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1 INTRODUCTION

1.1  Background tothe study

For decades, mergers and acquisitions (M& As) have represented a widely used strategy
and a significant expansion alternative for companies. In the 1990s, this strategy grew
even more popular, and the value of acquisitions executed in 1997 was higher than that
of all acquisitions that were concluded in the 1980s. (Shimizu, Hitt, Vaidyanath &
Pisano 2004, 308.) In the last few years it has become clear that M&As have been
gaining momentum as a favoured internationalisation mode (e.g. World investment
prospects survey 2007, 54), as M&A activity is experiencing a new peak that is verging
on the levels of the former peak in 2000. I n 2006, the value of cross-border M& Asrose
by 23 % to US$ 880 hillion (€600 billion) and their number increased by 14 % (to
6974). (World investment report 2007, xv.)

Simultaneously with the increasing levels of M&As, academic literature has been
paying increasing attention to the soft issues’ impact on their success. This signifies that
instead of only concentrating on financial questions when planning and managing an
acquisition, more consideration is now given to organisational, psychological, and cul-
tura questions, among others. One of these soft issues that has not been researched
practically at all in relation to M&AS, is corporate image questions. Lately there has
been a number of interesting acquisitions where the joining companies’ corporate im-
ages have not been entirely similar, and their motives have thus raised some questions
among the consumers. Examples of such acquisitions in the domestic market include
AS Tallink Grupp’s acquisition of Silja Line in 2006 and Nestl€'s acquisition of Valio
ice creams in 2004 (e.g. Jaakola 2007; Koskinen 2007). This thesis concentrates on an-
other acquisition (referred to as case acquisition in this thesis) with extremely different
corporate images. L’Oréal Group’s (L’ Oréal) acquisition of The Body Shop Interna-
tional plc (The Body Shop) concluded in 2006. This case was chosen because the cor-
porate image differences between the joining companies were exceptional and the ac-
quisition was therefore not approved without hesitation by the consumers; in particular
due to concerns related to ethical matters. The Body Shop has been a notable pioneer in
adapting ethical and natural values into business whereas L’ Oréal is often perceived as
one of the “evil” multinational corporations with less admirable morals. It is therefore
of interest to look at diverse matters in this acquisition: why it was concluded despite
such differences in corporate images, were there any challenges that were faced because
of the differences and what kind of actions were taken regarding corporate image man-
agement to secure Success.



1.2  Purposeand structure of the study

Although research on the relationship between corporate images and M&AS is very
limited, M&As and company image both have vast literature bases. This study seeks
thus to combine these two theoretical frameworks and thereby establish a basis for this
specific area of research. The purpose isto investigate the issues the acquiring company
is required to take into account when it is acquiring another company whose corporate
image does not match with that of the acquirer. The answers are sought with the help of
theories on M& As and corporate image and further by analysing the case acquisition.

The research question will thus be: “What issues are characteristic to M&As with
corporate image differences?’ It will further be divided into following sub-questions:

- What motives can be identified for M&As with corporate image differences?

- What kind of challenges are related to M&As with corporate image differences

and why?
- How to manage corporate image in M& As with corporate image differences?

As already mentioned, the theoretical framework of the study is divided into two
parts. Chapter 2 concentrates on M&As, and first introduces the reader to typical fea
tures of M&As and gives some background information on them. The second part of
the chapter analyses alternatives to and potential motives for M&As, as well as chal-
lenges that are connected to them, and introduces M& A-related theories. Chapter 3 be-
gins with an introduction to corporate image and its dimensions moving to theories on
corporate image, its management and relationship to strategy. In Chapter 4 research de-
sign will be introduced along with research approach, data collected, and evaluation of
the study.

Subsequent to the theoretical framework, a casework is carried out by analysing the
acquisition of The Body Shop by L’Oréal. The case acquisition will be presented in two
parts. Chapter 5 concentrates on case description by first introducing both companies
and then carefully examining the acquisition itself. Chapter 6 focuses on analysing the
case acquisition and each of the sub-chapters concentrates on one of the research’s sub-
guestions on the level of the acquisition. Hence, the main themes of Chapter 6 are: mo-
tives, challenges and their reasons, and corporate image management. Finally, conclu-
sions are drawn in Chapter 7 and Chapter 8 offers a summary of the whole thesis.



2 MERGERSAND ACQUISITIONS

2.1  Introduction to mergersand acquisitions

This chapter introduces the reader to the basics of M& As starting with the related defi-
nitions and then giving statistics and explaining trends on the matter. Finally, the acqui-
sition process is described and each sub-goal of this study is linked to the relevant ac-
quisition stages.

2.1.1 Definitions

The concepts “merger” and “acquisition” are often used imprecisely in literature. They
are different activities, and it is therefore essential to begin by defining the difference
between them. Acquisition typically refersto afirm that takes over controlling interest
of another firm (Butler, Ferris & Napier 1991, 194), hence buys more than 50 % of tar-
get’s equity. After this, the target’ s assets are integrated to those of the acquirer and the
target ceasesto exist as alegal entity. Acquisitions may also be called takeovers, which
are of equal meaning. (Lees 2003, 273.) Jagersma (2000) defines an acquisition as the
result of the combination of two companies of different qualities, not necessarily by
mutual agreement.

Further, in a merger there are two companies which combine as a result of mutual
agreement (Butler et al. 1991, 194). They then form a new entity and neither of the par-
ties remains a separate legal entity after that (Lees 2003, 273). Jagersma (2005, 14) de-
fines a merger as the result of the amalgamation of two equal companies. The amalga-
mation is realised with consent of both parties.

In brief, M&As may be mergers of separate entities into a new firm or acquisitions
of one firm by another (Marks & Mirvis 2001, 80). Out of all M&As about 96 % are
acquisitions and only 4 % are mergers, and therefore the expression “M&A” is often
used as a synonym to acquisitions. This thesis aims at producing information of M&AS,
mostly because the majority of the literature in this area also discusses mergers and ac-
quisitions together as one concept. In Chapter 2, the used terms are contingent upon the
term used in the referred text, and, because the casework concentrates on a (cross-bor-
der) acquisition, thisterm is preferred in Chapters 5 and 6.

Cross-border M&As are, according to OECD’s report those undertaken between
firms of different national origin or home countries (New patterns of industrial global-
isation 2001, 14). In this thesis, M&As refer to M&As in general and when the infor-



mation is specific to domestic (undertaken inside one country) or cross-border M&AS,
it isstated clearly. The case acquisition has for the most part been analysed as an acqui-
sition in general, but in some parts the cross-border dimension has also been concen-
trated on. However, thisis always clearly stated.

212 M&A trends

At the moment, we are experiencing a new peak of M&A activity. There isawide con-
sensus that M& As occur in waves, which we have already seen five of. The latest wave
took place in 1994-2001 (Ali-Yrkkd 2002) and broke all global M&A records: the ag-
gregate value of the M&As completed during the three peak years 1998-2000 was
US$4 trillion (€2,7 trillion), which exceeded the total value of all the M&A activity in
the preceding 30 years (Henry 2002, 60). Another source reports that in 2000 a total
amount of 37 000 M&As occurred in the world valuing US$3,5 trillion (€2,4 trillion)
(Javidan, Pablo, Singh, Hitt & Jemison 2004, 245).

The figures of 2005 were already quite close to those of 1999 and a new wave is thus
considered to be happening currently (World investment report 2006, 13). The value of
cross-border M&As increased by 28% in 2004 and by 88% in 2005 and they have
grown in number since 2002 (World investment report 2006, 3). The same trend could
be seen in the first half of 2006, when cross-border M&As' value rose by 39% in com-
parison to the same period in 2005 (World investment report 2006, xxii). Figure 1
shows the beginning of this new trend.
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Figure 1 The value and number of cross-border M& As*

! Figureis based on information of World investment reports from various years.



Figure 1 demonstrates that, during the recent years, cross-border M&As have in-
creased more in value than number. Mega deals (deals worth more than US$1 billion)
have thus played a major role in this new wave: their value in 2005 was twice the previ-
ous year's value and their proportion of all cross-border M&As was 63% (World
investment report 2006, xvii). As the average value of cross-border M&As is growing,
it is becoming more usual to conclude M&As through share exchange in order to de-
crease the need for cash and to minimise capital gain associated tax payments (World
investment report 2006, 13-14).

According to UNCTAD’s World investment report 2000, during 1980-1999 the an-
nual growth of all M&As, cross-border and domestic, was 42%. At the same time, the
total share of M&AS' value of world GDP increased tremendously; from 0.3% to 8%.
In the 1990s, of all M&As made, cross-border M&As' share remained relatively stable
averaging at 25% (in value and in number). (World investment report 2000, xix.)

Unlike the previous M&A surge, the 2005 wave was not fuelled by the dot com -
boom or by the financial markets. Now M&As were strategic choices for transnational
corporations, based on the opportunities created by the economic growth, and the re-
covery of stock markets, which resulted in the relatively large amount of mega deals as
well as in the concentration of M&As in certain industries. (World investment report
2006, 14-15.)

Although waves of M&A activity mirror company strategies, latest economic, tech-
nological, and governmental changes have been demonstrated as the driving forces
(New patterns of industrial globalisation 2001, 38). There are various economic factors
influencing M&A supply and demand: Rapid economic growth and high stock prices
enable M& A booms due to the availability of more capital and the possibility to finance
the deal with shares. Contrariwise, less economic expansion as well as market uncer-
tainty and unstable stock prices lead to smaller M& A activity. (New patterns of indus-
trial globalisation 2001, 39-40.)

Technological changes refer to new information and communication technologies
which facilitate expansion across borders and have changed market conditions consid-
erably. Technical competence is now acknowledged as a strategic company asset, and
with the combination of rapidly rising R&D costs and uncertainties over technological
change, there is more need for co-operation, in the form of acquisitions and strategic
aliances. Meanwhile, costs for communication and transportation along with those for
creating and preserving co-operétive relations are decreasing, enabling bigger compa-
nies to be manageable and encouraging firms to network. (New patterns of industrial
globalisation 2001, 38-42.)

There are also a number of government factors affecting M&A activity, such as
market liberalisation, deregulation and regulatory reform. Major facilitators for M&A
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deals have been the liberalisation of international capital movements and FDI in the
1990s as well as the opening-up of typically regulated industries (e.g. telecommunica-
tions, electricity and finance). However, some regulations exist that may obstruct
M&As, such as anti-trust laws, which have lately been paid an increasing amount of
attention. (New patterns of industrial globalisation 2001, 43-44.)

2.1.3 Acquisition process

It is important to understand the anatomy of an acquisition and the different stages
which the acquisition process is composed of, because the three main themes of this
thesis (i.e. motives, challenges, and image management) are not all equally important in
all the stages.

The acquisition process is usually divided into three or more phases or stages, most
typically into pre-acquisition stage, acquisition stage and post-acquisition stage. The
categories that Marks and Mirvis (2001, 81) use instead are: pre-combination phase,
combination phase, and post-combination phase, whereas Hitt's process framework
(presented by Javidan et al. 2004, 252—-256) includes the following stages: (1) strategic
thinking and target identification, (2) due diligence, (3) negotiations, and (4) post-
merger processes. However, there are little differences between different models on ac-
quisition process; in principle they only differ in how they divide the actions between

the stages.
| will introduce in more detail Erkkil& s (2001, 24) model that distinguishes four key
stages:

1. acquisition strategy

2. scanning for targets and preliminary due diligence

3. acquisition stage

4. publishing the acquisition and integration of the target

Strategy can be regarded as the backbone to an acquisition and for instance scan-
ning for potential targets, defining which pieces of information will be collected of the
target by due diligence, and communication at the integration stage are based on it. Pre-
cise planning should always take place before an acquisition and there should always be
a strategic reason to buy a certain company. It is essential that there are explicit strate-
gic objectives derived from the firm's vision, which then can be further communicated
to all personnel involved with the acquisition. The strategy should also be reconsidered
after each stage as new information is gained. While planning an acquisition, a firm
should also consider its ability and resources to integrate the target to its own activities.
(Erkkila 2001, 24.)
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Scanning for potential targets refers to preliminary work that uses data from com-
petitor analyses, firm’s own market surveys, and public financial information. This
stage (also referred to as preliminary due diligence) should include at least mapping of
the market environment, the competition situation and possible target price, as well as
an estimation of potential synergy advantages, the financial development of the inte-
grated firm (for 3-5 years) and the target’s means to contribute to fulfilling the firm’'s
vision. The level of detail in planning depends on the importance of the deal as a part of
the firm’s strategy, the scope of the target’s business activities, and the resources of the
acquirer. However, the more thoroughly the firm has defined what kind of a firm will
help it to pursue its strategy, the better are the chances to a successful acquisition and
integration. (Erkkila 2001, 25.)

The role of acquisition motives is highlighted in these two stages. Firstly, it is es-
sential that the motives and objectives to the acquisition along with the acquisition
strategy are al in line with each other. Acquisition of a company with a different corpo-
rate image should thus be motivated in a way that fits the overall strategy. Further, the
target scanning (preliminary due diligence) is greatly affected by the acquisition mo-
tives, as the acquirer has to find a company that can help it to achieve the objectives of
the acquisition. In this stage also the corporate image differences have to be addressed
and the acquirer must decide what kind of a challenge they will present and if they can
be overcome.

The acquisition stage is considered to begin when the target has been selected and
the acquiring firm contacts the target. The target might also have come for sale or it
might have been offered to the acquirer with exclusive rights. The objective of this
stage is to discover if a deal creating value added to the acquirer at a reasonable price
will be made. Another objective of the stage is to collect the maximum of information
in order to accelerate the integration. As a result of this stage, the acquirer may either
withdraw the deal or decide to proceed, in which case a preliminary business plan for
the integrated company should be created. (Erkkila 2001, 26.)

According to Erkkil4, the integration stage can be divided into two sub-stages which
both have different activities under them. The first sub-stage is groundwork for the inte-
gration which is laid already during the previous stage simultaneously with due dili-
gence, and is followed by publishing and sealing the deal. The other sub-stage isim-
plementing the integration, including (a) the takeover phase which lasts for the first
100 days, (b) a phase in which the proper integration of activities is done (from take-
over to the integration of the whole organisation), and (c) the final phase during which
corporate cultures are integrated. It should however be noted that this order is not con-
sidered optimal by all authors; for example Birkinshaw, Bresman and Hakanson (2000,
419) recommend the opposite order between the integration of activities and corporate



12

cultures?. The depth and extent of integration depend on various factors, such as
acquisition strategy and acquisition objectives, but both adaptation to change and de-
velopment of new activities are always time-consuming. Although a lot of academic
literature exists on the subject of post-acquisition and integration, in this context no
further description of them is considered necessary. (Erkkila 2001, 27.)

M anagement of corporate image in M&As concentrates on the two final stages,
with emphasis on the last stage. At the latest during the acquisition stage it should be
decided if the acquisition can be successful in spite of the corporate image differences.
Further, while formulating a preliminary business plan for the integrated company, the
image management guestions should also be considered. The publishing of the deal isa
critical stage and its execution should be carefully planned. Additional attention should
also be drawn to the public’s reactions to the image differences and, if they lead to a
crisis, it should be managed effectively according to a pre-designed crisis management
plan. Crisis management is discussed in more detail in Chapter 3.2.4. The integration
phase is the most important stage in corporate image management, and it could be as-
sumed that the more different the corporate images are, the more they require manage-
ment in this stage. The degree of intended integration, however, affects greatly the
management; it might be a considerably more complex task to totally integrate the two
companies and their images if compared to the conservation of separate units. Corpo-
rate image management is further discussed in Chapter 3.2.3.

Lastly, various challenges are related to al the stages of M&As, but different chal-
lenges are characteristic to different phases, for example, the challenges related to
acquisition decision making and to the integration process differ essentially from each
other (cf. Chapter 2.2.2). The whole following chapter (2.2) concentrates on M&A-
related challenges, and they will therefore not be further discussed here.

22 M&A-related challenges and acquisition motives

This chapter describes matters that are in contradiction of concluding M& As, such as
their high failure rates and various challenges connected to them, and then presents a
range of alternatives for achievement of the same goals. Finally, this chapter gives di-
verse motives for M&As, both in form of acquisition theories and studies conducted on
this subject.

2 Author’ s note: Thisissueis further discussed in the following chapter.
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221 High failureratesof M&As

Although M& As are very popular at the moment, they deliver value quite rarely with an
estimated failure rate of 40-70 % depending on the source. A merger or an acquisition
is deemed a failure if it does not improve a company’s performance or does not meet
the standards required by managers (Anderson, Havila & Salmi 2001, 576). According
to Capron (1999) while 50 % of domestic acquisitions fail (or do not deliver the
planned outcome), the same percentage is 70 for cross-border acquisitions. For example
Kitching (1974) has studied acquisitions in Europe and discovered that the failure rate
of American acquirers was 50 % while that of European acquirers was 46 %. In a study
by Bleeke, Isono, Ernst and Weinberg (1990, 47) the failure rate was 43 % but the low-
ness of it was explained with the sample’s high level of acquisitions in core business
(which according to the authors are more successful than average). Hubbard and Purcell
(2001, 17) point out that different methodologies have been used in numerous studies
on acquisitions, but they have consistently resulted in judging approximately half of all
acquisitions failures.

Many scholars have tried to explain the relatively low success rate for M&As and
various reasons have been offered. Problems in M&As might be related to strategic
market entry mode, market valuations, value creation and firm performance; and
Aguileraand Dencker (2004, 1355) summarise that these difficulties are caused by non-
existence of an exigent and strategic motivation, over-expectations of potential syner-
gies and over-payments for targets. According to Gilkey (1991, 331) the failure rates
are so high because M&As are primarily executed with business and financial fit in
mind while cultural and psychological questions are left in a secondary position. If the
latter were given more attention, companies could learn a lot about successful manage-
ment of M&As. Also Quah and Young (2005, 65) emphasise that the importance of
combining different organisational cultures and management process systems are cru-
cial to causing problems in M&As. Birkinshaw et al. (2000, 419) discovered in their
study that human integration process® makes the task integration process’ more effec-
tive. Thus, a company will in all probability face M& A-related challenges and the ac-
quisition will be less successful if task integration is pursued before human integration
process. It has been stated that as many as a third to a half of M&A failures are caused
by problems related to soft issues (Marks & Mirvis 1982), including corporate image
issues, which raises the question of motives to conclude an acquisition of a company

® Human integration refers to the process aiming at a shared identity between the employees of the
merging companies (Birkinshaw 1999, 34).

* Task integration refers to the way in which the value-adding activities of the merging companies are
combined (Birkinshaw 1999, 34).
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with a very different corporate image. Motives will be further discussed in relation to
the case acquisition in Chapter 6.1.

Although the importance of these soft issues to acquisition success has recently been
emphasised in literature, other explanations to high failure rates have also been offered.
Post-acquisition integration is held in high importance to M& A success by many schol-
ars (e.g. Schweiger, lvancevich & Power 1987) and for example Hunt, Lees, Grumbar
and Vivian (1987) discovered that the implementation success correlated positively
with the overall success of M&As in 83 % of cases. Accordingly, in their research im-
plementation success was the most significant variable in success and failure. Another
crucial factor for an acquisition to become a success is business strategy fit (e.g.
Chatterjee 1986), which enables maximisation of synergies. However, it is not probable
that a single factor exists making an acquisition a success or a failure but that it is de-
cided by a sum of various factors (Hubbard & Purcell 2001, 17).

As aready mentioned, cross-border acquisitions are regularly considered to fail
more often than domestic ones. In fact, while cross-border acquisitions struggle with
the same problems as the domestic ones, they also face problems related to politics,
culture, language, national regulations, and geography (Angwin & Savill 1997, 427).
All these issues add to the difficultness and riskiness of cross-border M&As (Quah &
Y oung 2005, 65).

2.2.2 Challengesrelated to M&AS

This chapter will describe in further detail typical process-based challenges that are re-
lated to acquisition decison making (pre-acquisition stage) and integration process
(pogt-acquisition stage) that have been presented by Haspeslagh and Jemison (1991).
The first type of problems tend to prevent managers from understanding strategic and
organisational fit properly while problems in integration process often obstruct the
joining companies’ capacity of creating an environment for capability transfer.

