so that they
fee1 challengcd and become adive. Achieving a number one or twa Position in our markets
— this ist/Je core of our strategy. [...J This objectivc actively drives their consideration of
the growth options. [..] In addition, ice aim at achkving tt‘zce the GDP sah‘s growth in
all our businesses, You cannot achwve this in stagnating marken. W7e have to cntn the
growth marken, and this dnves theportfolio development. f...J We have to enhancc our
position in man)‘ marken 0,‘ have lv become a technological kader. The overall strategy
enforces zins objective. „ The businesses now arc aware of the overall strategic ambitions.
They know that they arc supposed to grow more rapzdly, and they know that they have a
certainfreedom to realize acquisitions when they appear to make sense. And this fires their
imagination.“

In moderately dynamic markets therc is, howcvcr, no direct nccd to have additional guid
ance, for example, spccific scrcening critcria, in place according to which the divisions can
evaluate their acquisition initiatives in advancc. This is duc to the largely mechanistic
M&A structures guaranteeing the early involvemcnt of the company‘s M&A experts in
moderately dynamic contcxts. These cxperts assess the acquisition initiatives‘ strategic
soundncss according to their usual critcria and in cooperation with the respcctivc division
managers.

3.2.2 Dynamic Contexts: Intense Content Channeling with Basic Process
Fra mi ng

We found that, in dynamic contexts, business group managers engineered the evolution
of succcssful M&A capability by reducing the uncertainty inherent in M&A through in
tense contcnt channeling activities combined with basic process framing.

Intense content channeling. Business managements attention has to be focuscd if the
confidence and ahility to act in dynamic contcxts arc to be instilled in them. This focus

bc achieved through intense content channeling activitics, which enhance explora
tion, hy reducing excessive variety, whilc simultaneously allowing extensive local respon
siveness. lntcnsc contcnt channeling comprises clear strategic and financial directions, as
weil as predefined screening criteria that allow the company tobe developed in accord
ance with future market challenges.
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Strategie decisions‘ high levels of uncertainty arc typical of dynamic contexts. Furtber
morc, lt is widely acknowledged that business managers find lt difficult to makc dccisions
when faced with environmental dynamism)‘ In dynamic contexts, business managers
therefore frequently need to deal with high uncertaincy in thcir acquisition decisions and
have to react fast whcn a promising opportunity emerges. Previous literature has argued
that organizations with superior capabilities to manage exploration arc bcttcr ahle to deal
with environmental uncertainty.“ In addition, it has been suggested that people necd
direction when confrontcd with a multitude of Information and unclear options.3N

To enable managers to deal with the varicty of information and options requircd für
exploration, clear strategie directions need to be providcd. Clear guidelines substantially
rcduce the costs created by an extensive Variation 10 options and when these arc scruti
nized for selectlon, as they can filter the options appropriately right from the beginning.“

In addition to die generic strategie goals providcd by die corporate management (i.e. dou
bling the GDP annual sales growth, targeting the cstablished profit margin, and achieving
a first or second position in all relevant markets), one of die investigated business groups,
which is active in a dvnamic context, set an additional internal growth target: An annual
1% inerease in market share per business. This target ensures that the market will even
tually be outgrown, thus requiring additions ones. To facilimte the screening of potential
M&A targets, the business group has developed a definition of what makes an acquisition
target strategically relevant in respect of the group‘s overall stratcgy. Potential M&A tar
gets arc screened with regard to:

• their potential to improve the cost and process efficiency, 25 weIl as the quality in the
healthcare sector;

• their potential to improve die group‘s handling of die ‘healthcare process‘ and thus be
come a total solution provider;

• their potential to improve die performance of die group‘s products, services, and solu
tions; and

• their potential to improve die group‘s profitabilit and growth.

Hrown et al. (1997), tip. cic.; Eiscnhardt, K, M. (1989). Making fast straLegic dccisions in high
veloc,ty cnvironmcnts, ilcademy oJ Management Juurnil, 32, 543—576.

McGrath (2001), op. eh.
‚ Eiscnhardt et al. (2000), tip. dt.
„ Lovas, 13. & Choshal, S. (2000). SLratcgv as guidcd evolution, Strategie Management Journal,

21, 875-896.
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This business group thus offers its divisions cxtremcly clcar strategie dircctions and then

Iargcly rclics on the division managers‘ cntreprcneurial spirit. M&A-sensing processes arc

thus guidcd by strategie directions rather than by standardizcd processcs.

Existing rcscarch has furthcr cmphasizcd that in dynamic contcxts, it is crucial to look to

thc future. Conscqucntly, managers nccd a good scnse of thc future and avision for their

organization within chat future. In dynamic settings, however, the future cannot be

planncd but has to be cxplored.1° This study therefore recommcnds establishing clcar

long-term strategie goals to mcct tomorrows market challenges. These goals will guide

die business managcrs whcn making acquisition decisions. In dynamic contcxts, such

guidancc should go as far as providing specific screening critcria for acquisirions. This

allows short-tcrm flcxibility to be combincd with the ovcrall dirccting of acquisition

decisions.