Challenges in acquisition decision making include (a) fragmented perspectives, (b)
increasing momentum, (c) ambiguous expectations, and (d) multiple motives. Some of
these challenges might explain to some extent why companies with different corporate
images are acquired: in addition to consciously conducting such an acquisition, some
companies might drift into it less intentionally. Additionally, Haspeslagh's and
Jemison’s (1991) descriptions give insight of various challenges that are related to the
pre-acquisition stage.

Firstly, it is extremely typical that there are numerous specialists of various expertise
involved in the pre-acquisition phase, but that they work isolated from each other and
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often come from the outside of the company. This tends to lead to a fragmented pic-
ture of the acquisition in whole, because it is very difficult for the senior managers to
compare and integrate all the individual analyses and opinions. Hence, more attention is
given to easily quantified issues at the cost of more qualitative matters, which then can
lead to serious problems in later phases of the acquisition. (Haspeslagh & Jemison
1991, 58-61.) Therefore, aso corporate image differences might be neglected — along
with other soft issues — in the acquisition decision making process. It is a significant
challenge for managers to avoid this concentration on quantitative issues and to pay re-
gard to corporate image differences.

I ncreasng momentum refersto the difficulty of stopping or even slowing down the
acquisition process once it has started. While the tempo, pressure and involvement in-
crease ceaselessly, it becomes more and more difficult for participants to stop or even
slow the pace. The main factors that build momentum in the acquisition process are in-
creased personal commitment, secrecy and intense concentration, and outside advisers.
(Haspeslagh & Jemison 1991, 61-66.) The impact in relation to corporate image differ-
ences might be similar to the previous challenge, because if differences in corporate im-
ages are noticed in the pre-acquisition stage, increased commitment might keep the
process going regardless of potential doubts towardsit. Again, the challenge is to not to
rush through the pre-acquisition phase, but to solve potential problems in relation to
corporate images.

Ambiguous expectations refer to issues that are agreed to be dealt with later on, in
order to accelerate the conclusion of the deal. The parties might even agree to disagree
on some matters, which only foretells postponing the problems to a phase in which it is
too late to withdraw from the acquisition. (Haspeslagh & Jemison 1991, 66-68.) This
challenge might also cause some disregard of corporate image issues if questions con-
nected to it are agreed to be dealt with later on, potentially resulting in misinterpreta-
tions in this regard. Managers are thus challenged to sort out all the important matters
before concluding the deal and avoid the temptation to overlook things.

Finaly, a similar phenomenon to ambiguous expectations, but happening inside the
acquiring organisation is called multiple motives. This means that during the internal
negotiations, different stakeholders may be given slightly different prospects on the
situation after the acquisition in order to facilitate the conclusion of the deal. However,
these issues then have to be managed afterwards and can cause various problems in the
post-acquisition phase. (Haspeslagh & Jemison 1991, 68-69.) This phenomenon is not
considered to explain acquiring a company with a different corporate image, but it ap-
parently offers another challenge for the managers.

The major challenges in acquisition integration are (a) determinism, (b) value de-
struction, and (c¢) leadership vacuum, which, according to aresearch by Haspeslagh and
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Jemison (1991), together explain the failures in acquisition integration to a great extent.
As already mentioned, the acquisition justification tends to be quite smplified and gen-
eral in order to get the support of everyone involved. However, during the post-acquisi-
tion phase new information will arise and unexpected things will happen and the deter -
minism created by the managers' inability to adapt their original justification to the
new circumstances can be very harmful for the company’s future. (Haspesagh &
Jemison 1991, 124-129.) Consequently, the challenge for the managers is to adjust
themselves to the new conditions. These arising unexpected things might in some cases
also be related to corporate image issues, although the image tends to be evident already
before the conclusion of the deal.

Value destruction weakens the employees will to work for acquisition success, be-
cause they are supposed to give more while gaining less or even losing value them-
selves. Economic value destruction refers to loss of jobs, job security and/or benefits
due to the acquisition. Psychic value is destroyed through rumours, presumptions, ac-
tions and decisions (real or imagined) that have a direct effect on the employees.
(Haspeslagh & Jemison 1991, 129-132.) Managers should therefore minimise this kind
of value destruction to employees in order to preserve their work spirit, at least through
proper communication. Corporate image differences are not, however, regarded to am-
plify this challenge.

Finally, after the deal is concluded, the senior managers tend to concentrate on other
matters instead of managing the post-acquisition phase. Among the employees, this
leader ship vacuum easily leads to a poor understanding of the acquisition’s purpose
and their role in it, which in turn tends to come out as regression to the old and familiar
behaviours, which obviously does not contribute to the integration. (Haspeslagh &
Jemison 1991, 132-135.) It might be possible that this problem is worsened by image
differences, especially if the degree of integration is intended to be high. Regression to
the old and familiar behaviours can be very harmful in respect to the integration of two
companies with different corporate images, and therefore fundamentally also of differ-
ent corporate identities. Then again, in case of less integration the challenge would
probably be smaller. However, after the deal is concluded, managers should especially
concentrate on potential image differences, instead of focusing on unrelated matters.

2.2.3 Alternativesto M&As

This chapter presents various alternatives to M&As because, in order to be able to
speculate the motives behind M& As, it is important to understand what kind of alterna-
tive ways there are to achieve the same goals. Mergers and acquisitions tend to be re-
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garded as one of the alternative modes to gain either market entry or growth. Alterna-
tive entry modes to M&As can be divided into equity-based choices and non-equity-
based choices (Pan & Tse 2000, 535). Equity modes of entry are preferred if the owner-
ship advantage istransferable without loss of its value. Similarly, if the transferability is
poor, non-equity modes of entry are more preferable. (Erramilli, Agarwal & Kim 1997,
738-739.)

The hierarchical model of market entry modes (see e.g. Pan & Tse 2000, 535-538)
suggests that managers' decision-making follows a hierarchy in which the first level isa
decision between equity and non-equity modes. The model is based on the idea that
there are only afew critical factors for managersto consider at each level. After the first
decision, managers choose a more specific mode within non-equity modes (either ex-
port or contractual agreements) or equity modes (either equity joint ventures or fully
owned subsidiary). And finally, each of these modes comprises different types of entry
modes. there are direct, indirect and other type of export as well as contractual agree-
ments that are split into licensing, R&D contracts, aliances, and other types of agree-
ments. Equity joint ventures can be minority, 50% shares, and majority, whereas wholly
owned subsidiary is divided into greenfield, acquisition, and other types of wholly
owned subsidiaries. These decision levels are shown in Figure 2 for the sake of clear-
ness.

[ Choice of entry modes ]

Non-equity modes Equity modes

[ ExE)ort ] [ Comractuallagreemmts ] [ Equity joint ventures ] [Wholly owned subsjdiary]

Licensng

R&D contracts

Alliances

i

Others

Figure 2 Hierarchical model of choice of entry modes®

Another way to look at the alternatives for M&As is to compare different ways of
gaining company growth. These alternatives to mergers and acquisitions will be
briefly introduced in the following.

5 Source: Pan & Tse 2000, 538.
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Growth opportunities can be categorised in different ways. We can for example dis-
tinguish between internal and external means (Weston & Weaver 2001, 121) or organic,
inorganic and external growth options (Sherman & Hart 2005, 10). Weston and Weaver
(2001, 121) suggest that the whole firm’s organisation system has to be reassessed con-
tinuously in order to be aware of what can be achieved from its internal resources. An
important advantage of internal growth is the avoidance of the integration-related prob-
lems of M&As. Also possibilities for complementary external strategies need to be ob-
served at all times. These externa strategies include in addition to M&As for example
joint ventures, alliances and partnerships, and licensing — of which the two first ones
form the most important alternativesto M& As (Weston & Weaver 2001, 122).

A joint ventureis anew company, partnership or other form of a business entity es-
tablished by two firms who continue their independent businesses as usual. Unlike in
M&As, it involves only a smaller part of both companies’ activities and its length and
extent are limited. Typical objectives for joint ventures are splitting risk and investment
as well as possibilities for economies of scale or knowledge gaining. A joint venture
can also serve as an intermediate stage before an acquisition; for example, a firm may
buy 40-45 % of a divested segment, then learn about it from the partner company and
finally, after a couple of years buy the rest of the segment to itself. (Weston & Weaver
2001, 123-125.) In alliances and partner ships the parties can be of extremely differ-
ing sizes and there may be several companies taking part in an alliance. Alliances are
not as formal as joint ventures and therefore mutual trust is an essential element of an
alliance. The advantages of alliances in comparison to M&As include flexibility and
informality, and the relatively small investments, which however may grant access to
new markets or technologies and to great synergies. For larger firms an alliance may
provide access to creative employees who would not want to work for them directly.
(Weston & Weaver 2001, 125-128.)

Licensing means allowing another company to use one’s know-how (and possibly
also equipment) in return for royalty fees. For the licensor the advantages include con-
siderable revenue by royalties against a small additional investment, and possible accel-
eration of its entrance to newer markets. The licensee gets new production lines (that
might fit very well to the existing production and marketing policies) and it may also
gain knowledge over the licensing contract; potentially allowing it to become a com-
petitor to the licensor afterwards. (Weston & Weaver 2001, 128-129.) As an alternative
to M&As, licensing is a less costly way to gain market entry or growth. However, in-
stead of buying a competitor, the company might end up creating a new one.

Some research exists comparing the success of M&As with its main alternatives.
joint ventures and greenfield investments. For example Nitch, Beamish and Makino
(1996, 40) discovered in their research of Japanese subsidiaries in Europe that the per-
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formance of those concluded through acquisitions was inferior to those using joint
ventures and greenfield investments. According to them, the greenfield mode had the
most gains when compared to losses, joint ventures were close by, and acquisitions, at
best, had a mixed performance. Quite similarly, Li and Guisinger (1991, 219-220) con-
cluded that M&As and joint ventures failed in a higher probability than greenfield ven-
tures and explained this with the high transaction cods that are involved with M&As
and joint ventures, especially during the negotiations and post-acquisition integration.

These research results develop further the problem presented in the first research
sub-question: if the failure rates are high already in M&As in general and there are
other, less riskier ways of reaching the same goals, what could possibly motivate ac-
quiring a company with a different corporate image? The next chapter begins investi-
gation on this matter by introducing diverse M&A motives.

224 Motivesto M&As

Despite the before mentioned high failure rates and potential challenges related to
M&As, the strategy seems to gain more and more popularity. Therefore, it is particu-
larly interesting to look at different theories that seek to explain why M&As are con-
cluded. Although M&As usually are executed as a result of a bundle of motives and
therefore it rarely is the case that only one motive would encourage a firm to acquire,
various researches on the most important M& A motives exist. This chapter aims at pre-
senting both theory and research on this field.

Various classifications of M& A motives exist and therefore no absolute truth on this
matter can be offered here. However, we will look at these motives based on
Trautwein’'s (1990) classification, which is one of the best-known merger motive cate-
gorisations. Trautwein (1990) presents seven different theories of merger motives, di-
vided into three categories. merger as (a) rational choice, (b) process outcome, and (C)
macroeconomic phenomenon. The first category (merger as rational choice) is further
divided depending on who benefits of the merger, shareholders or managers. Theories,
in which the bidder’s shareholders are those benefiting of the merger, comprise net
gains through synergies or through private information as well as wealth transfers from
customers or from target’ s shareholders. These theory categories for merger motives are
presented in Table 1.
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Table1 Theories of merger motives”
Merger as Merger Net gains through Efficiency theory
rational choice | benefits synergies
bidder’s
shareholders Wealth transfers Monopoly theory
from customers
Wealth transfers Raider theory
fromtarget’s
shareholders
Net gains through Valuation theory
private information

Merger benefits managers Empire-building
theory
Merger as process outcome Process theory
Merger as macroeconomic phenomenon Disturbance
theory

The first theory according to Trautwein's (1990, 284-285) categorisation is called
efficiency theory and its main hypothesis is that acquisitions are motivated by syner-
gies, which can be financial, operational or managerial. This theory is probably most
often referred to in justifications to M&As; in fact, most of the financial and business
motives have efficiency theory as their basis. However, in Trautwein's view, while size
advantages seem to indeed exist in the capital market, operational and managerial syn-
ergies do not appear to be realised very often.

Monopoly theory is based on market power as a motive to an acquisition and it can
be applied not only in the case of horizontal but also conglomerate acquisitions. A com-
pany might for example attempt to keep away potential competitors by acquiring them.
(Trautwein 1990, 285-286.) Not surprisingly, acquirers rarely announce exercising the
monopoly theory, and probably therefore research on M&A motives has not really
found evidence on companies using it.

Raider theory isdiscussed in particular in business press. The theory’s basic idea is
wealth transfers from the target’ s sockholders through greenmail or excessive compen-
sation after a successful takeover. This theory has, however, not gained any evidence —
probably partly because of the same reasons as monopoly theory — and according to
Trautwein, it suffers fromillogicality. (Trautwein 1990, 289-290.)

6 Source: Trautwein 1990, 284.
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The thought behind valuation theory is that acquiring managers have more accurate
information of a target’s value than the stock market. The theory suggests that knowl-
edge of atarget’s specific capability combined with the acquirer’ s skills and knowledge
of an undervalued company would create a competitive edge. Although this theory isin
conflict with the assumption of capital market efficiency, there is a lot of evidence of
private information being used as an acquisition motive. (Trautwein 1990, 286—287.)
Further, certain capabilities are often mentioned as acquisition motives while the acqui-
sition objectives are to be achieved by combining them with the acquirer’s expertise.

Empire-building theory rests on the idea of managers acquiring in order to maxi-
mise their own utility, not that of the shareholders. This theory is based on managerial
theories, which in turn have the common idea of managers maximising their objectives
within the boundaries set by the capital market. (Trautwein 1990, 287-288.) This the-
ory's evidence also suffers from the companies’ desire to rationalise their decisions;
hence, empire-building theory israrely admitted to have been followed. Some evidence
of the importance of personal acquisition motives has however been found, and they
will be further discussed later onin this chapter.

Process theory’s ideais that strategic decisions are not completely rational choices
but process outcomes. There are some influences that may govern the processes:
Firstly, individuals possess limited information processing capabilities and therefore
simplify matters. Secondly, organisational routines lead to using old solutions to solve
new problems. Finally, the decision process tends to be dominated by tactical matters
and mutual adjustments. The lack of research results on this theory’s use is yet again a
consequence of the acquirers’ attempts to rationalise their decisions. (Trautwein 1990,
288-289.)

Finally, disturbance theory is based on the idea that merger waves are caused by
economic disturbances. However, Trautwein does not put much importance on this the-
ory because of several shortcomings in relation to it. (Trautwein 1990, 290.) Lees
(2003, 46-61) strategy theory has to a certain degree the same basis as disturbance
theory, as they both have general movements as starting point. Lees' theory is based on
differing trends of strategic thinking across decades and their effects on acquisition be-
haviour. Each trend hosted different assumptions regarding the origins of the gains from
M&As. The first wave (1894-1907) was characterised by horizontal deals as firms
bought their competitors gaining near-monopolies. It was thought that the highest prof-
itability would be gained with the combination of economies of scale and increased
market power. The second wave (1920-1929) was then all about vertical deals and
companies were buying their suppliers and distributors, this way wishing to decrease
risk. In the 1960s, firms were acquiring other firms in unrelated industries and became
conglomerates often unintentionally. M&A motives were mainly defensive and the be-
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haviour was greatly experimental. The 1970s were characterised by mega-conglomera-
tion and firms invested inflows from mature businesses to growing businesses follow-
ing the Boston Consulting Group’s Growth share matrix while divesting businesses
with small or declining market share in order to avoid inefficiencies. However, it was
quickly perceived that diversified firms had a higher probability of failure than those
staying in related business, and in the 1980s companies concentrated on their core busi-
nesses (i.e. M&As were used to support them). In the 1990s focus moved from products
to an entire spectrum of firms' capabilities, which gave each company its unique edge
and made imitation very difficult. M& As presented thus a good means to access other
companies capabilities, and this motivated numerous M&As. (Lees 2003, 46-61.)

Seth (1990) distinguishes two types of theories — value-maximising and non-value-
maximising theories — that explain M&A motives. The former, also referred to as syn-
ergy hypothesis (e.g. Seth, Song & Pettit 2000), can be regarded similar to Trautwein's
(1990) category of mergers that benefit the bidder’s shareholders because its purpose is
to maximise the company’ s value to stockholders. According to this theory, acquisitions
are undertaken when a combined firm would be worth more than the two firms are in-
dependently. (Seth et al 2000, 388.) Managers are supposed to be able to valuate the
targets correctly and to be considering shareholders’ interests in their actions. The pre-
dicted results of an acquisition are the existence of synergies and growth of sharehold-
ers prosperity, both in the acquiring and target firms (Seth 1990, 100). Non-value-
maximising theories, also referred to as managerial theories (e.g. Seth et al. 2000),
assume that managers execute acquisitions only with their own benefit in mind. The
manager’s compensation may for example be based on the sales of the company and
thus an acquisition would mean a raise in salary. (Seth 1990, 100.) Also this theory is
similar to a category by Trautwein (1990), namely the one referring to mergers that
benefit managers. As a result of the acquisition, there will not necessarily be any value
creation and while the prosperity of the acquiring firm’'s shareholders decreases that of
the target firms' rises (Seth 1990, 100). Later, Seth et al. (2000) added one more theory
type, hubris hypothess, to the categorisation. It proposes that the managers of the ac-
quiring firm make mistakes when evaluating targets, but supposing that their valuations
are correct, they execute acquisitions.

Also the merger motives presented by Baumann (2002, 164) have a lot in common
with Trautwein's (1990) classification. According to Baumann (2002) a prerequisite to
M& Asto occur is avaluation disparity between the acquiring managers and the target’s
managers, which is consistent with Trautwein's (1990) valuation theory. Further in his
opinion, merger motives include monopoly power, economies of scale, synergistic ef-
fects, non-profit maximising behaviour, and differences in attitudes toward risk. With
monopoly power as a motive a firm may seek to achieve market power or power over



23

price through an acquisition. Baumann (2002) emphasises though that monopoly mo-
tive has limited significance in international M& A deals unless an acquisition leads to
an oligopoly or a monopoly in afield in which a realistic possibility to price fixing ex-
ists. Hence, the motive has more validity on the domestic scene. This motive evidently
matches Trautwein’s (1990) monopoly theory. As regards economies of scale and syn-
ergistic effects, they both refer to same matters as Trautwein's (1990) efficiency the-
ory. Baumann (2002) argues that market imperfections are a condition to synergies’ oc-
currence and highlights the situation, in which one of the joining firms has underutilised
but non-marketable resources, still benefiting the other firm. Further, non-profit
maximising behaviour refers to situations in which no stockholder control over man-
agement exists and desires of gaining growth or expanding sales take control. Thus, the
firm acquires based on these motives while neglecting the long-term profit maximisa-
tion, which in turn represents the same situation as Trautwein’s (1990) empire-building
theory. Finally, different attitudes toward risk may lead to the acquirer and the target
to have differing estimations of the target’s value. Hence, the acquirer assessing the tar-
get’s value higher, than the target does itself might motivate an acquisition, taking the
discussion back to valuation theory by Trautwein (1990).

Another way to look at M&A motives is to categorise them based on how the target
is related to the acquiring company because each type of M&A tends to have certain
motives. The first type is horizontal M&A which refers to buying a competitor in the
same industry. These deals are often made with synergies and increased market power
as objectives (World investment report 2000, 101). Horizontal M&As can be further
divided into two subclasses. market extension and product extension. Market extension
refers to acquiring a company with the same product in a different geographical area
whereas product extension is achieved by acquiring a company with a similar product
in the same geographical area. The second type of M&A is a vertical deal referring to
acquiring a company that lies backward in the supply chain or forward in the distribu-
tion chain. Primarily, vertical integration reduces dependency on suppliers and dis-
tributors and thereby expands control. (Green 1990, 20.) Conglomerate M&A is the
last type of deals and means acquiring a firm in an unrelated activity. However, there is
some disagreement over whether conglomerate M&As can really produce economies.
Suggested examples would be efficient use of marketing or accounting systems, pro-
ductivity improvement, and capital economies (Green 1990, 20-21), as well as greater
economies of scope (World investment report 2000, 101).

Despite of broader classifications of M&A motives, examples of which have just
been presented, discussion is often limited to the following types of motives (presented
by Hopkins 2002, 90):
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Strategic motives,

(e.g. create synergy, increase market power)

Market motives,

(e.g. enter anew market, protect market position)

Economic motives, or

(e.g. establish economies of scale, reduce costs)

Personal motives.

(e.g. conflicting interests of manager and shareholders, manager’ s ego)

These motives remain principally the same across various researches. As a general
guideline to acquisitions, Weston and Weaver (2001, 39) propose that all policies and
decisions concerning M&As should take place within the general framework of the
firm's strategic planning process. The predominant reason for M&As is in fact that
some grategic goals will be achieved more quickly and at alower expense than the firm
would do independently (Haspeslagh & Jamison 1991, 242). However, if the real mo-
tives behind an acquisition are personal, non-rational and not based on the company
strategy, it is not very likely for the acquisition to become a success because there may
not be any real benefits to be gained through it (Marks & Mirvis 2001, 83). A study by
Hunt et al. (1987) reveals the reality of M&A deals: only about athird of M&As were
simulated purely by financial and business motives (cf. efficiency theory in
Trautwein’'s (1990) classification). The rest of M& As were executed as aresult of many
diverse motives, often dominated by personal and political reasons (cf. empire-building
theory in Trautwein's (1990) classification). In the study, the most important financial
and business motives were: Market share (100%)’, Technical capability (35%),
Management capability (33%), Improve ROI® (33%), Synergy/economies of scale
(25%), Defending markets (18%), Assets (15%), and Improve EPS’ (3%). All of these
motives are relatively typical and tend to be referred to in the academic literature. Al-
though market share was mentioned as a significant motive to practically all M&As,
other financial and business motives were significant only in a third or less of M&As.
At the same time, the most important political and personal motives were: Sending sig-
nals to City (40%), Chairman insistence (35%), Retrieve “face” (18%), Rise in technol-
ogy league (15%), Impress competitor (8%), Buying tradition or heritage (8%), “Cash
cow” for other bids (5%), and Sort out another problem acquisition (3%). These mo-
tives have been paid far less attention to in literature although they were discovered to
be significant almost as often as the financial and business motives. The dominating

’ Percentage of acquisitions where the motive in question was significant.
8 ROI= Return on investment
° EPS= Earnings per share
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motive, concern of investors' opinions and a will to send correct signals to the financial
markets, was not only significant to a surprisingly high 40% of acquisitions but it was
the most important motive in half of those deals. It is also worth noting the irrationality
of the second important motive, insistence of chairman: Isit possible for an acquisition
to function if the acquirer does not want to undertake the deal? An additional interesting
discovery in the field of irrational motives leading companiesto acquire can be found in
a study by Boucher (1980), which reveaed that the major stimulus for M&A deals in
the United States was CEO ego.

Also Jagersma (2005) has done some research on the issue by identifying six differ-
ent motives for companies to acquire abroad and by analysing the importance of these
motives, although he has not included other than financial and business motives to his
study. The most noted reason was economies of skills (motive for 32 % of cross-border
acquisitions by European companies), thus, the acquisition was motivated by the possi-
bility of sharing the experiences, skills and capabilities possessed by the target and the
acquirer. The second important motive was expansion (27 %) because acquisition gives
the possibility to quickly gain market growth. Thirdly, 25 % of companies thought the
most important acquisition motive was economies of scale because by acquiring, it is
possible to quickly achieve a critical mass. The fourth important motive (12 %) was
market entry. Finally, spreading geographic risk (3 %) and financial motives (1 %)
(e.g. acquiring a cash cow which would allow the financing of other zones) were judged
less important motives to an acquisition.
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3 CORPORATE IMAGE

3.1 Introduction to corporateimage

The annual spending of American companies, on improving corporate image, exceeded
US$9 billion already a decade ago (Belch & Belch 1996, referred to in Biehal &
Sheinin 1998, 99) and 41-65 % of the companies apply corporate image advertising
(Schumann, Hathcote & West 1991, 38). This direction is apparent because while the
differences in price, quality, design, and features are fewer, the favourable reputation
has a greater effect on purchase decisions (Kennedy 1977, 130). It is thus not astonish-
ing that many of the most successful companies in the world are investing in their cor-
porate images (Dowling 1993, 101).

In recent times, corporate image and identity questions have become even more criti-
cal and important due to various reasons. Firstly, mergers and acquisitions, alliances,
and spin-offs often result in profoundly changed companies necessitating new identi-
ties. Also the increase in dot.com and new technology companies has generated a large
amount of new corporate identities while certain already existing companies have at-
tempted to gain more technology-oriented images through re-imaging. (Balmer &
Greyser 2002, 72.)

3.1.1 Definitions

There are many concepts that are used interchangeably with image, such as identity,
reputation and personality. Although all of these concepts are very tightly connected to
each other, they have differing meanings and it is important to begin by defining each
of them.

Corporate personality can be defined as the sum of the organisation’s characteris-
tics, which differentiate the company from its rivals (Abratt 1989, 67). It is composed
of values held by the organisation’s employees (Balmer & Wilkinson 1991, 21) and can
be described as an expression of the corporate philosophy which in turn, fundamentally
comprehends the corporate mission (Abratt 1989, 69—70). In brief, personality is what
makes Company X Company X (Bernstein 1984, 56). Markwick and Fill (1997, 399)
introduce another interesting idea that helps further describe personality: an identity cri-
sis. It can occur when there is psychological confusion caused by an inability to recon-
cile differing elements in one’'s personality’®. Nevertheless, the concept of corporate

19 Definition by Chambers English Dictionary.
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personality has not been used extensively; academic writers only tend to mention per-
sonality while concentrating on the other concepts that will be introduced next (Balmer
1998, 975).

Corporate personality determines corporate identity (Van Heerden & Puth 1995,
12) through self-analysis, which is used in a company to better comprehend its own
characteristics, competences, and sought-after objectives. Self-analysis may happen
subjectively and intuitively, being just a perception of corporate personality, or ration-
ally through a well-planned procedure (Markwick & Fill 1997, 401). Corporate identity
refers thus to the picture that a company has of itself, to its sense of sdlf. It isthe core of
a company’s existence, formed over time and affected by various factors, such as the
company’s history, values, strategies, personnel and beliefs. (Ind 1992, 19.) Corporate
identity summarises the commonly understood characteristics that personnel uses to de-
scribe the company’ s way of approaching its products, working, customers, and inves-
tors; thus it describes the fundamental company features. Corporate identity can be per-
ceived on adaily basis in the practices employed by managers in their internal and ex-
ternal connections. (Fombrun 1996, 36.) It is very difficult to change corporate identity
because of its profound nature, but it can be communicated to the customers through
corporate identity programmes. (Ind 1992, 19.)

Corporate communications refer to the connection between a company’s identity
and image. The term describes the total of the company’s messages from all sources,
expressing its image to al of its audiences (Gray & Bamer 1998, 696). Typically,
identity and image are considered as the two ends in the communication process. com-
munication isthe activity that converts the identity into corporate image (Christensen &
Askegaard 1999, 296; Ind 1992, 137). What the stakeholders see after assessing the
corporate identity is corporate image (Dalton & Croft 2003, 12).

Hence, corporate image is formed in the minds and eyes of customers,; Bernstein
(1984, 40) aptly defines an image as a presentation in the mind. In words of Worcester,
corporate image is the net result of the interaction of all the experiences, beliefs, feel-
ings, knowledge and impressions that people have about a company (Bevis 1967, re-
ferred to in Bernstein 1984, 40). In short, corporate image is the representation of a
company held by an audience and based on the aggregate of all received messages (Ind
1992, 21). The audience’s impressions of a company may be correct as well as misin-
terpretations. hence, corporate image is more regularly subjective than objective
(Bernstein 1984, 40). A company may wish to relay a certain kind of image of itself but
the crucial part in the communication is the reception of the message. Although the
company may suppose to be communicating only when it intends to, the fact is that
everything a company says or does is considered communication in the eye of the re-
ceiver. (Ind 1992, 21.) The corporate image is inaccurate more often than a reflection of
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the company’ s true identity; it may become contorted as a consequence of rumours or a
company’s attempts to influence the public via advertisement and other types of com-
munication. (Fombrun 1996, 37.)

Whereas corporate image may be changed through communication or sructural
modifications, corporate reputation demands cherishing and stability in image
(Markwick & Fill 1997, 398). Reputation is thus a broader concept than image com-
prising stronger and deeper factors. Corporate reputation can be described as an inter-
pretation of past actions and future prospects of a firm and it depicts a company’s gen-
eral attractiveness to its customers and stakeholders in comparison to its main com-
petitors. (Fombrun 1996, 72.) Based on the American Heritage Dictionary’ s description
of “reputation”, Fombrun (1996, 37) defines corporate reputation as the overall estima-
tion in which a company is held by its constituents. Balmer’s (1998, 971) definition of
corporate reputation states that it is the perception of an organisation which is built up
over a period of time and which focuses on what it does and how it behaves. While a
company can consciously design and build its image, a reputation has to be earned
through actions. Thus its creation is much more time-consuming than that of a corpo-
rate image. (Daton & Croft 2003, 9.)

To sum up, Figure 3 shows the interactions between these concepts. Personality in-
cludes the personnel’s values and the company’s characteristics, which through self-
analysis constitute the corporate identity, the company’s picture of itself. Identity is
then conveyed through corporate communications to different audiences, who create an
image of the company based on all they know about it. When considering all the images
a company has had in time and its future prospects, the audiences finally have an idea
of the corporate reputation of a certain company.

Planned communication

Self-analysis Unplanned cues Time
Corporate Corporate Corporate Corporate
personality " identity " image " reputation
Exogenous factors

Figure 3 Relationships between corporate personality, identity, image and
reputation*

" Modified from Markwick & Fill 1997, 400 and Gray & Balmer 1998, 696.
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Although this thesis concentrates on corporate image, all of the presented four con-
cepts are very closely connected and therefore diverse research on especially corporate
identity and reputation are being referred to. The point is to increase insight about
corporate image. However, if a referred study has focused on either identity or reputa
tion, it is clearly mentioned in the thesis, because the concepts are not identical and
cannot be used as synonymes.

3.1.2 Dimensionsof corporateimage

Before moving forward to corporate image management, a proper understanding of the
formation of corporate image is sought to be achieved. Because consumers may have
numerous conceptions about a company (Keller 2003, 9), it is not easy to specify all as-
pects affecting corporate image. However, many authors have identified diverse factors,
dimensions, and associations in relation to corporate image.

Probably the first study specifying image dimensions was conducted by Spector
(1961) in the 1960s. He introduces six basic dimensions of corporate image derived
from a factor analysis that included 45 characteristics formerly used in psychological
tests investigating human personality. The six dimensions are: dynamic, co-operéative,
business-wise, character, successful, and withdrawn and each of them is complex in-
cluding a number of characteristics of the same type. To obtain an idea of a certain
company’ s image, these dimensions are first to be ranked by their strength, that is, how
strong the company is in each of the dimensions. Then the dimensions' order of impor-
tance has to be resolved in order to learn whether the factor in which the company is
strong at, is of little or high importance to the consumers. Spector (1961) suggests that
the dimensions' ranks in the order of importance might be stable inside each industrial
category and that they should be studied.

The factors that Fombrun (1996, 71-72) mentions as contributory to a powerful and
positive reputation are credibility, reliability, trustworthiness and responsibility. These
are features that a company should possess in the eyes of its congtituents to assure the
long-term health of its reputation. According to Fombrun (1996), it is therefore the sum
of subjective judgements on these factors that shape the reputation of a company. Al-
though there is a conceptual difference between reputation and image, these factors can
give us some insight to the formation of corporate image, because, as mentioned earlier,
reputation is formed based on corporate image over time. Also Greyser (1999, 179) has
introduced six factors that together create a company’s total corporate brand equity
score in a specific country and in relation to its key competitors. The factors are based
on 25 solitary image-related questions that were posed to 10 000 executives worldwide
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in Opinion Research Corporation International’s (ORC) reputation research® and that
were later grouped with the help of modelling and analytics. The key factors discovered
were: competitive effectiveness, market leadership, customer focus, familiar-
ity/favourability, corporate culture, and communications. Each of these factors includes
many different attributes, from financial strength to well-differentiated products and to
effective advertising.

Another author who has listed examples of corporate image dimensions is Dowling
(1986, 112—113). According to him, a company may be known by factors like compe-
tent management, quality products, sound financial condition, regular dividend pay-
ments, social responsibility, reliability, modernity, technological leadership, develop-
ment of many new products, being an equal opportunity employer, spending money on
R&D, caring about the local community, and helping charities. Dowling concludes that
corporate images are inherently multidimensional and therefore it is not possible to give
acomprehensive list of image dimensions.

Taponen (1970, 23) has identified seven groups of factors looking at corporate im-
age. Power factors refer to different ways of measuring the powerfulness of a com-
pany, such as size of the company, its economic resources, familiarity, influence, reli-
ability, and personality images. Activity-modernity factors strengthen instead the ac-
tive image of a company and include economic growth, growth in size, activity in ser-
vices and contacts, and corporate democracy. Often companies also seek to create and
support traditions through different tradition factors, which may be related to the
branch, to the family and personalities, to corporate activities, or to the company’ s age.
Rationalising is a very typical feature of a modern company, and rationality factors
comprise target-orientation and persistence of the activity, rationality of the activity,
organisation and authority, level of technology and R&D as well as information, publi-
cation, and the opinions and influence of external experts. It is also important for a
company to be regarded as ascertainable, necessary and worthwhile, which can be en-
hanced through relevance factors including purpose of the corporate activity along
with economic and social function of the corporate activity. Individuality factors, in-
cluding both visual appearance and individuality in corporate actions, indicate whether
a corporate image contains personality or is seen merely as cold numbers in the eyes of
consumers. Finally, uniqueness factors express the distinctiveness of a company as
well as the extent to which a company is differentiated from its competitors, and it is
evaluated based on everyday activity, technology, products/services, and information
and advertising. According to Taponen (1970, 23), other factors and classification bases
definitely exist but the ones mentioned are comparable because they are of an equal

12 Greyser served as a non-executive director on the board of ORC and worked on the conceptual
development of ORC' s corporate reputation practicein 1999.
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weight. Because a corporate image cannot be built on a single factor, there has to be
some selection and emphasis on certain dimensions. If the corporate image comprises
too many factors of equal strength, the whole remains too feeble. It can be suggested
that a corporate image comprising too many dimensions loses its identity.

These are only examples of various classifications of corporate image dimensions.
Essentially, stakeholders assess a company in all thinkable areas and therefore it is not
possible to construct a comprehensive list of factors. The dimensions will be further
discussed in Chapter 3.2.3 in association with corporate image management.

3.1.3 Corporate communications

It is essential to also understand how corporate communications function because it
forms the nexus between corporate identity and the desired corporate image and/or
reputation, giving it a position of particular importance to a company (e.g. Scholes &
Clutterbuck 1998, 228). Therefore, this chapter concentrates on different types of com-
munications and the various audiences and channels of it. If a company lacks commu-
nication sKkills, its opportunities to affect the corporate image are limited. Gray and
Balmer (1998, 696) define corporate communications as follows:

Corporate communications is the aggregate of messages from both official and
informal sources, through a variety of media, by which the company conveys its identity
to its multiple audiences or stakeholders.

An essential thing to notice about the definition is that corporate communication re-
fers to all communication; even to messages the company was not intending to send or
did not realise it was sending. A company is in fact communicating to all of its publics
through everything it says or does (Ind 1992, 21). Because the audience builds ideas
based on communication, whether planned or unplanned, and the company image there-
fore is influenced by it, every company should adapt a holistic view of the communica-
tion process (Bernstein 1984, 118).

Van Ridl (1995, 8-14) has suggested that corporate communication comprises three
types of communication: management, marketing, and organisational communication.
Management communication focuses on organisational members and exists often in
form of commandments, supervision, and incentives. M arketing communication fo-
cuses on consumers and aims at building interest and awareness for the company’s
products and/or services. The marketing department has a set of tools for these pur-
poses, such as advertising, sales promotion, and product PR. Organisational commu-
nication typically has various focus groups because of a web of interdependent rela-
tionships between a company and individual constituencies (e.g. stockholders, employ-
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ees, suppliers etc.). Furthermore, a lot of corporate level communications are contained
in this form, for example investor and corporate public relations, employee and re-
cruitment communications. (Balmer & Greyser 2003, 144.)

In order to gain a better understanding of corporate communications as a whole, a
communication wheel will be introduced. It has originally been designed by Bernstein
(1984, 117-124), and further updated by Balmer and Greyser (2003, 141). First of all,
there are nine audiences to which a company communicates. internal, local, influential
groups, trade, the government, the media, financial, customers, and the general public.
According to Balmer and Greyser (2003), two additional audiences exist: business part-
ners and prospective employees. Further, there are nine channels that a company may
use: product, correspondence, public relations, personal presentation, impersonal pres-
entation, literature, point of sale, permanent media, and advertising. Bamer and
Greyser (2003) have updated this model by adding two totally new channels: sponsor-
ship and new media, and by extending PR to include corporate marketing, and corre-
spondence to include direct marketing. Figure 4 presents the updated wheel in which
the different communication channels and audiences can be seen.
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Figure 4 The updated corporate communications wheel

It is notable that none of the channels are linked to any of the audiences but in
principle, each combination is possible. Although some of the combinations might be
unreasonable, it is beneficial for the corporate communicator to think out of the box,
which could possibly lead to innovative ideas. The communicator may also be inspired
to consider corporate communications as a totality, which can lead to improved coordi-
nation. (Bernstein 1984, 118.)

Two of the inner circles, industry and country of origin, existed already in the
original version of the wheel. They were included because of their influence in corpo-
rate image: each industry and country has their own image and stereotypes that affect
companies active in those industries and coming from those countries. (Bernstein 1984,
122-123.) Balmer and Greyser (2003, 140-141) have further added corporate brand
along with business, partner ships and alliances to the inner circles and finally envi-
ronmental factor s to the outer circle of the wheel.

13 Original version by Bernstein 1984, 124; updated by Balmer & Greyser 2003, 141.



3.2  Management of corporate image

3.2.1 Relationships between corporate image, strategy and positioning

In addition to corporate communications, corporate strategy — or more specifically posi-
tioning — is the key to creating a desirable corporate image. Therefore, it is useful to un-
derstand the connections between all of these concepts before discussing corporate im-
age management.

Corporate strategy involves management of various matters, such as composing
businesses, allocating resources between businesses, formulating business unit strate-
gies, controlling business unit performance, coordinating business units, and creating
company cohesiveness and direction (Grant 1995, 396-397). It is the general plan con-
necting the company with its environment. As stakeholder groups form the environment
and the corporate image illustrates their opinion of the company, one can actually pre-
dict the success of a strategy (in respect to a certain public) by looking at the corporate
image. (Gray & Smeltzer 1985, 73.) Thus, corporate strategy and corporate image as
concepts are interrelated. When constructing the strategy, it is also important to under-
stand the company’s positioning (Ind 1992, 49). Positioning refers to the implantation
of a desired image in the minds of consumers, distinguishing the company from its ri-
vals, and it is the most important component when building a desired corporate image
(Dalton & Croft 2003, 13) (positioning is discussed in more detail later in this chapter).
Hence, it is indispensable to consider corporate image in the strategy planning (Gray &
Smeltzer 1985, 73).