Basic process framing generates a certain process control and transparency, thereby

reducing thc uncertainty originating from the complexity and tacitness inherent in the

acquisition task. In dynamic contcxts, proecss framing activities should be limitcd to

identifying generic M&A processes and establishing small, embedded M&A functions.

Installing extensive M&A systems may not prove beneficial, as high Icvcls of rcplication

and retention arc of linie help when cnvironmcntal and acquisition challengcs change

continuously.

Generic M&A processes can be cstablished by establishing cicar responsibilities and basic

communication struetures. This enables managers to act when faced with high uncenain

ty. These basic processes thus providc a generic orientation framework, which is indis

pensable for swift and dircct reactions Co environmencal challcngcs. A compuisory rcvicw

policy should also be introduced to ascertain the acquisition‘s strategie and financial

soundness. The processes should, however, not be tightly systcmatized to allow manag

ers the freedom and flcxibility requircd to adapt to sudden contextual changes.

The business groups that arc activc in dynamic contexts also have to submit to the com

pany-wide M&A authorization process. Their additional internal M&A processes arc of

a generic nature and arc managcd by differcnt project teams, although thcy do not com

pletely lack structure. Aceording to one interviewee: “We defmedan intenialprocednrc:

Before an acquisitzon request is made, the proposat [erst has to pass the internat quality

gates. We have, bowever, not dcfmed die M&A sub-processes in great detaiL White these

arc based on die experience of die involved M&A managers, they arc not explicüly

described anywherc. Another intervicwcc mentionc& “OHr M&A process is veiy simple:

Someone thinks of acquiring a promising target. Then, this manager goes to sec bis or her

40 Brown et al, (1997), op. dt.
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‘godfather in the group executive management. If they anive at a minna1 agreernent, the
business manager goes to See the M&A manager and provides hirn with the reqnired In
formation. [...1 The M&A process cannot bepassed withont involving the M&A manager.
This works weil, and adherence to the pro cess is not a problem.“

Only rudimcntary M&A structurcs should be installed in dynamic contcxts, ensuring
sufficient knowlcdgc rctcntion to avoid M&A capability erosion. This is achieved by cm
bedding a rather 5mal! M&A function within the strategy department that collaborates
closcly with the top management.

Figure 7: Organizational anchoring of an M&A function in dynamic settings

Business Group Management

Strategy
—

1111,1

Division 1 Division 2 Division 3

This setup is beneficial in dynamic contexts because it prevents M&A capability [rom
collapsing. Integrating M&A expertise into the strategy department has the advantage
that M&A knowledgc can be easily spread across the entire department. This largely

the retention of M&A process expertise. The department does not, however,
depend exclusively on continuous M&A activity. Furthermore, the lack of spare capaci
ties for M&A ensures that these processes arc managed on a decentralized level with a
high degree of business autonomy, therehy creating a high degree of local responsiveness.
In general, intertwining the strategic and the M&A tasks closely arc beneficial in dynamic
contexts in which mainly new Strategie thrusts arc pursucd via external growth.
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One of the investigated business groups, which is active in a dynamic context, has a busi
ness development department that has been responsible for strategie issues as weil as
M&A since the Tate 1990s. The business development department consists of oniy four
managers, one of whom is exclusiveiy responsible for M&A. This manager controls
adherence to thc overall M&A process and supports the divisions‘ acquisition strategies
if rcquired. Instead of setting up a larger M&A function, the rcspective business group
decided to rcly on externai knowledge [rom the corporate centre and from investment
banks. The structure has been rather fluid and changed frequently during the study peri
od. The following citations describe this flexible approach to M&A coordination: “The
combzned strategy and M&A department operates very closely with the group executive
board.“ “In our industry, M&A and strategy have to be intenvoven. These issues belong
together.“

In moderately dynamic contexts, estabiishing specific M&A systems ensures continuous
feedback ioops, thereby enhancing knowiedge replication and retention. Such systems
arc costly and not necessarily desirable in dynamic eontexts in which acquisition chal
lenges frequentiy change. Furthermore, when the acquiring division manages the entire
process, the mix of strong entrepreneurial responsibiiity and sense of ownership of the
aequisition may be more effective than any performance evaluation or incentive System.
lt is thus argued that in dynamic contexts, rationalization experienee should be limited to
creating a strong sense of ownership of the acquisition within the acquiring business.

Rather than investing in replication and retention structures and systems, business man
agement should be helped to use real-time information for acquisition decision-making.
This can be achieved by offering communication platforms that trigger creativity. Real
time information has been defined as “information about a firm‘s operations or environ
ments for which there is linie or no time lag between occurrence and reporting“.4‘ This
ean be achieved through the intense usc of business group discussions and other informal
knowiedge replication methods. Offering a multitude of platforms to crcativeiy develop
acquisition initiatives guarantees local responsiveness42 to suddenly emerging opportuni
ties.43 This provides the required flexibiiity within the overail framework.