For a strategy to be efficient the publics have to understand it correctly and the com-
municated image has to be positive (Gray & Smeltzer 1985, 73). Perception gaps be-
tween identity and image may be avoided through good positioning and therefore if any
imbalances occur, the positioning strategy should be re-examined (Dalton & Croft
2003, 13). Another source of imbalance is failure in communication of the strategy, in
which case corporate communications have to be focused on. However, companies
have to secure that their corporate images contribute to the achievement of their forth-
coming strategies. (Ind 1992, 107.)

When discussing images and their strategic roles to a company, one must take into
account that there are different images concerning a company. Although thisthesis con-
centrates on corporate image, other important types of image exist, such as product im-
age and brand image, and it is important to separate them from each other (Dalton &
Croft 2003, 12). Especially later on in this thesis, when analysing the case acquisition, it
is important to distinguish between corporate and brand image, because The Body
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Shop’s image in a way transformed from a corporate image to a brand image when ac-
quired by L’ Oréal.

As Olins (1983, cited in Bernstein 1984, 47) says. the brand identity is aimed at one
audience — the final consumer — but the company identity is aimed at many. The same
rule can be directly applied to corporate images, because they are based on corporate
identities. Barich and Kotler (1991, 95) explain that while corporate image refers to
how the public assesses the entire corporation, product image refers to how a certain
product category is regarded, and brand image to how a certain brand competing with
other brands is perceived. Dowling (1993, 105) suggests that corporate image is af-
fected by images that are super and subordinate because it is part of a hierarchy of im-
ages. As noted earlier in relation to the communication wheel, country of origin and in-
dustry images can influence significantly consumers evaluation of a corporation. On
the other hand, product and brand images can also have an important influence to the
corporate image. Dalton and Croft (2003, 90) propose further that a good corporate-
level reputation istransferable to brand image and reputation over time.

Furthermore, Barich and Kotler (1991, 95-97) have introduced a fourth kind of im-
age for acompany called marketing image. It refers to the manner in which the public
sees the quality of the company’s overall marketing offer along with its marketing mix.
The difference in comparison to corporate image is that when a company has a good
marketing image, the public is confident of getting high value when buying (in form of
good products, reasonable prices etc). Barich and Kotler (1991) claim that a firm may
gain an excellent corporate image through being a good citizen and communicating that
to the public, but an inferior marketing image may practically nullify these efforts be-
cause consumers are not willing to ignore for instance product weaknesses, no matter
how benevolent a company is.

According to Fombrun (1996, 393) when a company follows a strategy with each
key stakeholder group that congtantly differentiates it from the competitors, the identifi-
cation of the company as unique is strengthened and economic value is generated. Con-
sequently, the more carefully a firm follows the differentiation strategy, the more
probably key stakeholders will credit it with having a strong reputation (resulting from
strong corporate images over time). Dowling (2004, 31) emphasises the role of corpo-
rate reputation as a strategic asset and as a source of potential competitive advantage.
According to him, it is essential for companies in some industries to enjoy a widely
recognised, good reputation. For them, it is strategic in terms of success that the public
trusts and has confidence in the company. A good reputation is in other industries at-
tached to a certain company characteristic of particular significance, to the key stake-
holder group and/or to the targeted customers. A company just needs to verify that this
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good reputation is dynamically supportive of the areas in which it is actually competing
(Dowling 2004, 34).

According to Hankinson and Cowking (1993, 1), a brand’s positioning defines the
brand’s point of reference with respect to the competition. Another definition for posi-
tioning is offered by Kotler (2003), namely that it is the act of designing the company’'s
offer and image so that it occupies a distinct and valued place in the target customers
minds. Also Balmer and Greyser (2006, 736) have a similar definition for positioning, it
being the organisation’ s position relative to its competitors, however they further spec-
ify that it covers size, geographical coverage, product, and service range.

An organisation’s desired positioning in the minds of its key constituents is one of
the most crucial strategic decisions encountered by managers. They have to choose the
organisational characteristics and features that are to be focused on and communicated
to the key stakeholders. This set of organisational elements — which the constituents are
desired to perceive as the most relevant attributes — forms the intended image of a
company for that specific group of stakeholders. (Brown et a 2006, 103.)

In positioning a desired image of products and services — differentiating them from
rivals products and services — is thus implanted in the consumers' minds. Positioning
can in fact be regarded as the principal component in building a desired corporate im-
age. (Dalton & Croft 2003, 13.) Finding a direction for marketing strategy is facilitated
by good positioning of the brand because it sheds light on issues such as the brand’s
essence, points of uniqueness and similarity in reference with competing brands, and
purchase and consumption motives (Keller 2003, 120). It is therefore essential that
company strategy is based on a deep comprehension of the company’ s positioning (Ind
1992, 49); decisions concerning positioning and segmentation are predominant to the
elaboration of a global marketing strategy (Hassan & Craft 2004, 83).

Keller (2003, 136-150) introduces guidelines for performing brand positioning. The
first stage is defining and communicating the competitive frame of reference which
refers to deciding on the category membership; that is with whom the brand competes.
Through communication of the category membership the consumers are informed of
what kind of objectives could be reached by using the product. The next step is the
choice of points of parity (POPs) and points of difference (PODs). POPs mean attrib-
utes in which the brand wishes to be on the same level as the competing brands whereas
PODs are the attributes in which the brand wishes to be outstanding compared to them.
It is crucial that the PODs are aspects found desirable by the customers but also that the
company is believed to be able to deliver them. After choosing POPs and PODs, they
have to be established. At this stage attention must be paid to the fact that these attrib-
utes often are negatively correlated, meaning that for example a brand advertised as in-
expensive tends to be perceived as a low quality simultaneously. Finaly, positioning
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needs to be updated over time in two ways: by deepening the meaning of the brand and
by responding to competitive challenges that are threatening the brand’ s positioning.

3.2.2 Integration strategiesfor corporate and product brands

Degree of integration in post-acquisition phase affects corporate image management
greatly, making it one of the most important decisions affecting management of corpo-
rate image. This decision should therefore be made already before concluding the deal,
so that corporate management process can begin as early as possible. This chapter first
introduces two different frameworks for corporate identity integration strategies and
then movesto strategies for product brand integration.

There are various scenarios of how much integration is optimal after an acquisition;
for example Pablo (1994, 803) has suggested that the decision over the level of integra-
tion after an acquisition is founded on diverse criteria, such as cultural and political fac-
tors and strategic and organisational needs. This chapter introduces models determining
the level of integration, inter alia, based on the motives of the acquisition and corporate
identities of the joining companies. The four basic strategies for integrating cor porate
brands of combining companies (Company A and Company B) presented by Basu
(2006, 29-31) are: One Brand (A or B), Joint Brand (A and B joint), Flexible Brand (A
and B separately) and New Brand (C). She also suggests that certain strategies should
be used in connection with certain M&A types. Figure 5 shows the integration alterna-
tives and the connections between them and different M& A types.
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Figure 5 Integrating corporate brands™*

For example, if the acquisition is motivated by product or market extension, the ap-
plicable integration alternatives are to either have both companies under one of the cor-
porate brands (one brand) or to keep these brands separated from each other (flexible
brand). However, this framework offers two different alternatives to most of the situa-
tions motivating the acquisition.

The second framework has been introduced by Zaheer, Schomaker and Genc (2003,
189-190) who suggest different levels of organisational integration to be undertaken
after an acquisition depending on the relative strength of each company’s organisa-
tional identity and the companies combination potential. Although it is common that
in a company there is some feeling of oneness, in certain companies this identification
isvery strong and in others alot weaker. The three possible cases when entering M& As
are that both companies have strong identities (Case A in Figure 6) or weak identities
(Case B) or that one of them has a strong identity while the other has a weak one (Case
C). Even though it is often the case that the larger company has the strongest identity,
also some small companies inspire intense devotion in their personnel. The other di-
mension in the framework is combination potential, which refers to diverse sources of
synergies in the M&A, such as operational, collusive, managerial, and financial syner-
gies. Combination potential can refer to both similarities and complementarities be-

14 Source: Basu 2006, 30.
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tween the companies and it is often the strategic and/or economic rationale for the
M&A. (Larsson & Finkelstein 1999, 4-5.) Figure 6 illustrates the alternative integration
strategies according to the framework by Zaheer et al. (2003).
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Figure 6 Merged firm organisational identity™

The integration strategy is thus chosen based on a set of circumstances; for example
if both companies have strong identities and their combination potential is high, they
are to create a new identity. However, the concept of combination potential might be
seen as speculative to some extent, because realisation of synergies is rarely definite —
even if they in most cases are expected.

Basu's (2006, 32-36) four strategies for integrating product brands are also dis-
cussed here, because in some M&As (such as in the case acquisition) corporate brands
become product brands as a result of M&A. These strategies are based on two dimen-
sions. offer (same/different) and message (same/different). Basically, offer refersto the
variety of products, whether the company sells the same or different products (or a
range of them) to all of its segments. Message refers to the positioning of the products,
whether the company uses the same or different message for all its products. The possi-
ble combinations of these dimensions are: Global Brand (same offer, same message),
One Offer (same offer, different message), One Message (different offer, same mes-
sage) and Best Fit (different offer, different message). Figure 7 shows the different
combinations.

15 Source: Zaheer et al. 2003, 189.
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Although this framework is relatively narrow, it can offer a foundation for figuring
out the degree of product brand integration after M&A and help to further design the
final relationships between the different product brands.

3.23  Corporate image management

The third sub-question of this research concentrates on management of corporate image
and this chapter will therefore explain this task thoroughly. As discussed in the previous
chapter the management process progresses differently depending on the chosen image
integration strategy: whether the corporate images are to continue to exist separately or
to be integrated with each other. Connection to M&As will be made based on Ind’'s
(1992) drategic approach to corporate identity programmes on each of its steps.

In the past managing corporate image was not considered relevant to corporate strat-
egy, but during the last decades it has become an issue of great importance. Today, to
establish and retain a superior image is an essential part of constructing an efficient cor-
porate strategy. (Gray & Smeltzer 1985, 77.) In fact, corporate image management can
be regarded as the key to assuring and sustaining people’'s reliance on the company
(Gray 1986, 4). It is common that different constituents hold varied images of a com-
pany deriving from a set of perceived identity signals (Markwick & Fill 1997, 398).
According to Dowling (1993, 101) it is the fundamental principle on which the man-
agement of corporate image is built that every individual has his or her own image of a
firm.

While talking about corporate image management, attention should also be paid to
what has been written about corporate identity management because, as Margulies
(1977, 66) proposes, image can be influenced indirectly through the management of the
corporate identity. Hence, the end objectives are practically the same. As noted earlier,

16 Source: Basu 2006, 33.
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identity and image tend to be seen as counterparts in the communication process
(Christensen & Askegaard 1999, 296).

It can be a complicated task to plan a thorough programme reflecting a corporate im-
age that considerably supports the success of corporate strategy (Gray & Smeltzer 1985,
74). However, coordination of a company’s internal operations in order to construct the
groundwork for the looked-for image is the key to the management of corporate images
and their elaboration into marketing assets. Ries and Trout (1981) have in fact made
popular the notion of employing image as a market positioning tool, proposing position-
ing to be regarded as the fifth P of marketing®’. (Dowling 1993, 101.) According to Ind
(1992, 196), identity programmes are undertaken with the aim of managing corporate
communications in such a manner that the right messages about identity are communi-
cated, leading to the creation of an image that assigts in the achievement of corporate
goals.

The corporate image management necessitates a perception of image formation and
of its regular measurement because adapting the corporate image has to be done based
on the knowledge of the present image and the ability to change certain elements about
it (Dowling 1993, 102). The dimensions of corporate image were discussed in Chapter
3.1.2 and will not be further discoursed here. The measurement of corporate image can,
according to Worcester (referred to in Bernstein 1984, 205), be done solely through atti-
tude research. It is the only way to measure image because, as already established, cor-
porate image is the perception of the company in the minds of stakeholders (Bernstein
1984, 205). Hence, a company should research the public’s attitudes toward itself.
Barich and Kotler (1991, 94) recommend the usage of an image tracking and manage-
ment system for the achievement of this goal. They define it as a system of periodically
collecting, analysing, and acting on information that describes how different publics
view key attributes of the company’s performance. According to them, the main bene-
fits of the system for the company are:

The possibility to

- become aware of adverse changes in image and take early action before the com-

pany is harmed

- recognise essential fields in which improvement is needed because the com-

pany’ srivals are stronger in them

- recognise essential fields in which it outperforms its rivals in order to get the

most out of them

- discover whether the image has become better through corrective actions taken

Y Thetraditional four P’s of marketing are: Product, price, place and promotion.
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Attitude research enables the company therefore to improve its image in specific
segments by modifying particular features in the company’s actions and comments
about itself (Dowling 1993, 105). The information gained through research also makes
it possible for the management to decide if the corporate images can be considered as
strengths or burdens to the company and whether they can benefit from the implemen-
tation of the strategy (Dowling 1993, 106).

Abratt (1989, 69-74) was the first to design a conceptual model for the corporate im-
age management process after various authors had written about corporate identity pro-
grammes. Abratt’s model includes three stages: (1) corporate personality, (2) corporate
identity, and (3) corporate image. The first stage, corporate personality, starts with un-
derstanding corporate image: it is essential to obtain a comprehension of image before a
company can begin to manage it. Managers' need an understanding of the different as-
pects of the company: who it is, what it believes in, and what it represents. This can be
achieved through an exercise of formally articulating firstly the corporate philosophy,
which expresses the company’s core values, and secondly assumptions, which further
form the corporate culture. The next step is strategic management, which contains for-
mulation and implementation of the strategy. The managers first have to define the cor-
porate mission, which clarifies the connection between corporate philosophy and strate-
gic management. Then the general business objectives are to be set and the practical
way of how they are to be met is stated. In conclusion, the phases of the first stage are:
Corporate philosophy — Core values and corporate culture — Strategic management
— Corporate mission — Business objectives — Strategy formulation — Strategy im-
plementation

The second stage, corporate identity, begins by elaborating the communication ob-
jectives. The managers should be able to define the company’ s communication philoso-
phy and, in case there are incongruities, corrective actions should be taken. Although at
this point the general business objectives and strategy are often decollated into individ-
ual functional objectives and strategies, the opposite direction offers better support for
corporate image management. Hence, the communication of each function’s objectives
and strategy should be recombined and it is essential to create an overall communica-
tion game plan traversing all functions. This plan involves both structures and systems
and it should serve to create and manage them in away that guarantees the achievement
of all objectives related to corporate image and communication. Nominating a division
responsible for corporate image, reporting to the CEO, commences the communication
game plan. The division is then to evaluate all present management systems associated
with corporate image and, if needed, revise them or even add more systems for image
management. Additional tasks for this division are, among other things, confirming that
all corporate communications are supported by the corporate philosophy, researching
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the image, and producing an annual report. To summarise, stage 2 has got three activi-
ties: Organisation’s communication objectives and game plan — Functional communi-
cation objectives — Development of structures and systems.

A central term in stage 3, corporate image, is image interface, which refers to the
place in which the company has a connection with the stakeholders. That is thus where
the stakeholders' impressions — which in turn construct the corporate image — are af-
fected by the output of different management systems. Because different constituents
encounter different outputs, there may be potentiality to find a particular series of man-
agement systems targeted at a certain stakeholder group that would produce synergies
in the corporate image management process. Hence, the optimal situation in corporate
image management would be the management of the systems as an entity vis-a-vis the
stakeholder in question. Figure 8 shows the company’s different stakeholders for clar-

ity.
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Dowling (1993, 106-107) has got a different standpoint on corporate image manage-
ment. He has introduced four different approaches to building corporate images. path-
finders, commander, change, and vision approach. The pathfinders are generally foun-
ders of companies or entrepreneurs with a strong public profile that is of assistance in
confirming that everyone is aware of the company’s direction and what it supports. The
CEO thus persuades the others (i.e. stakeholders, customers, employees etc.) of the

18 Source: Abratt 1989, 71.
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worthiness of his/her vision. Case company The Body Shop’'s founder, Roddick, is
mentioned as a typical example of this approach. The commander approach is charac-
terised by a CEO having the role of arational analyst. He/she conducts vast researches
of the market situation and the rivals before amending the company’s ideal image. The
change approach is kind of an extended version of the commander approach but the
CEO is described as an architect of corporate image change. He/she takes advantage of
the company’ s control mechanisms and resources in order to create a special unit which
researches the existing images and suggests a change policy based on that. Finally, in
the vision approach the CEO assembles a set of managers to plan a vision for the com-
pany. Feedback and comments on it are then gathered from the employees, and if
needed, modifications are made to the vision. In the end, a statement of the vision is
normally published and it becomes the base for the company’ s future actions. (Dowling
1993))

Also Ind (1992, 48) has presented a model, although it is designed from the point of
view of the corporate identity. As explained earlier, identity management influences
corporate image and therefore Ind’s (1992) model is relevant to the study. His strategic
approach to corporate identity programmes comprises seven steps that are introduced
in Figure 9. In the following, Ind’s (1992) approach is applied in M&As.
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Figure 9 Strategic approach to corporate identity programmes™®

Firstly, the joining companies have to gain a comprehension of their industry’s (or
if the acquisition is vertical or conglomerate, both industries’) driving forces for com-
petition, for instance through Porter’s model of five forces®, in order to be able to de-
cide the best strategy. Next, the companies positioning srategies have to be analysed
and compared to each other. Also this can be done by using Porter’s model, namely the
one of three generic strategies™. While strategy gives a direction to a company, for it to
be operational it is important that the company is managed efficiently to reinforce the

% Source: Ind (1992, 48).

% porter's five competitive forces are: Potential entrants, substitutes, suppliers, buyers, and industry
competitors.

2 Porter’s model of three generic strategies indudes two dimensions: Competitive advantage (lower cost
vs. differentiation) and Competitive scope (narrow vs. broad target) and the possible strategies are: (1)
Cost leadership (2) Differentiation, and (3) Focus.
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direction. As a consequence, it is crucial that each of the joining companies compo-
nents, that form the corporate identity, boost and support the competitive advantage,
which the strategy has as an objective. This issue is central in relation to M&As be-
cause after an acquisition there will most likely be incongruities in the joining compa-
nies corporate identities and therefore comprehensive plans on the desired integrated
corporate identity should be designed if the companies are to be integrated to each
other. Even if less integration is planned, it has to be secured that the corporate identi-
ties are not contradictory. (Ind 1992, 51-60.)

After the identity issues are clear, acommunications audit is to be undertaken. It is
done in order to find out the efficiency of identity and strategy communications and it
has two steps: first all forms of both companies’ internal and external communication
are compared to each other and evaluated. Second, the range of the companies’ audi-
ences is researched to resolve the effects that all communications have to the corporate
image. Joining companies communications are often integrated to each other in
M&As, but if thisis not done, it is crucial to confirm that both companies’ communica-
tions affect corporate image similarly. Finally, the corporate image and its strengths
and weaknesses are evaluated. The primary goal is to examine whether the image is
beneficial to achieving the strategy or whether it is obstructing it instead. However,
when two companies are integrated to each other, the joint corporate image will not be
researchable instantly, because it takes time before the joining companies are seen as
one. Even if the companies are to remain separate after the acquisition, there might be
relatively radical changes in their corporate images immediately after the acquisition,
which then are likely to be smoothed out with time. If dissonance exists between cor-
porate image and strategy achievement, the company is in need for a new direction, the
attainment of which begins from the definition of new objectives that are to be agreed
by everyone. Thisis a very essential phase because as the identity programme has been
concluded it has to be assessed based on the original goals. The first time the identity
programme is pursued after an acquisition might not yet lead to a superior merged cor-
porate image, but the programme restarts in the end by the definition of new goals and
each circle will improve the end result. (Ind 1992, 78; 85; 113.)

After introducing all these models of corporate image management, it must be re-
marked that the majority of these programmes are not to be seen as sources for funda
mental change, but rather as an evolutionary process (Ind 1992, 20). Van Riel and
Balmer (1997, 348-349) summarise that although many authors have presented ideas of
an efficient corporate image or identity programme, they differ only little from each
other. Typically they offer checklists and plans of action, aiming at helping with the de-
cision making, but the processes tend to be based on the same four stages. problem rec-
ognition, development of strategies, execution of action plan, and implementation. In
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M&As, the corporate image management process is much more complex than in case of
a sole company, because it concentrates on two corporate images instead of one and
often on integrating them to each other. Another issue of importance in management of
corporate image is crisis management, the role of which is central especialy when ac-
quiring a company with a different corporate image, because such a situation might
cause a lot of media attention. The following chapter will look at this matter.

3.24  Crids management

Defending corporate image and reputation is of major importance in image manage-
ment because they are in danger to be damaged — more or less seriously — all the time
(Davies 2003, 99). In the 1980s, as many as thousands of companies worldwide were
hurt by a loss of image for reasons like environmental disasters, slipping from ethical
standards, market deregulation, and poor customer service (Dowling 1993, 101). As it
is not possible to envision every potential crisis that could encounter a company, the
feasible thing to do is to design a general plan about handling crises (Chajet 1991, 98).
Especially in M&As, before concluding the deal, diverse potential crisis should be as-
sessed and a proper crisis management plan should be designed.

Fombrun (1996, 206) has listed issues that a company should regularly draw atten-
tion to in order to defend its reputation®. The company should first of all discuss things
in which failures could occur and estimate its ability to anticipate dishonest or unethical
behaviour, scandals, and other kinds of crisis that could possibly menace its reputation.
It should also be aware of the degree to which it is prepared to respond to unexpected
incidents and recognise the different forms of behavioural controls and monitoring sys-
tems established in avoidance of crises. Finally, the company should be familiar with
the existing adjustment systems that protect the integrity of its actions.

Actually, protecting a corporate image and reputation begins by thinking the unthink-
able and being prepared for that possibility. A crisis is referred to in cases where the
company’s reputation is endangered or hurt as a result of unfavourable media state-
ments, causing loss of profit and sales in the short run and harm to reputation in the
long run. (Davies 2003, 99.) A requirement for crisis management is to recognise the
significance of image, both in good and bad times (Chajet 1991, 98).

However, regardless of how skilfully a company defends its reputation, a crisis
might still occur. In that case, Bernstein (1984, 230-232) suggests some guidelines for
the company to follow. To begin with, the company should take initiative, keep in con-

22 Corporate image and reputation protection have congruent objectives, and therefore also reputation is
discussed here.
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tact with the media, speak truthfully and treat media with respect. Silence is easily re-
garded as guilt and by co-operating with the media the public will see the incident in
context. The company should also not speculate nor ask for a retraction and it should
make sure that the internal communications are good and that the communications are
kept simple. It must remember that anything said can be quoted and if/when misguotes
happen, retraction will only put more attention to the matter. Lastly, the company
should analyse the headline and the questions, it should think in terms of people and
monitor and follow up all media coverage. These actions help to keep messages con-
centrated, factual and personalised and to improve mediarelations.

To conclude, to communicate effectively is not enough to gain a positive reputation;
steady performance of several yearsis also required. But a co-ordinated communication
programme can indeed strengthen and support a favourable reputation. (Gray & Balmer
1998, 696.) Bernstein (1984, 244) summarises fittingly the relationship between image,
management and communications:

If the image is false and our performance is good, it's our fault for being bad
communicators. If the image is true and reflects our bad performance, it’s our fault for
being bad managers. Unless we know our image we can neither communicate nor man-
age[it].

3.3  Synthesis

The fundamental assumption behind this study is the importance of corporate image re-
lated matters in M&As. The relevance of this study and its research questions relies on
the importance of this relationship. Therefore, another research is presented here con-
firming the significance of corporate identity and corporate communications in M&AS.
Balmer and Dinnie (1999) have established a merger mix (see Figure 10), which refers
to the key drivers for successful M& As and includes four factors: stakeholders, corpo-
rate identity, corporate communications, and finance.
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Figure10  The merger mix®

First of all, it is a prerequisite to a successful M&A that the demands of different
stakeholder groups of both companies are addressed. For M&As to be successful the
approval of various stakeholders is needed and they must thus realise the advantages of
the M&A. (Balmer & Dinnie 1999, 189-190.) The following factor in the merger mix is
corporate identity and in relation to that, the authors suggest that the joining compa-
nies should consider different questions in order to begin the operationalisation of this
step. These questions concern evaluating the strengths and weaknesses of both compa-
nies businesses and markets, dominant cultural forces within the organisations, leader-
ship styles, histories, and company structures. (Bamer & Dinnie 1999, 190.) The cor-
porate communications is another important factor of the merger mix and Balmer and
Dinnie (1999) present various benefits of effective corporate communications. The is-
sues that can be identified through it include stakeholders and channels (both controlled
and uncontrollable) that are essential to M& A success, and weaknesses in communica
tion strategy that could potentially result in gaps that might further be filled with ru-
mours and assumptions. (Balmer & Dinnie 1999, 190.) Finally, Balmer and Dinnie
(1999, 191) emphasise the importance of financial questions’ contribution to M&A
success, but they acknowledge the plentifulness of articles written on it and do not
elaborate it further. Balmer and Dinnie (1999, 191) wish to highlight that while finan-
cial concerns are important they should not eclipse the important corporate identity,
corporate communications and stakeholder issues which often determine the ultimate
success or failure of a merger. The merger mix will be further referred to in Chapter
6.3.3 where these issues are discussed regarding the case acquisition.

There isavadt literature basis for this study regarding M& A motives and challenges
and corporate image management, and this study’s main purpose is to combine these

2 source: Balmer & Dinnie 1999, 189.
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two theoretical backgrounds through the three sub-questions of the research. Combina
tion of the theories has mostly been done in Chapters 2 and 3. Finally, these issues are
discussed in association with the case acquisition in Chapter 6.
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4 RESEARCH DESIGN

4.1  Research approach

Research strategy refers to the aggregate of methodical decisions made during the re-
search work. The choice of it is based on the purpose of study or on the chosen research
problems while the leading principle is the consistency of choices made throughout the
study. (Hirgjérvi, Remes & Sajavaara 2000, 120). The method used in this study is desk
research (also called desk study or secondary research), which signifies that the whole
study is based on secondary data, that is, literature and other already existing written
material. Jackson (1994, 21-22) describes desk study as a process accessing published
secondary data. No primary data has thus been used in this study; the following chapter
presents and evaluates all the utilised sources of this study. In addition of being an indi-
rect data collection method — as no direct interaction with the information sources is
achieved — desk research never is entirely structured. The research process is depend-
able on what information is available and found, and the original plans will therefore
require adjustment according to these terms. The desk research approach has significant
potential to add a new dimension to current research, which is one of the main objec-
tives in this study: to bring the corporate image management dimension to research on
M&AS.

Yin (1988, 16) has introduced five major research strategies. experiments, surveys,
archival analysis, histories, and case studies. Each of these strategies has its limitations
and benefits and it is often not obvious which one of them would best fit the research.
However, in certain situations, there is a particular strategy with apparent benefits, and,
according to Yin (1988, 20) for case study it is when a how or why question is being
asked about a contemporary set of events, over which the investigator has little or no
control. Case study has been used as an additional research method in this study; it isan
appropriate strategy to be used in this thesis because the purpose of this study isto gain
better comprehension about M&As with corporate image differences and about why
they happen and how the image differences might affect the acquisition. This is partly
explored through the case acquisition: L’ Oréal’s acquisition of The Body Shop. Ac-
cording to Gummesson (1991, 85), it is not meaningful to generalise in all contexts, but
sometimes the opposite, particularisation, is a more useful method to be used. It is
based on the idea that social phenomena are part of a specific situation and are far too
liable to change to allow meaningful generalisation. Further, Schramm (1971, referred
to in Yin 1988, 23) has defined that case study tries to illuminate a decision or set of
decisions. why they were taken, how they were implemented, and with what result,
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which is largely what the analysis of the case acquisition aimed at: to understand why
and how it was executed and what kind of results it had, in order to add to the informa-
tion gained through the desk research.

The purpose of a study is generally divided into three categories — exploratory, ex-
planatory and descriptive — and a study can concentrate on one purpose or more (Hirs-
jarvi et al. 2000, 127). Exploratory studies look at what happens, aim at finding new
viewpoints and new phenomena, clarify rather unknown phenomena, and develop hy-
potheses. Explanatory (also called causal) studies search for an explanation to a situa-
tion or a problem, generally in terms of causal relationships as well as identify probable
causal connections. Descriptive studies present detailed descriptions about persons,
events or situations, and document central and interesting features in phenomena. In
this thesis, the descriptive approach has been adopted, as the primary aim of the desk
study is to document central features of an acquisition with corporate image differences
and that of the case study to describe L’Oréal’s acquisition of The Body Shop in as
much detail as possible.

According to Yin (1988, 7), in some situations, such as when histories are done
about contemporary events, two research strategies might be overlapping with each
other. In the same way, desk research and case study are partly overlapping in this the-
sis because, although the case study is conducted based on secondary data, it till isin
line with case study descriptions as well. Further according to Yin (1988, 2), the case
study method allows investigators to retain holistic and meaningful characteristics of
real-life events — such as individual life cycles, [and] organisational and managerial
processes, which matches perfectly this study’s objective to identify characteristic is-
sues to M&As with corporate image differences.

4.2  Collection and analysis of research data

As mentioned, this study uses written sources and the material has mostly been qualita-
tive. However, the study also contains some quantitative data in form of statistics on
M& As and financial information on the case companies and the acquisition. The use of
secondary data creates, however, some problems regarding reliability: data might be in-
sufficient or imprecise, and its applicability and usability might be distorted because the
data has been collected for another objective (Emory 1985, 135-136; Kent 1993, 98).
Desk research process consists of four stages. data location, recording, evaluation,
and integration (Jackson 1994, 23). At first, secondary sources are used for searching of
data: in this study, it was searched in library and electronic databases containing jour-
nals and financial literature (various magazines and textbooks) by using diverse key
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words. Further, internet was searched for numerous purposes, inter alia, statistics on
M&As and corporate image, news of the acquisition and case company information. In
the next step, data was recorded. Books and other publications on paper were copied,
internet sites were saved and/or printed and for example electronic journal articles were
downloaded. Additionally, notes were taken at al times. After this step, the reliability
of data was evaluated to ensure trustworthiness. Lastly, all relevant material was inte-
grated into a research report. However, this process has not been this straightforward; in
reality the process started over various times when new information was needed and
searched. The analysis of data has been relatively informal and data has been searched,
collected, processed and integrated simultaneously.

As already noted, this research also includes a case study. Selection of the case com-
pany was based on various criteria. One basis for selection is to choose a case from
which it is possible to learn the most (Stake 1994, 243), which in this thesis signified
choosing a case company with extensive documentation. Because L’ Oréal’ s acquisition
of The Body Shop raised a lot of attention, there was plenty of secondary data available,
in form of articles in newspapers, various magazines, internet, and even some journals.
Patton (1990, 180) has also mentioned the criterion of convenience, which signifies se-
lecting cases with the easiest access, in order to enable evaluation when resources are
limited. In thesis work the resources tend to be limited, both in terms of time and peo-
ple, and thus it was essential to select a casework with as much documentation as pos-
sible. This further made it possible to concentrate on one acquisition only. Other criteria
to the selection included the recentness of the acquisition; it had been executed lessthan
ayear prior to the beginning of the thesis work. Additionally, the acquisition’s size was
large enough, to ensure its relevance in the international context and, again, the suffi-
ciency of information available. It can also be added, that while the research concen-
trates on M&As with corporate image differences, an acquisition with as much image
differences as possible was desired for the casework. It is evident that there were a lot
of M&As with corporate image differences to choose from, but the differences in the
chosen case were considerably great.

The intention in the casework was to use multiple methods to collect data— atypical
feature of case studies — in order to enhance the validity and the reliability of the study
(Hirgjarvi et al. 2000, 123; Yin 1988, 89). Documentation was selected as the principal
method of data collection, and the original purpose was to use interviews with both
companies to fill out potential gaps in the documentation. | first contacted L’ Oréal’s
and The Body Shop’s subsidiaries in Finland, but as expected, they did not possess
much information about the acquisition. Contact was then initiated numerous times, in
France and the U.K., with several people in the press offices and corporate communi-
cations, via e-mail and telephone. The results were, however, non-existent: altogether
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two replies in form of an e-mail were received during a month of continuous attempts
appealing to scarcity of resources and confidentiality policies as reasons of not giving
any interviews on the subject. Hence, after countless efforts, the company interviews
were abandoned as a method of data collection. Then, the possibility to interview ex-
perts was also investigated, but it became evident that most of the knowledge focuses
on financial and legal issues in M&As rather than in issues concerning corporate im-
ages. Finally, it was decided that interviews will not be conducted a all and that docu-
mentation will be used as the sole method of data collection. This issue must be taken
into consideration when estimating the reliability of this study.

With documentation as the only data collection method, maximisation of the variety
of used sources was endeavoured. Information was gathered from the companies’ web-
sites and annual reports, other types of reports, a variety of magazines and newspapers,
press releases, news, journals and books. The theoretical background of this thesis is
not considered to be unreliable, mostly because it is based on principal theories in both
M& As and corporate image. Further, reliability is enhanced by using typical sources for
data collection: central scientific journals, economic textbooks and some statistics.
Also, when possible, original information sources have been used. The most important
matter influencing the desk study’s reliability is typical to desk research: that data was
collected for other purposesin the first place.

The case study might suffer from less reliability, because it uses more case compa-
nies own statements and basic press as information sources. Therefore, additional at-
tention is here put onto where each types of sources have been used, so that it is possi-
ble for the reader to establish higher own idea of the reliability of this study. The case
companies presentations (Chapters 5.1.1 and 5.1.3) use principally sources provided by
the companies, such as company websites, annual and other reports, and other depend-
able sources. However, this is not believed to form a great problem, as these chapters
only aim at presenting the companies and the best information of this is held in the
company. Although these reports will probably prefer describing the company with as
positive attributes as possible, it can be assumed that financial information and other
statistics in them are accurate. Hence, these sources have been viewed especiadly criti-
cally, always remembering the dependability of company provided sources.

Also the descriptions of case companies corporate images (Chapters 5.1.2 and
5.1.4) rely heavily on company provided data but presentation of values and strategies
could not really be achieved from elsewhere. Also academic sources have been used in
these chapters for analysis of positioning and image.

The sources used in Chapter 5.2 and the whole Chapter 6 have been collected into
Table 2 and they have been classified into four different categories:
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- Data provided by the company including company websites, annual (and other
similar) reports and press releases. The reliability of this datais not optimal.

- Data provided by news and newspapers including quotidian newspapers (such as
The Independent), news services in the internet (such as www.bbc.co.uk) and
some monthly publications (such as Soap, Perfumery and Cosmetics). This data
is often based on press releases or information provided by the company, but is
not considered as unreliable as the previous category.

- Data provided by economic news including financial and economic publications,
such as Financial Times, Marketing & Advertising and Wall Street Journal. The
main difference to the last category is higher degree of analysis and criticism in
these publications.

- Data provided by journals and textbooks including academic journals (such as
Journal of Marketing Management and Strategic Management Journal), but also
afew economic textbooks. This datais considered reliable.

For Table 2, the used sources have been quantified according to the presented
categories in order to enable comparisons between different chapters and subjects.
Therefore, it has to be kept in mind that the use of a certain source might refer to only
one figure in the source or to several pages of data. Further, although one chapter would
refer to the same source many times, the source has been counted only once. Therefore,
this table can only be seen as giving some kind of idea of the use of sources and not as a
proper analysis between the diverse sources use.

Table 2 Use of different types of sources in the case study

Company News Economic news Journal
5.2. CASE ACQUISITION
5.2.1. Background 2 6 1 -
5.2.2. Deal and integration 3 2 4 -
5.2.3. Public’s concern 1 3 4 1
5.2.4. Financia outcomes 9 3 - -
6.1. MOTIVES 6 2 7 9
6.2. CHALLENGES 1 3 7 15
6.3. IMAGE MANAGEMENT 4 1 3 7
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As Table 2 demonstrates, the importance of company provided data is emphasised
also in Chapter 5.2. However, this is not considered to extremely affect the reliability
because also this chapter concentrates on describing the case acquisition; it can be seen
that for example Chapter 5.2.4 presenting the financial outcomes of the acquisition has
mostly used company’s annual reports and press releases as sources, which seems natu-
ral.

In Chapter 6, the use of journals and — to some extent — also economic news is em-
phasised, which is typical because the chapter analyses the case acquisition. Most refer-
ences to data provided by the case companies have only been used in order to add some
figures or quotations to the text. Chapter 6.1 on acquisition motives forms an exception
because it is relevant that the motives are commented also by the companies before
analysis.

Because of the reference instructions for thesis work, the author feels that some
references might resemble different source to the reader than they actually represent
and might therefore affect the reader’s judgement on source reliability. This kind of
sources will be briefly introduced here. Firstly, many article titles begin with the names
of the case companies, which might resemble to the reader that they refer to for exam-
ple company websites. Such titles include:

- Body Shop chief...

- Body Shop in takeover...

- Body Shop agrees...

- Body Shop: aiming...

- Body Shop L’Oréal deal...

- L’Oréal discloses acquisition...

- L’Oreal SA: EU Clears...

However, the three first ones are articles provided by BBC, the fourth one is an arti-
cle in Market Watch: Global Round-up, the fifth one in magazine Soap, Perfumery &
Cosmetics, the sixth one in magazine Accountancy, and the last one in Wall Street
Journal. Further articles by BBC that might remind the reader of more unreliable
sources include:

- Garnier, adecco fined...

- Roddick: anti-wrinkle creams...

Lastly, two company provided sources exist that have been used relatively often in
the case study and they are therefore presented in more detail:
“L’Oréal annonce une offre...” refers to a press release from 17" March 2006
given by both case companies together and explaining acquisitions' terms and
both companies’ opinions about it.
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- "Q4 2006 L’ Oreal” refers to a 30-page document containing a whole directly
interpreted presentation (on 15™ February 2007) by L’Oréal to its shareholders
and press. The document is almost totally composed of presentations by
L’ Oréal’s managers and their answers to audience’ s questions.

4.3  Trustworthiness of the study

Trustworthiness of qualitative studies is often examined in terms of reliability and va-
lidity, although there is a range of approaches for this purpose. The principal matter is
that the trustworthiness is being evaluated. (Tynjala 1991, 388-389.) This study uses
criteria presented by Lincoln and Guba (1999, 407—430) for the examination and the
four perspectives from which a study should be evaluated according to them: credibil-
ity, transferability, dependability, and confirmability.

Credibility, that is equivalent with the traditional concept of internal validity, refers
to the degree to which the researcher’s interpretation matches the reality and how the
match can be verified (Lincoln & Guba 1999, 410-420; Tynjdla 1991, 390). Triangula-
tion is one method of increasing the credibility of a study and there are four types of it:
the use of diverse sources, investigators, theories, and methods (Janesick 1994, 215). In
this study, data triangulation was achieved by using different sources of information:
newspapers, magazines, internet, journals, etc. However, documentation was the only
method of data collection and therefore methodological triangulation in this study was
limited. Further, triangulation in terms of investigators was not utilised in this study but
theory triangulation was given a strong emphasis as data was interpreted using multiple
theoretical perspectives. | n addition to triangulation, no other methods were used in this
study to improve credibility.

Transferability, that is equivalent with the traditional concepts of external validity
or generalisation, refers to the degree to which the results can be adapted to a more ex-
tensive population. In qualitative research, the transferability of results from one con-
text to another depends mostly upon the similarity of the researched environment and
the other environment. The researcher cannot be the sole person to draw conclusions
about the transferability, and therefore the informants and the environment should be
described precisely enough to enable the readers of the study to evaluate the transfer-
ability. (Lincoln & Guba 1999, 420; Tynjala 1991, 390.) In this study, the objective was
to describe both case companies and the whole acquisition process as precisely as pos-
sible in Chapter 5, which should enhance the transferability of the study. However,
when conducting a case study, the research cannot really be statistically valid (Lukka
1985, 183); every acquisition is unique and therefore expectations of the transferability
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of the research results should be avoided. In qualitative research, data is not analysed
with the aim to draw generalisations. However, the underlying idea is that the general
repeats itself in the particular. Thus, when researching a case carefully enough, the
central and recurring factors of a phenomenon can be perceived on a general level.
(Hirsjérvi et al. 2000, 169.)