Eisenhardt (1989), op. eh.: 549.
42 Amit, R. & Schoemakcr, P. (1993). Strategie assets and organizational rem, Strategie Manage

ment Journal, 14(1), 33-46.
0 Eisenhardt, K. M. & Sull, D. N. (2001). Strategy as simple ruies, Harvard Business Review,

79(1)106-116; Eisenhardt (1989), op. dt.
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Rather than directly replicating thc M&A experience from one project to the next, die

M&A functions in the Siemens business groups that arc activc in dynamic contexts limit

their efforts to supcrvising die divisions M&A projccts and cngage in constant personal

communication to transfer M&A expertise. The retention of M&A cxperience is limited

to basic process documentation. The following statement by an interviewee describes die

two groups‘ overall opinion: “M&A expertise can only be acquzred by experience origi
natingfrom real M&A projects, The possibility of codifying M&A know-how, for exam
pk‘, through die storage of knowledge in a database, n hmited.“ Rather than codifying

knowled5‘e, these business groups offer platforms for M&A knowlcdge transfer: “We

have a ‘market day durrng which oHr market‘s future development is analyzL‘d. fle
di-aisions presen: thezr strasegk plans and explain die measures wi:h whzch they plan so
implement them. M&A can be a topic, hut it is not a con2pulsorypart.“ Another interview

cc reports: “There is an ongozng strategie dialogue besween die headquarters and busi—
nesses. There, we discuss where we want to go with oHr businesses; this may include

This study thus argues that in dynamic settings, managers should introducc informal rep

lication methods instcad of formal systems.

Figure 8: Engineering M&A Capability (details)
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4 Risks and Recommendations

While previous publications on how to build capabilities for die M&A prcparation phase
bave Iargely ncglcctcd contcxt dynamics‘, our analysis shows thac, dcpcnding on die
invcstigatcd business roups‘ context, thcrc arc substantial diffcrcnces in M&A capability
engincering and, thus, in the resulting M&A capability. Both engincering activitics, how
cver, havc disadvantagcs, which can only be partially ovcrcomc by balancing die two
approachcs.

Thc potential dangcrs inhcrcnt in contcnt channcling arc: Firstly, die proccss can only
funetion effcctively if thc guidelines that channel die evolution of M&A capability rcmain
unchangcd over a certain period.45 Sccondly, if die Set guidelines arc not bencficial ovcr a
eertain period, maladaptivc acquisitions will be rcalized.4“ Thirdly, die pcople who arc
guidcd mav not bchave in accordance widi the given direction.‘T This studv finds that the
third wcakness ean btr specificallv avoided through process framing: A well-dcfincd,

Eisenhartit et al. (2000), op. cit.
Camphell, D. ‘1‘. (1969). Variation and seketive retention in sc,cw—cuhural evolution. General
Systems: Ycarbook oJ‘the SocietyJ‘or General Systems Rescarch, 16, 69-85.

„ March,J. G. (1994). ‘flac evolution 0f evolution. lnJ. A. C. Baum &j. V. Singh (Eds.), Evolu
tionay Dynamics of Organizations, Oxford Univcrsity l‘rcss, Ncw York, 39-49.
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transparent, and ideally compulsory process hclps rcducc the pitfalls associatcd with
bounded rationality, as it cnsurcs control.

There arc, however, also dangers inherent in process framing: First of all, proccss framing
activitics arc costly.48 Sccondly, intense process framing may hampcr crcativity and inap
propriatcly rcstrict the rcquired variety of options in acquisition initiativcs.4 Thirdly,
there arc strong incrtial forccs inhcrcnt in replicating and retaining knowledgc through
formal processes, structurcs, and systcms. Fourthly, cxperience captured in processes,
structures, and systems runs the risk of bcing misapplicd during rcplication if the acqui
sition challcngcs suddcnly changc50, cither duc to superstitious lcarning51, or whcn acqui
sitions have been falscly pcrccivcd as homogcneous.52

Thc pitfalls stemming from hampering creativity can be overcome by additional content
channeling activities, which allow a certain dcgrcc of exploration. The danger of misap
plying rctaincd knowledge in future acquisition projccts is, howcvcr, scarccly reduccd by
engaging in content channcling activities. A better suggestion is to allow a ccrtain dcgrcc
of process flexibility even in modcratcly dynamic contexts with high levels of M&A
capability standardization. This is bascd on die observation that the danger of misapply
Ing retained knowledge is substantially rcduccd by breaking down the process into flex
ible building blocks that M&A managers can usc when rcquired.

These insights shcd light on why some frequent acquirers arc more succcssful than oth
cr5. With M&A, doing it more oftcn docs not necessarily mean doing it better. Frequent
acquirers that create a context-spccific M&A capability can, however, outperform both
single and other frequent acquirers. This study is a first step towards providing managers
with more guidance regarding generating valuc from M&A, which is crucial for advanc
ing both M&A and strategy process research. We do, however, recommend more rescarch
that will hone and extend this study‘s insights.
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