Dependability, that is equivalent with the traditional concept of reliability, refersto
the degree to which the results are affected by the research situation and circumstances.
Dependability can be reduced by thoroughly describing the data collection process.
(Lincoln & Guba 1999, 421; Tynjadla 1991, 390.) As already mentioned, in this study
data was collected through documentation only, and therefore the researcher could not
affect it. However, it is possible that some misinterpretations have occurred when using
a number of English and some French sources due to the languages. Also the use of
secondary sources can affect dependability, because that data might have been affected
by the original researcher’s opinions or it could contain errors. Furthermore, the defini-
tion of concepts might have been different. (Emory 1985, 152.) The matter of defini-
tions has, however, been acknowledged especially in Chapter 3, because corporate im-
age, identity, and personality among others are often used imprecisely. Errors concern-
ing definitions have thus been consciously avoided. Mogt of the data used in this re-
search is up to date and the case acquisition is still recent, although at some cases in the
thesis newer figures would have preferable but were not found. Additionally, writing
this thesis in English might have caused some dependability, asit is not the native lan-
guage of the author and therefore some meanings might have been changed during the
writing process.

Confirmability, that is equivalent with the traditional concept of objectivity, refers
to the neutrality of a study and to the degree to which the collected data supports the
study’s findings (Lincoln & Guba 1999, 422; Tynjala 1991, 392). All qualitative studies
are, however, to some extent affected by the researcher (Vanhala 1985, 85). In this
study it is possible that some subjectivity can be seen in analysing the case acquisition
and in the conclusions, because of the author’s inexperience in research work. Biases
have been sought to be avoided in the research work and for example research data has
not been as much selected as that all information available (and that has been found)
has been collected. Objectivity has been strived for at all times in this thesis and de-
scribing the whole research process as carefully as possible has potentially enhanced
confirmability.



59

5 CASE DESCRIPTION

5.1  Presentation of the companies

5.1.1 Presentation of The Body Shop

The Body Shop International plc (The Body Shop) is an international, U.K. based
manufacturer and retailer of beauty and cosmetics products (The Body Shop — Our
Company). It was founded by Dame Anita Roddick (referred to as Roddick later in the
text) in 1976 with the first shop opened in Brighton on 26™ March, and by the end of
2006, The Body Shop had developed into a chain of 2265 stores in 56 countries (The
Body Shop — Our History). 886 of the stores were owned by The Body Shop and 1379
of them were franchisees. Also at the end of 2006, The Body Shop employed directly
10 000 people and a further 21 000 people were employed by franchisees or were
working as The Body Shop At Home Consultants. (The Body Shop Values Report
2007, 13-14.) All the 1200 of The Body Shop’s products are animal cruelty free and
approximately half of them contain community trade ingredients (The Body Shop — Our
Company).

Already two years after the foundation of the company (in 1978) the first franchise
abroad was opened in Brussels and by 1982 an average of two shops were opened per
month. In 1985, The Body Shop went public and during the same year the company got
involved in public activism by starting a partnership with Greenpeace, the first one
Greenpeace had ever had with a commercial company. (The Body Shop — Our History;
Roddick 2002.) In 1986, The Body Shop established its own Environmental Projects
Department and the company’s first community trade product was manufactured in
Southern India (The Body Shop — Our History). Today, Community Trade works with
31 suppliers in 24 countries, and it provides over 15,000 people with a proper income
(The Body Shop — Our Company).

In 1989 The Body Shop was launched in the U.S. and a year later the company had
expanded to atotal of 39 countries and The Body Shop Foundation®* was created. The
direct-selling division, The Body Shop At Home®™, was introduced in the U.K., Canada,
Australia and the U.S. during 1994—2001. The Body Shop signed up to the Humane

4 The Body Shop Foundation is a charity funding work for human and civil rights and environmental and
animal protection.

% The Body Shop At Home refers to a home-party format in which independent consultants bring Body
Shop products directly to customers' homes by appointment.
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Cosmetics Standard in 1997, being the first international cosmetics company to do that.
(The Body Shop — Our History.)

One of the most successful of The Body Shop’s campaigns was the Against Animal
Testing campaign, which resulted in the largest petition ever to European Commission
(in 1996) and a ban on animal testing on cosmetic products and ingredients in the U.K.
(in 1998). In 1999, four new business units were established in the U.K., Europe, the
Americas, and Asia in order to shift the operational and management structure out to
the regions. (The Body Shop — Our History.)

Finally, in 2006 The Body Shop became part of the L’Oréal Group and on 12" July
the company was de-listed from the London Stock Exchange. It was stated that The
Body Shop will maintain its unique identity and values, and continue operating inde-
pendently with the same management team, which would be reporting to the CEO of
L’ Oréal. (The Body Shop — Our History.)

The consolidated revenue of The Body Shop during the fiscal year ending 25™
February 2006 (less than a month before the acquisition by L’Oréal) amounted £486
million (€715m) representing a growth of 15,9 %. The gross profit was £319 million
(€470m) signifying a growth of 16,8 % and the operating profit increased by 5,9 % to
£42 million (€60m). (The Body Shop International plc Annual report 2006, 37.)

5.1.2 TheBody Shop’s strategy and corporate image

The Body Shop has five core values that are to regulate everything the company does
(The Body Shop — Our Passion): Support Community Trade, Defend Human Rights,
Against Animal Testing, Activate Self-Esteem, and Protect Our Planet (The Body Shop
— Our Company). Additionally, The Body Shop states to endeavour to use natural, high
guality ingredients that are ethically and responsibly produced and purchased, as well as
to make innovative but affordable products that are marketed in an honest way (The
Body Shop — Our Passion). These values form the basis for the company’ s strategy and
are the corner stones of its positioning.

The Body Shop’s positioning is so original (or was in the 1970s) that it has often
been referred to in strategy textbooks as an example of creating a new business concept.
The role of Roddick has been emphasised a lot; she was the one personifying the corpo-
rate brand and promoting the company’s values and products (e.g. Dowling 2004, 27).
The desired image of the company has been the driving force to its strategy since the
beginning (Balmer & Greyser 2003, 26) and Davies (2003, 98) suggests that through
the unique positioning, The Body Shop in fact repositioned its competition. According
to Dowling (2004, 27), The Body Shop typifies a corporate reputation that has a major
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strategic importance to a company, and the company’s differentiation in the cosmetics
market is based on this superior reputation.

In the key aspects of The Body Shop’s corporate strategy, the following issues have
been mentioned in the annual report. On brand position and image, the objective has
for along time been a masstige®® positioning of the brand, in which further progress has
been made during the last years. In the domain of product development, the strategy is
to incite multiple purchases and higher transaction values through innovation within all
product ranges and categories. Another key element of the strategy has been the devel-
opment of a multi-channel organisation, referring to the three distribution channels
through which The Body Shop serves its customers. stores, internet, and The Body
Shop At Home. Additionally, expansion to new markets plays a key role in the com-
pany’s growth strategy, by means of working with the franchise partners. The Body
Shop aims at the maximisation of the brand’s potentiality in all markets. (The Body
Shop International plc Annual report 2006, 3-6.) In the 1990s, The Body Shop explored
retailing strategy to a larger extent but when franchising proved to be more profitable
for the company, it returned to the original strategy (Wallace 1996). In the end of 2006,
39 % of The Body Shop stores were owned by the company and the rest were fran-
chises (The Body Shop Values Report 2007, 13-14).

5.1.3 Presentation of L' Oréal

L’Oréal is the leading cosmetics company in the world (Montague-Jones, 2007) with
consolidated sales of €15,8 million in 2006 and an operating profit of €2,5 million. The
increase in sales from the preceding year was 8,7 % while that of the operating profit
was 12,1 %, and the company has enjoyed the positive trend for a long time (L’ Oréal
2006_annual report, 12). For instance, during the first half of 1990s its stock soared
900% and the company has now experienced two decades of ceaseless double-digit
profit growth (Edmondson, Neuborne, Kazmin, Thornton & Nickel 1996; Benady
2006). L’Oréal has more than 500 brands and 19 of them are considered truly global:
L’ Oréal Paris, Garnier, Maybelline NY, SoftSheen Carson, Lancéme, Biotherm, Helena
Rubinstein, Giorgio Armani, Ralph Lauren, Cacharel, Kiehl’s, Shu Uemura, L’ Oréal
Professionnel, Kérastase, Redken, Matrix, Vichy, La Roche-Posay, and The Body Shop
(Excite careers — L’ Oréal; L’ Oréal — Group profile). The brands are classified into four
product categories. Consumer products, luxury products, professional products, and ac-

% The term masstige is a combination of mass-market and prestige and it refers to products that are
premium but attainable. These products are thus considered luxury but their price range is between mid-
market and premium.
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tive cosmetics. The Body Shop has been kept its own entity and it is not considered to
belong to any of these categories. (L’ Oréal — Our brands.)

L’ Oréal has a century of experience in cosmetics. In 1907, a French chemist, Eugene
Schueller, invented the first synthetic hair colorant in the world (Welcome to the
L'Oréal...) which he patented in 1908, and in 1909 he founded a company called
Société Francaise de Teintures Inoffensives pour Cheveux?’ (Q4 2006 L'Oredl...). At
the time, he was selling self-manufactured products to Parisian hairdressers but already
in 1912, he was exporting his hair colour products abroad to the Netherlands, Austria
and Italy (Anniversaries, The New York Times Job Market). The company expanded
into soaps and shampoos very quickly and was advertising on radio aready in the
1920s (Excite careers — L’Oréal). In 1939 the company adopted the name L’ Oréal and
Schueller worked as the company’s director until his death in 1957, after which
Francois Dalle, the right-hand man of Schueller, took the lead of L’ Oréal (Resultat : qui
n'ajamais...). Thanks to Dalle, L’ Oréal entered the American market and went public
in 1963 (Excite careers— L’ Oréal).

At this point, L'Oréal started to expand its business through acquisitions. Among
others, LancOme was acquired in 1964, Garnier in 1965, Helena Rubinstein in 1989,
Maybelline in 1995, Kiehl’s in 2000, Matrix and Shu Uemura in 2003, and finally The
Body Shop in 2006 (L'Oréal Production; Garnier; Excite careers — L'Oréal; L' Oréal
annonce une offre...). Frangois Dalle worked as the CEO of L’Oréal until 1984 and was
followed by Lindsay Owen-Jones after whom Jean-Paul Agon (referred to as Agon later
in text) became the CEO in 2006 (Resultat: qui n’ajamais...; James 2004, 74). Today,
Schueller’ s daughter Liliane Bettencourt is the major shareholder of L’ Oréal with 29 %
of shares and Nestlé is the second biggest with 27,9 %. The rest of the shares is divided
between public (37,8 %) and treasury stock (5,3 %) (L’ Oréal 2006 _annual report, 8).

L’ Oréal has 60 850 employees in 58 countries and its products are distributed to over
130 countries (L' Oréal — Human Resources, The New York Times Job Market). The
company has focused on research and innovation since the very beginning and it uses
annually more than 3 % of its turnover in R&D, for example, in 2006 this amount was
€533 million (Welcome to the L’Oréal...). L' Oréal has worldwide 16 research centres,
it develops 4000 formulas per year and it filed 569 patents in 2006 (L’ Oréal — Research
& Development). The company’s products are available in all distribution channels,
which include mass market, personal care stores, hairdressing salons, pharmacies and
para-pharmacies, department stores, perfumeries, travel retail, mail order, and e-com-
merce (L’ Oréal e-Strat 2008).

" Directly trandlated as “ Safe Hair Dye Company of France’.
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5.1.4 L’Oréal’sstrategy and corporate image

L’ Oréal supports the following core values according to its website: Striving for excel-
lence, A passion for adventure, Enrichment through diversity, Valuing individual talent,
and Leading innovation in beauty (L’ Oréal — Values). The company has thus perfection
as its objective, and scientific research and innovation have in fact been fundamental to
L’'Oréal’s strategy since the establishing of the company (L’Oréal 2006 _annual report,
34). L’ Oréal also states to be seeking to have personnel from different backgrounds and
to encourage passion along with personal and professional growth.

As noted earlier, L’Oréal has been active in acquiring over many decades already.
Acquisition strategy has especially been pursued under the management of Owen-
Jones; for instance, in 1999 he had bought five companies in six years (Edmondson et
al. 1999). Since 2006, the same strategy has been followed by Agon, who right after
becoming the company’s CEO stated that acquisitions could form part of his manage-
ment strategy (Buckley & Jones 2006, 19).

Asaresult of these acquisitions, L’ Oréal has over time established a diversified port-
folio of international brands, which often are not even recognised as being part of the
company. This strategy has been referred to as house of brands (see e.g. Varadargjan,
DeFanti & Busch 2006, 203) and it aims at attracting various target segments at the
same time (Dowling 2004, 27). L’Oréal actually has different strategies for each of its
product categories and it states that each brand has its own history and expertise, which
it devel ops through a specific strategy (L' Oréal 2006 _annual report, 70).

Although L’Oréal does not comment on its strategy very much in order to maintain
confidentiality, Agon has introduced the five elements of the L’ Oréal strategy in Whar-
ton Marketing Conference in 2005 (Why L’ Oreal’s Jean-Paul...). They included:

- Acquiring and sustaining a unigue beauty expertise

- Bedlieving inthe science of beauty, recognising that beauty is sciencein ajar

- Maintaining a strategic portfolio of brands

- Adopting aglobal or nothing strategy for al brands

- Hiring talented, diverse, and passionate people to work in the company

The company’s science-intensiveness and the significance of expertise and talent
have already been discussed in this chapter, as has the diversity of the brand portfolio.
According to Agon, the brands are organised by distribution channels and each brand is
completely exclusive to one distribution channel. The brands are further positioned in-
side the channels following a very clear strategy. Additionally, the globality strategy is
pursued without any exceptions: all the brand strategies and product launches are global
and only brands that already are or can become global, are acquired by L’ Oréal.



In conclusion, the corporate image differences between The Body Shop and L’ Oréal
are very extreme. The Body Shop appreciates soft values and aspires to do good while
L’ Oréal emphasises the scientific side of cosmetics and seeks to be efficient. There are
little similarities in these companies  strategies, values, corporate images, positionings,
or marketing; it seems that the only connection between them prior to the acquisition
was being successful in the same industry.

5.2  Theacquisition

5.21 Background

As noted in the company presentation, L’ Oréal has a history of acquiring other compa-
nies successfully for several decades. It is thus not surprising that it continues to explore
the same strategy. L’ Oréal itself describes the acquisitions of The Body Shop and Labo-
ratoires Sanoflore as company highlights of 2006 in its annua report (L’ Oréal
2006 _annual report, 36). It is noteworthy that both of these brands have been positioned
as natural and organic: Sanoflore has in fact been given the bio (organic) label and it
has specialised in producing organic, Ecocert-certified cosmetics and aromatherapy
(L' Oréal 2006 _annual report, 79). Further, in 2006 L’'Oréal acquired also a company
called SkinEthic, which complements L’ Oréal’ s reconstructed skin business and makes
it the world leader in substitutes to animal testing in cosmetics safety evaluations
(L’ Oréal 2006 sustainable development report, 2).

For The Body Shop, the acquisition was not a new idea either; Roddick has in fact
been gradually withdrawing from her company. She resigned from the position of chief
executive in 1998 and stated in 2000 that her objective was to give up her chairman’s
function to be able to concentrate on political campaigning (Body Shop chief...). In the
beginning of 2001, the press reported an offer of £175 million (€255m) of The Body
Shop made by a ten times smaller rival Lush®®. However, Roddick regarded the bid as
undervalued (Milmo 2001) and she was also told to have thought that Lush’s founder,
Mr Constantine was not ethical enough (Jamieson 2006). At the same time, Constantine
stated officially that the bid was only speculation. However, Roddick said she did not
exclude the possibility for having a deal with a competitor in the future, but it would
have to be with a company promoting a similar political agenda. (Milmo 2001.)

% |ushisaU.K. based manufacturer of afull line of hand-made fragrance products founded in 1995.
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In June 2001 The Body Shop had talks about selling the company to the Mexican
Grupo Omnilife® for £300-350 million (€440-515m). Although the companies were
already said to have reached a preliminary agreement of the acquisition, the deal never
came to happen; according to some sources the reason was Grupo Omnilife’s inability
to finance the acquisition. (e.g. Kapner 2001; Cowell 2001; Body Shop in takeover...;
Body Shop chief...) According to another source (Stecklow 2001), Omnilife said to
have obtained the financing but that it abandoned the deal after executing due diligence
and becoming conscious of the lack of the acquisition’s strategic sense. The Body Shop
was approached also in September 2001, this time by unnamed potential buyers, but
The Body Shop’s board terminated the discussions after a couple of months as it be-
came clear that they were not likely to result in a high-value enough bid of the company
(Body Shop chief...).

5.2.2 Thedeal andintegration

Speculations about the acquisition started on 22™ February 2006 which led to an in-
crease of more than 10 % of The Body Shop’s share price and thus, in accordance with
the stock exchange rules, L’Oréal had to give a statement. On 24" February L’ Oréal
announced that a wide range of strategic alternatives potentially adding value to share-
holders is constantly assessed by its management and that this includes a possible offer
for The Body Shop, which, if made, would likely be in cash only. (Buckley & Jones
2006.) At thistime L’ Oréal emphasised that no decision had been made and The Body
Shop affirmed that it had not been approached by L’ Oréal (Harma 2006).

On 17" March 2006 it became official that The Body Shop had agreed to an offer of
£652 million (€958m) made by L’ Oréal. This meant a price of 300 pence a share, which
was a considerable rise compared to the closing price of 268 pence. The last closing
price of The Body Shop before the speculation (on 21% February) had been 2235
pence, thus the offer represented a 34,2 % premium to it. (Body Shop agrees...)

The acquisition still needed the authorisation by European Union, which it got with-
out conditions on 1% June 2006 because the regulators did not consider that the deal
would lead to increases in makeup or toiletry prices in Europe or to any harm to con-
sumer choice (Body Shop L’Oréal deal...). According to the European Commission,
overlaps between the two companies are restricted and the companies are expected to
keep on facing competitors with important market shares and therefore no antitrust
problemswere to be seen after investigating the case (L’ Oreal SA: EU Clears...).

% Omnilife is a fast-growing company that focuses on direct sales of nutritional supplements and was
founded in 1991.
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At the time of concluding the deal, The Body Shop was to remain an independent
unit with its distribution network selling only the products of its own brand. In the
meantime, the other brands of L’ Oréal were to continue to be distributed in their usual
networks. The Body Shop’s management team was to maintain its position, reporting
directly to the CEO of L’Oréal (Agon). Also, all the relationships that The Body Shop
had with its employees, franchises, consultants, and suppliers were to be preserved.
(L’ Oréal annonce une offre...) It was aso told that The Body Shop was to be based in
and run independently from its head office in Littlehampton, West Sussex, like before
(Body Shop agrees...). Additionally, Roddick was to conserve her function as consult-
ant of The Body Shop along with accepting L’ Oréal’ s proposition to even become con-
sultant for the company, in order to share her experience in fair trade (L’ Oréal annonce
une offre...).

However, although it was emphasised when announcing the acquisition that The
Body Shop’s management team of the time would be maintained (e.g. L’ Oréal annonce
une offre...) and although Agon stated in October 2006 being very happy and proud
that no key managers of The Body Shop had resigned after the deal (Jones 2006), on
12" June 2006 The Body Shop reported changes in its Board of Directors. Peggy
Bruzelius, Howard Mann, Jack Keenan, Irene Miller, and Gordon Roddick resigned
from the board while Jean-Paul Agon, Richard Cymberg, Sylvia Jay, Christian Mulliez,
Geoff Skingsley, and Tom Vyner from L’ Oréal joined it. Peter Saunders (CEO of The
Body Shop) and Anita Roddick continued in the board as before, and Adrian Bellamy’s
role was changed from Executive Chairman to Non-Executive Chairman. (The Body
Shop International PLC — Board...) It can be speculated, however, that L’ Oréal tried to
hide these changes, considering Agon’s already noted statement from October 2006 and
another statement in The Body Shop’s Values Report 2007 where he says that The
Body Shop is:

...a separate business unit, with the excellent management team remaining in place,
reporting directly to myself [ Agon]. Ensuring continuity of the management team was
an important initial step to ensuring continuity in upholding the Values.

5.2.3 Public’'sconcern

This chapter gives an introduction to the discussion on the second research guestion
about challenges related to acquiring a company with a different corporate image. The
case acquisition got a lot of attention from the media, and although the financial world
took the news positively as they saw the great expansion opportunities created by it
(Stuart 2006), the public in general was concerned and shocked. A common accusation
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in the press was about Roddick selling out her values, as she has been known for rebel-
ling against the typical multinational conglomerates corporate mentality (Costello &
Groves 2006). L' Oréal certainly has not been saved in Roddick’s earlier comments; in
2003 she in fact published on her website an article called “Because You're Not Worth
It”, in which she criticised L’ Oréal heavily for firing a sales woman for not being hot
enough. In the article, she described the beauty industry as one that thrives on making
women feel insecure and inadequate, that promotes unattainable ideals and sabotages
self-esteem, and that is hell-bent on making women feel inferior (Roddick 2003). Less
directly against L’ Oréal, she has publicly said that it is untruthful to claim that one can
get rid of wrinkles with anti-wrinkle creams, a comment which among other brands tar-
gets L’Oréal’ s products too (Roddick: anti-wrinkle creams...). Actually, Owen-Jones
(former CEO of L’Oréal) referred to these comments in a London press conference by
sating that he has always admired Roddick as a businesswoman although some of her
earlier remarks have offended him (Costello & Groves 2006).

Hence, it is not surprising that after Roddick seemed to change her mind in just a
few years such a negative reaction ensued. She also gained £130 million (€190m) in the
sale, which adds to the public’s negative picture. Roddick herself commented in the
London press conference that she was not selling out and that L’ Oréal has displayed
visionary leadership in wanting to be an authentic advocate and supporter of our [The
Body Shop's|] values. (Farquharson 2006.) According to her, also the assumption of her
sitting next to an enemy was completely incorrect (Costello & Groves 2006).

Various activist groups displayed some of the strongest negative reaction to the ac-
quisition. They were concerned about the acquisition because L’Oréal is claimed to
continue using animal tested ingredients in its products (although it has stated to have
stopped animal tests on its products in 1989) (e.g. Smith 2006) while one of The Body
Shop’s five core values is “Againgt animal testing”. Another issue of concern is Nestlé
— one of the world’s most boycotted brands (More than a third...) — who owns 27,9 %
of L’Oréal and has for long had a stain on its corporate image because of the use of
guestionable marketing tactics for baby powder milk in Third World countries (e.g.
Croft 2002). These problematic images of L’ Oréal and Nestlé resulted in calls for boy-
cott against The Body Shop by various activist groups after the announcement of the
acquisition (Booth 2006). These issues will be further discussed in Chapter 6.2.2.
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5.24 Financial outcomes

Because this study is linked to the question of whether acquiring a company with a dif-
ferent corporate image can be successful, it is interesting to look at the financial out-
comes of the case acquisition.

In the press release of 17" March 2006, L'Oréal told that it expects the acquisition of
The Body Shop to have a neutral impact on profit per share in 2006 and after that a
positive impact on profit per share (L’ Oréal annonce une offre...). In fact, the acquisi-
tion has resulted in a strong increase in L’Oréal’ s sales. In 2006 sales rose by 8,7 %
(Strong growth in...) while during the first half of 2007 growth was 9,4 % (First half
2007...). For example, an analyst at Morgan Stanley London, Michael Steib, describes
the takeover of The Body Shop as an out-of-the-box acquisition, which at first encoun-
tered plenty of scepticism but turned out as a good deal for L’ Oréal financially (Weil
2007).

As for The Body Shop’s results under the ownership of L’Oréal, its profit or loss
have not been disclosed since the acquisition (L’ Oréal discloses acquisition...) but its
impact on consolidated sales as well as on operating profit have been revealed. During
the last half of 2006 (July—December) The Body Shop’s sales amounted to €435 million
and its operating profit was €58 million (L’ Oréal 2006 _annual report, 12). Sales of the
first half of 2007 (January—June) totalled €341 million (First half 2007...). Because The
Body Shop’s financial year before the acquisition started in the end of February, no data
is available for the same period of time®, but some comparisons can still be made be-
tween these figures and those of The Body Shop’s last financial year (52 weeks ending
25" February 2006). The sum of the sales from the last half 2006 and the first half 2007
were equal to €776 million representing an increase of 8,5 % if compared to the sales of
20052006, €715 million (The Body Shop International plc Annual report 2006, 37). It
is not very surprising taking into consideration that during that time, 145 new The Body
Shop stores were opened, which takes the number of stores to the current 2321 (The
Body Shop values report, 14; L’'Oréal half year report 2007, 20). Furthermore, The
Body Shop’s operating profit before the acquisition was €60 million and under L’ Oréal,
amost the same number (€58m) was reached in just half a year (The Body Shop Inter-
national plc annual report 2006, 37). However, according to L’Oréal, The Body Shop
historically does practically all of its profit in the second half of the year and that must
be taken into account when comparing these two numbers (Q4 2006 L’ Oreal...).

% j.e. before the acquisition, data about the first quarter of the financial year refers to the period between
the end of February and the end of May and after the acquisition it refers to the period between 1%
January and 31% March.
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Even during the first eight weeks of The Body Shop's financial year starting 26"
February 2006 (after the announcement of the acquisition but before it was final), the
company’s sales increased by 8 %, which suggests that L’ Oréal’s offer did not have a
negative impact on consumers behaviour despite the public reaction and the calls for
boycotts (Costello 2006). Besides, in a survey conducted in the U.K. in spring 2007 by
Y ouGov*, The Body Shop was placed into the highest rank of green brands. In the sur-
vey, the respondents were asked to rate brands based on their attitudes to the environ-
ment. (OTC: The greenest...) It seems thus that The Body Shop’s image would not
have been hurt as much as it was might have been feared.

3L YouGov plc is a professional market research agency that collects data online in the United Kingdom
(http://www.yougov.com).
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6 CASE ANALYSIS

Although it has been established that corporate identity refers to a company’ s sense of
self, and that it is formed over time and therefore not easily altered, there is evidence
implying that it, in fact, can be changed profoundly in a case of areal corporate trauma,
such as an acquisition (Ind 1992, 19-20). And, because corporate image is based on
corporate identity, it is only a matter of time before this change in identity isreflected in
image as well.

Balmer and Gray (2000, 256) have listed ten environmental forces that, according to
them, have led to increased importance of strategic management of corporate identity
during the last decade. One of these forces is mergers, acquisitions and divestitures, the
number of which has constantly been high. They can seriously revise acompany’ s busi-
ness profile, and, atypical consequence of an acquisition isin fact a formation of a gap
between the public image of a company and itsreal identity. This can be very confusing
both to the customers and financial markets and lead to a reduced support from them.
Hence, the authors consider that the images of various companies worldwide have been
blurred and even altered because of these forces and that they threaten strategic posi-
tions of companies. However, the forces also offer companies achanceto display adis-
tinct image reflecting a positive identity and resulting in a good reputation. (Balmer &
Gray 2000, 258-259.)

The whole of Chapter 6 concentrates on analysing the research questions of this
study through the case acquisition presented in the previous chapter. Chapter 6.1 con-
centrates on why the case acquisition was concluded despite of corporate image differ-
ences, Chapter 6.2 discusses various challenges that might be faced in M&As because
of corporate image differences, and Chapter 6.3 focuses on corporate image manage-
ment in M&As.

6.1  Acquisition motives

As noted earlier, failure ratesin all M&As are extremely high. Also, it has been estab-
lished that alarge part of M& As fail due to problems related to soft issues — which also
include corporate image — because acquiring companies tend to excessively concentrate
on hard issues, such as financial and business fit. Therefore, it is relevant to question
whether there is any rationality in acquiring a company whose corporate image is very
different from the acquirer’s image.

Melewar and Harrold (2000, 29) have in their study analysed the DaimlerChrysler
merger, which is considered a textbook example of a failed M&A. The authors' discus-
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sion of the case supports the suggestion of the importance of corporate identity as a
factor affecting post-M& A success. They add that if attention is paid to corporate iden-
tity issues, the estimations on integration success are facilitated, as is the providing of a
framework for integration management. Melewar and Harrold (2000) also present a
framework that helps a company to assess the target’s corporate identity through the
different elements constructing it, and it will be introduced later in Chapter 6.2.1.

6.1.1 Motivesto the case acquisition

In a press release (L’ Oréal annonce une offre...) about the realisation of the acquisition
L’ Oréal and The Body Shop state that they form an ideal partnership, The Body Shop
being complementary to L' Oréal’s existing brand portfolio. L’Oréal has in fact in its
quarterly earnings presentation in February 2007 commented that through the acquisi-
tions of The Body Shop and Sanoflore it is enhancing its positioning in the natural
products’ segment. According to Agon, while the emergence of the natural market has
been clearly seen in Europe and elsewhere and while there were only a small number of
brands with that positioning in L’Oréal’s brand portfolio, the company felt that — as a
world leader in beauty products — it should be able to fulfil everyone's desires instead
of satisfying only one type of business. Hence, L’'Oréal believes it is useful for it to
seek to establish its footprint in the natural market and this is described as a very sig-
nificant avenue of development for the company’ s future. In addition to the acquisitions,
the company has also got plans for its existing natural brands; it is for example working
at the moment with the |aboratories to further boost Garnier’ s* position in the market.
(Q4 2006 L’Oredl...) Therefore, The Body Shop’s naturalness can be seen as the most
important motive to the acquisition, which suggests that corporate image differences
were not avoidable.

In the media, it was widely speculated that L’ Oréal would have bought The Body
Shop in order to gain ethicality and the acquisition was compared to Unilever’s acquisi-
tion of the ice cream maker Ben & Jerry’s and Cadbury Schweppes acquisition of
Green & Black’s organic chocolate business (see e.g. Harrison 2006; Walsh & Finch
2006; The body beautiful...). Certainly, The Body Shop’s strong values and distinct
culture form an important motive for the acquisition and Roddick has even stated that
L’Oréal bought The Body Shop for its ethical reputation (Jones 2007). L’Oréal has,
however, made a distinction between naturalness and ethicality, and it says (Q4 2006
L’ Oredl...) that while it admires The Body Shop’s strong values, it has nothing to envy

32 Garnier was probably the most naturally positioned brand in L’ Oréal’ s portfolio before the acquisitions
of The Body Shop and Sanoflore.
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to The Body Shop in relation to them. Instead, The Body Shop’s corporate values are
regarded to be complementary to those of L’Oréal, the ones they are really proud of.
Agon emphasised that the acquisition was not a way of purchasng ourselves [to
L’ Oréal] a good conscience (Q4 2006 L’'Oreal...). However, The Body Shop's devo-
tion to ethical values can already been seen in L’ Oréal newest actions. From the begin-
ning, L’ Oréal has showed special interest in The Body Shop’s community trade initia-
tive and in association with the takeover Roddick was invited to become a consultant at
L’Oréal to share her knowledge of these issues (Nguyen 2006; L’'Oréal annonce une
offre...). The collaboration with Roddick did not last long because she passed away in
September 2007 — only one and half years after the acquisition — but she had already
done enough to ensure the upcoming launch of fair-trade products that contain ingredi-
ents such as Ghanaian cocoa butter, bought from her contact network. L’ Oréal has also
become a member of a group promoting palm oil’s use and growth, partly due to The
Body Shop’sinvolvement in the area. (Jones 2007.)

Additionally, Bellamy (chairman at The Body Shop) believes that The Body Shop’s
skills as a global retailer can benefit L’Oréal (L’ Oréal annonce une offre...); the firm
has experience of a chain of company-owned stores and franchising, but also of e-
commerce and direct selling through The Body Shop At Home. L’ Oréal has also stated
that The Body Shop stores function at the moment as flagship stores being already pre-
sent in some countries in which L’Oréal has not yet been introduced. Hence, through
The Body Shop, L’ Oréal has a foot in the door into these markets. (Q4 2006 L’ Oreal...)
However, the speculations (e.g. Buckley 2006) of L’ Oréal wanting to diversify into re-
tailing through the acquisition are denied flatly: Agon statesthat L’Oréal is not looking
for opportunities in the retail sector. He adds that L’ Oréal does not even regard The
Body Shop as being in retailing business — but as a cosmetics brand with its own points
of sale — and he points out that the company actually already has L’ Oréal, Lancdme,
and Kiehl’s stores. The company has also highlighted that L’ Oréal does not wish to sell
any of its other brands in The Body Shop’s stores. (Q4 2006 L’ Oredl...)

Finally, L’Oréal believes in its ability to add a lot of value for The Body Shop;
speculatively already the 34,2 % premium in the acquisition price signalled this. The
company has said that The Body Shop’s profitability has been consistent with expecta-
tions and the acquisition business plan, and that during the coming year its profitability
will be further improved through different methods such as production cost reduction,
rationalisation of production, and value enhancement. (Q4 2006 L’'Oreal...) Addition-
ally, L'Oréal has vagt expansion plans for The Body Shop; according to Agon, The
Body Shop will in just afew years have 5000 stores in 100 countries®. The Body Shop

% In comparison, Body Shop had 2265 storesin 56 countries in the end of 2006.
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has recently been launched in Chinaand India, and typical potential markets for it at the
moment are Brazil, Argentina and Chile (The Body Shop — Store Locator; Jones 2006.)

Understandably, some of The Body Shop’s motives to the acquisition were different
from those of L’Oréal. One of the major motives was certainly, as already noted, the
significant premium that the acquisition represented to the company’s share price; the
selling price of £652 million (€958m) was a lot higher than the earlier bids The Body
Shop had received. Further, L’ Oréal’ s promise to respect and uphold The Body Shop’'s
values, and to keep it as a standalone entity continuing with the same management team
have been emphasised a lot, and these commitments are likely to form another impor-
tant motive to The Body Shop. Because L’Oréal’s reputation has not been stainless
while The Body Shop has since the beginning been striving for its ethical values, this
kind of arrangements were necessary in order to prevent the loss of The Body Shop’s
customers. Roddick was, however, very confident that because L’'Oréal bought The
Body Shop for its ethical reputation, it would not do anything to risk this important in-
vestment® (Jones 2007).

In the beginning of this millennium, The Body Shop struggled with lack of money
for investments in expansion, new products, marketing, and store environments. Typi-
cally to afirst mover on a market, The Body Shop’'s uniqueness has suffered after the
competitors have started to copy its successful positioning and this could also be seenin
the company’ s decreasing profitability. In search of improvement, substantial reorgani-
sation along with launch of a new strategy transforming The Body Shop into an inte-
grated multi-channel retailer took place in the last four years before the acquisition.
These actions improved results significantly and, basing on this background, the board
of The Body Shop informed its shareholders to believe that the offer by L’Oréal not
only fully reflects the prospects for The Body Shop Group on a stand alone basis but
also provides an opportunity for the furtherance of The Body Shop Group’s employees
and its social values within a world-class cosmetics company. (Letter of recommenda-
tion...2006, 8.)

L'Oréal’s vast resources offer The Body Shop great possibilities for expansion,
which in fact is L’Oréal’s principle objective subsequent to the acquisition (L’ Oréal
annonce une offre...). Furthermore, The Body Shop stores will now be redecorated,
make-up packages have already been updated, and improvements will be made in mar-
keting, in which L’ Oréal has great skills; the company is actually the fourth biggest ad-
vertiser in the U.K. (in 2005) with its £100 million (€140m) advertising budget (Body
Shop: aiming...; Benady 2006). An additional motive to the acquisition might have
been L’ Oréal’s R& D expertise; an areathat has been in the core of the company’s strat-

% Body Shop brand was valued worth €617m in L’ Oréal’s 2006 balance sheet (Jones 2007).
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egy from the beginning with a budget reaching €533 million a year, and to which The
Body Shop now gains access (Welcometo the L’ Oréal...).

To conclude, the former CEO of L’ Oréal, Owen-Jones, has stated that the combina-
tion of The Body Shop’s ethics and L’ Oréal’s market expertise will benefit both com-
panies (L’ Oréal annonce une offre...). Agon has later added that he is convinced that
L’ Oréal will have excellent cooperation with the Body Shop team and [that] the me-
dium and long term prospects seem absol utely excellent (Q4 2006 L’ Oreal...).

6.1.2 Alternativesfor L’ Oréal and factorsin favour of the acquisition

Whereas previous chapter introduced motives to the case acquisition by both compa-
nies, this chapter studies potential alternatives L’ Oréal might have had to achieve the
same objectives while avoiding to acquire a company whose corporate image is greatly
different from its own image.

As noted earlier, M&As are often thought as an alternative mode to gain market en-
try or growth (see Chapter 2.2.3). In the case acquisition, the main objective seems to
have been product extension, that is, expansion to natural cosmetics, which can on the
other hand be regarded as market entry (market referring to the natural segment, not to
geography). On the other hand, the acquisition in all probability also aimed at gaining
growth as The Body Shop became the third leading world cosmetic brand in L’Oréal’s
portfolio (Q4 2006 L’ Oreal...). Therefore both market entry modes (Pan & Tse 2000,
538) and external strategies for company growth (Weston & Weaver 2001, 122) pre-
sented in Chapter 2.2.3 should be considered as alternatives. Out of the non-equity
modes, only different types of contractual agreements are discussed here export being
excluded as irrelevant to the case (as L’ Oréal wanted a product extension instead of ex-
pansion in geographica markets). Licensing is a method used by L’'Oréal for some
means and its newest license agreement is Diesel fragrances (L’ Oréal 2006 _annual re-
port, 5). However, when entering an almost totally new segment, a licence would
probably have been insufficient unless L’ Oréal had wanted to proceed slowly. In selec-
tive fragrances, for example, L’ Oréal already is the market leader with 15 % of the
market share and three brands in the world top ten and therefore a licence in that situa-
tion was an adequate solution (Q4 2006 L’ Oreal...). Although the company already had
some natural products, it now aspired to become extremely well represented in the
segment, S0 licensing could not be regarded as a proper dternative. R& D contract did
not seem appropriate either in the situation, as L' Oréal already possessed extensive
R&D expertise but lacked a wide selection of natural products. The company is also
involved in different alliances, for example its dermatologic brand Galderma partici-
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pates in two aliances in relation to saes and marketing, and R&D (L’ Oréal
2006 _annual report, 83). An alliance might have been a useful alternative to the acqui-
sition if the scope of it had been large enough. However, it is questionable if any natural
brands would have been interested in an alliance with L’Oréal, regarding the potential
damage to their corporate imagesto which it might have led.

Erramilli et al. (1997, 738-739) have introduced research results indicating that the
most usual company-specific advantages, such as R&D intensity, advertising intensity,
global experience, and company size, encourage the use of higher-equity modes of in-
vestment. In fact, al of these four elements are characteristic to L’Oréal, which would
then suggest that equity modes are more favourable for the company. L’ Oréal is already
familiar with at least joint ventures; it has one with 3 Suisses, both companies owning
a 50 % share of Club des Créateurs de Beauté™. The company has additional joint ven-
tures together with Nestlé, such as the earlier mentioned brand Galderma, and Innéov
which combines L’Oréal’s dermatologic skills with Nestl€'s nutrition expertise.
(L’ Oréal 2006 _annual report, 65; 83; 79.) Joint venture probably could have been an
alternative way to reach the natural cosmetics market, but again, the scope might have
suffered in that case. Also this alternative would have required further consideration of
image related challenges, which might have been easier to overcome in an acquisition.
Finally, a wholly owned subsidiary could have, instead of an acquisition, been a
greenfield investment. Disadvantages when compared to an acquisition would have
included the slowness of building a subsidiary from scratch and the scarcity of experi-
ence in natural cosmetics. It would also have taken a huge amount of time and effort to
gain an image even nearly as good as that of The Body Shop. Even though The Body
Shop’s image suffered a little in association to the acquisition, consumers are generally
relatively ignorant of brand architectures, and when the acquisition has been away from
the headlines for some time, the majority of consumers forget about it (Ritson 2006). It
is thus significantly easier to repair the damage caused to The Body Shop’s image by
the acquisition than to develop such an image from the beginning.

Although it has already been concluded that M&A failure rates are high, and that
those of cross-border M& As are even higher, some factors are in favour of conducting
the case acquisition. First of all, the failure rates are lower in horizontal acquisitions
(Kitching 1974) and when acquiring a company in the core business (Bleeke et al.
1990). It also seems that the acquisition was executed totally in line with the general
corporate strategy, an element that lowers the risk to failure. Another component bene-
fiting L’ Oréal could be its experience in acquisitions. Zollo and Singh (2004) have re-
searched 228 acquisitions in the U.S. banking industry and discovered that accumula-

% Le Club des Créateurs de Beauté is a cosmetics mail order and internet sales specialist founded in
1987, present in France, Germany, Belgium, China, Japan and Taiwan.
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tion of experience did not itself affect acquisition performance. But if the company
codifies knowledge from previous acquisition experiences, that is, firstly knowledge of
the acquisitions is collected in explicit forms, and secondly tools for implementing the
different acquisition phases are produced and updated, that can lead to a better under-
standing of the factors determining the performance in the company. The authors con-
cluded thus that the higher the degree of knowledge codification from previous acquisi-
tion experiences, the better the economic performance resulting from the focal acquisi-
tion. Unfortunately, L’ Oréal does not disclose much information about its acquisition
policy because of confidentiality issues, and therefore it can only be speculated here
that it is likely that L' Oréal uses some kind of codification of acquisition experience
regarding the company’s strong skills in this area. L’ Oréal has executed several acqui-
sitions successfully while no failed acquisitions by it have been reported.

6.2  Potential challengesrelated to cor porate images differ ences

This chapter discussed the various challenges related to corporate image differences in
M& As by starting at the pre-acquisition phase with issues that should be considered be-
fore conducting an acquisition. The second sub-chapter focuses on the acquisition stage
with matters related to crisis management and public’s reactionsto corporate image dif-
ferences when announcing the deal. Finally, the post-acquisition stage with integration
issues is handled in the last sub-chapter. Additionally, reasons behind all these chal-
lenges are explored.

6.2.1 Pre-acquisition considerations

As noted earlier, cultural and psychological questions (i.e. soft issues) are often re-
garded as one of the most crucial elements determining if an acquisition becomes a suc-
cess or a failure. To identify these issues and to assess whether and how they can be
managed, Melewar and Jenkins (2000, referred to in Melewar & Harrold 2000, 21)
have presented aframework for corporate identity analysis. The framework offersa list
of key elements of corporate identity to be reviewed in association with due diligence,
in order to gain a better understanding of potential synergies and integration problems.
The corporate identity is first divided into five dimensions. Communication and visual
identity, Behaviour, Corporate culture, Market conditions, and Firm, product and ser-
vices. These dimensions are each further composed of different factors by which they
are driven (presented in Figure 11).
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Figure1l A framework for corporate identity analysis®

With the help of the framework, it is possible to assess the corporate identity issues
in the case acquisition and to understand what kind of subjects were important to be
considered before L’Oréal acquired The Body Shop. To begin with, communication
and visual identity includes issues related to (@) corporate communication, (b) uncon-
trollable communication, (c) architecture and location, and (d) corporate visual identity.
It is important to identify the key stakeholdersin the M& A and to be aware of their po-
tential gains and losses associated with the acquisition. For the customers, the acquisi-
tion did not signify many changes (except for those participating in boycotts) because
no products were eliminated and the post-acquisition integration did not do any damage
to the customer service. Also the relationships with local communities, employees, and
suppliers remained relevantly unchanged because there were no layoffs, factory clo-

% Source: Melewar & Jenkins 2000, presented in Mdewar & Harrold 2000, 22.
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sures, or renewals of suppliers. For The Body Shop’s shareholders the acquisition signi-
fied a considerable premium while other investors can also be assumed to benefit from
the acquisition’s future results. Also dealerships and locations remained unmodified
along with the corporate visual identity: L’Oréal continues having a diversified struc-
ture whereas The Body Shop maintains its name and brand and seems independent to
consumers just like before.

All levels of behaviour (corporate, management, employee) derive from matters re-
lated to the corporate culture and therefore the latter will be discussed first. Corporate
culture is composed of (a) goas, philosophies and principles, (b) nationality, and (c) or-
ganisational imagery and history. As already pointed out, The Body Shop strives for
producing high quality but affordable natural products and it follows a number of prin-
ciples regarding animal protection, community trade, self-esteem, human rights and en-
vironment. Simultaneously, also L’Oréal aims to produce affordable high quality prod-
ucts but its principles are more about high levels of R&D and concentration on exper-
tise. Although the companies aspirations are quite different, it is advantageous that
their products are complementary. There are also differences related to nationality be-
tween these companies, as The Body Shop is based in the U.K. while L’ Oréal’s head-
quarters are located in France. According to Hofstede's (1980) findings about national
differences, these two cultures differ most in terms of uncertainty avoidance and power
distance®, two elements that necessitate attention in the acquisition management. Fi-
nally, the companies’ histories are quite different: L’ Oréal is soon celebrating its hun-
dredth anniversary (founded in 1909) while The Body Shop just had its 30" anniversary
(founded in 1976). During their histories, both companies have expanded tremendously,
The Body Shop organically and through franchising and L’ Oréal through acquisitions.
All these corporate culture related elements explain a least to some extent why the
companies corporate cultures — and further behaviour —were so different.

However, it can be assumed that in the case acquisition, the differences in corporate
cultures were not easily overlooked because they were so apparent. In a way, this could
be considered even beneficial, because problems related to behaviour surely were ex-
pected to arise and thus did not come as a surprise. In acquisitions where the corporate
cultures appear similar, the situation might be contrary if the soft issues are not paid
enough attention in the due diligence. It was not likely that in the case acquisition, the
companies could have merged their corporate cultures without very strong management
leadership, and even so, it could have caused extensive problems. However, maintain-
ing L’Oréal and The Body Shop as their own entities even after the acquisition largely
prevented these potential problems.

3" Both risk averseness (uncertainty avoidance) and hierarchical structures in organisations (power
distance) are very characterigtic to France, contrary to the situation in the U.K.
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Market conditions compose another factor to be considered before an acquisition
and they include (a) nature of industry and (b) corporate/marketing strategies. The case
acquisition did not have an effect on the industry structure, thanks to the products being
complementary. Additionally, the consumers and merchants were not affected consid-
erably by the corporate level changes because of the strength of product brands. Neither
were the corporate and marketing strategies significantly modified as The Body Shop
continued to follow the same principles on which the corporate and marketing strategies
are based and that made it a successful business in the first place. Hence, on this aspect
there were no considerable changes for the consumers and merchants.

The final element is firm, product and services, composed of (a) branding strate-
gies and (b) brand performance. As already noted, the product brands of both case
companies are very strong and little dependent of the corporate brand of L’ Oréal. Each
brand has performed impressively on a global scale and the main challenge after the
acquisition has been to minimise L’ Oréal’ s corporate brand’ s negative effect on the The
Body Shop product brand.

6.2.2 Reactionsto the case acquisition

The case acquisition received enormously media attention during the few weeks around
the conclusion of the deal, which signifies that also challenges related to the acquisition
phase were reported more than those associated with other stages. In the acquisition
stage challenges regarding corporate image differences concern principally stake-
holders’ reactions, because corporate image refers to their picture of the company and
this picture quite inevitably is altered as aresult of combination of two different images.
This chapter begins by introducing stakeholders' reactions to the case acquisition and
then moves to various reasons that might explain the reactions.

As pointed out earlier, the corporate image and value differences between L’ Oréal
and The Body Shop did not go unnoticed in the public. The press suggested that there
might even be a trend of companies trying to buy themselves ethicality instead of actu-
aly being ethical in their every-day actions (see e.g. Harrison 2006; Walsh & Finch
2006; The body beautiful...). There were a lot of speculations about how much harm
L’ Oréal could do to The Body Shop and how these two companies did not fit together,
and the overall tone of the articles was very negative. At the same time, different activ-
ist groups took a predictable unfavourable stand on the matter and Naturewatch and
Baby Milk Action among others encouraged consumers to boycott The Body Shop after
the acquisition. The major reasons referred to in the boycott calls were L’ Oréal’ s use of
animal tested ingredients and Nestlé€'s use of questionable marketing tactics for baby
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powder milk in Third World countries (e.g. Smith 2006; Croft 2002). Also, directly af-
ter the takeover news, ECRA® lowered The Body Shop’s Ethiscore from 11 down to
2.5 out of 15, which is classified as very poor (Corporate Critic Companies.)

Consumers shared to some point the concerns of press and activist groups, but the
boycotts never became economically effective — since the acquisition The Body Shop’s
sales have been growing, and for example in the first half of 2007 they rose 7 % (Jones
2007). However, this kind of criticism from press and activist groups certainly has an
impact on some customers and finally also on the corporate reputation (Gray & Balmer
1998, 699). In fact, according to YouGov's Brandindex, among consumers the overall
reputation of The Body Shop worsened substantially after the acquisition became public
(Stuart 2006). Three weeks after the announcement The Body Shop’s satisfaction rat-
ing had dropped by a huge 11 points down to 14. Another rating by Y ouGov — called
buzz rating that indicates whether consumers have heard anything negative or positive
about a brand recently — fell by 10 points to -4, which encourages the interpretation that
the news of the acquisition was considered as negative among consumers. (Milmo
2006.)

Chapter 3.2.3 looked a corporate image management and the different actions a
company can take to ensure a good image and reputation. However, exactly like human
beings, companies can control their reputations only to a restricted extent (Bromley
2001, 320). It is typical that only one or a couple of a company’s brands affect exces-
sively the corporate image and reputation, in either a positive or a negative way
(Varadargjan et al. 2006, 196). Market leaders and brands with annual sales exceeding
US$1 hillion tend to have a significant positive impact on the corporate image while
especially brands with images not in line with the intended corporate image tend to
have a very negative impact to it (Varadargjan et al. 2006, 203—204). This would sug-
gest that L'Oréal’s other brands not being in line with The Body Shop’s intended cor-
porate image could explain the caused damage to The Body Shop’s image after the ac-
quisition.

Firth (1990) has stated that Company A’sreputation is likely to be affected by an as-
sociated Company B’s reputation, only because they are connected. Hence, Company
A’sreputation could suffer because of Company B'’s actions or reputation through guilt
by association, or conversely Company A could profit from Company B’s reflected
glory of success. In the same way, The Body Shop’s image clearly has suffered because
of L’Oréal’s and Nestl€'s less ethical actions and reputations, just through guilt by as-
sociation.

% ECRA (Ethical Consumer Research Association) is a non-profit consumer organisation seeking to
promote human rights, environmental sustainability, animal welfare, and provide information on the
social and environmental track record of well-known organisations
(http://mww.ethi cal consumer . org/aboutec/ aboutus.htm).
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Also a study by Simonin and Ruth (1998) on brand alliances' effects on consumers
brand attitudes suggests that companies can have an enormous effect on each other if
they are connected in consumers’ minds. Their discoveries included that brand alliances
affect significantly the partnering brands, and that both product and brand fit as well as
prior attitudes towards the partner brands affect significantly the consumers' attitudes
toward the alliance. This research can be considered as shedding some light to The
Body Shop’s situation as well, although one has to keep in mind that in alliances the
connection between two companies is different than in an acquisition. In an acquisition
the connection between the partner companies is probably regarded even closer than in
an alliance, but the connection may at the same time be highlighted a lot less. However,
if in an alliance the connection between two companies is bound to affect both brands
significantly, it could be assumed that in an acquisition the effect also is substantial.
The attitudes towards L’ Oréal and The Body Shop prior to the acquisition (which were
relevantly different) and brand fit (which can be argued to not have been optimal) also
would have affected significantly the consumers' attitudes toward the acquisition, if
comparable with the research results about aliances.

These findings explain at least to some extent the negative reactions to the acquisi-
tion by some of The Body Shop's customers. The connection with L’Oréal certainly
had a negative impact on The Body Shop’s corporate image, causing boycotts and de-
crease in reputation scores. The acquisition is, however, not the first time when The
Body Shop’s actions have been criticised; in fact, the company has been under constant
observation for errors almost since its foundation. In the 1990s there was a peak of
negative press in relation to The Body Shop, and examples include a 1992 television
documentary that incorrectly accused the company for making false claims about its
position against animal testing, along with writings (that were later proved untruthful)
in the magazine Business Ethics in 1994 charging The Body Shop with hypocrisy in
environmental standards, charitable contributions, and efforts to buy materials from the
Third World (Wallace 1996).

The concept promise/performance gap, that has been introduced by Greyser (1999,
180), goes a long way explaining why consumers are so emotional in relation to The
Body Shop. The concept refers to a gap that can be formed between the consumers’ ex-
pectations and the perceived delivery of the service/product. If a company fails to live
up to public expectations, it tends to result in decline of consumers' trust in the com-
pany, which, in turn, is likely to affect sales and share price. The higher the consumers’
expectations are, the higher is the risk. Hence, for companies like The Body Shop posi-
tioned as socially and ecologically responsible, this risk is even higher because the
promises raise consumers expectations. Greyser (1999) suggeds that the prom-
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ise/performance gap forms a serious potential trap for this kind of companies and this
risk is not shared by most of their competitors.

Promise/performance gap is thus a result of misalignment between different types of
identities of a company, such as desired identity, communicated identity, actual iden-
tity, and conceived identity. In The Body Shop’s case, in the early years the desired
identity corresponded to the communicated one. Later on, however, the company met a
large amount of negative press with critics accusing that the company did not meet its
own standards. The Body Shop completed an ethical audit which, in fact, reveded dis-
crepancies between the communicated and actual identities (i.e. between the policy
statements and the underlying reality) while the growing media attention led to scepti-
cism in the public and further to changed perceptions of the company (conceived iden-
tity*®). The core of these problems lay in the increasing disparity between Roddick’s
vision (desired identity) — which was reinforced by communications (communicated
identity) — and the public’s assessment of the actual company identity not being as dis-
tinct as declared (conceived identity). (Balmer & Greyser 2002, 83.)

Prior to the acquisition, Roddick had created an image of The Body Shop as a com-
pany different from others; as a company that did not run for financial causes but for
socia and ethical responsibility in business. Throughout her career, she had accused the
beauty industry of lying and trying to make women feel inferior, and as stated earlier
(see Chapter 5.2.3), Roddick had even criticised L’ Oréal directly in the past. The acqui-
sition evoked therefore feelings of public betrayal; The Body Shop had given the con-
sumers the idea that it was faultless and above companies like L’ Oréal. Because of its
corporate image, it was not judged based on the same rules as other companies would
have been, but based on expectations of a higher level, ones that The Body Shop itself
had created.

6.2.3 Challengesin the post-acquisition stage

Haspeslagh and Jemison (1991, 130) have pointed out that combining two organisa-
tions always destroys psychic value. The term “psychic value’ refers to various non-
monetary gains that a person gets from being employed by a certain company. Its de-
struction can result in resistance to change, which in turn can manifest itself for instance
as loss of motivation. If this is the case in M&As in general, signifying that even a
combination of two companies with very similar corporate images is value-destructive,
it can be assumed that the situation is even more challenging when companies with dif-
ferent corporate images are to be combined, like in the case acquisition. Weber,

% Conceived identity is referred to asimagein thisthesis,
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Shenkar and Rahev (1996, 1225) have additionally discovered that differences in corpo-
rate cultures cause negative attitudes toward the M&A, but that it is the national culture
differentials that are more likely to produce stress, less cooperation, and these negative
attitudes than the corporate culture. Also in the case acquisition, a situation of double-
layered acculturation had to be dealt with, signifying that the companies have to adjust
both to a foreign corporate and national culture, making the ability to adapt to new
situations undeniably crucial for the acquirer (Barkema & Pennings 1996, 154).

However, differences in corporate and national cultures should not be regarded only
as a problematic issue but also as a source for potential opportunities with regard to re-
sources (Shimizu et al. 2004, 334). For instance, according to a sudy by Larsson and
Finkelstein (1999, 15), strategic differences between the joining companies can in fact
generate synergistic complementarities through a combination of different operations.
This further boosts synergy realisation and thus improves the likelihood of the acquisi-
tion's success. It is helpful to managers to adopt a global way of thinking in order to
view the acquired company not from their personal cultural point of view, but from a
wider perspective that appreciates the value of the diverse cultural viewpoints (Shimizu
et a. 2004, 334). Beneficially for L'Oréal, the company seems to have adopted this
kind of multicultural thinking a long time ago. According to the company homepage,
L’'Oréal reflects the diversity of its clients when hiring people in its teams at every
level, in terms of nationality, ethnic or social origin, and age and “Enrichment through
diversity” is actually one of its core values (L'Oréal — Our people). However, these
statements should not be believed totally without criticism, due to for example a court
decision in July 2007 where L’ Oréal was found guilty of carrying out a racist recruit-
ment campaign some years earlier (Garnier, Adecco fined...) but this matter will not be
further speculated here.

6.3  Managing corporateimagesin M&As

Earlier in this study theories on corporate image management have already been sought
to be combined with theories on M&As in order to give some guidelines of how ex-
tremely different corporate images of the joining companies should be managed in rela-
tion to M&As. This chapter now looks into what kind of strategy L’ Oréal had regarding
integration of the companies corporate identity and why a certain strategy was chosen.
Finally, some post-acquisition considerations related to corporate image management
are discussed.



6.3.1 Imageintegration strategies

Chapter 3.2.2 introduced various strategies for integration of corporate and product
brands and we will now look at the case acquisition on the basis of these strategies. Ac-
cording to Basu (2006, 29), the relationship between corporate and product brands is
shaped by the way the company and its products/services have been developed. The
case companies represent actually the two opposites as regards this relationship. The
Body Shop (product brand) is hardly dissociated from the corporate brand The Body
Shop International Plc, and Varadarajan et al. (2006, 203) call this a branded house.
Meanwhile, L’ Oréal is characterised as a house of brands by the authors, as it possesses
over 500 product brands (Excite careers — L’ Oréal) that the consumers do not always
recognise as belonging to it (L’Oréal Paris and L'Oréal Professionnel forming two ex-
ceptions). L’ Oréal has grown remarkably by acquiring but has never linked these new
product brands to each other or to the corporate brand (Basu 2006, 32). The same strat-
egy has been followed in the acquisition of The Body Shop; in fact it has been kept
separate from other brands even more strictly than any other of L’ Oréal’ s prior acquisi-
tions, in order to maintain its superior image. Because The Body Shop’s position essen-
tially changed from a corporate brand to a product brand as a result of the acquisition
(although for the consumers it seems more or less unchanged) strategies for integrating
both corporate and product brands will be discussed in the following.

As mentioned earlier, the case acquisition was mostly motivated by product/market
extension, which is an objective that requires preservation of the existing situation in
order to work. Therefore a strategy that maintained both corporate brands was appropri-
ate to the situation. In Basu's (2006) framework this strategy is called flexible brand
(A&B; cf. Chapter 3.2.2) and it is particularly useful when both companies’ offerings
are regarded distinct (e.g. in terms of segments, geographies and/or product type) and
when the motives for eliminating one of the brands or integrating the two are limited.
Hence, it seems that the right choice was made in the case acquisition according to
Basu's (2006) typology, because The Body Shop and L'Oréal serve quite different
segments and there certainly was not much to justify elimination of The Body Shop
brand or integration of the two. Also, The Body Shop represented product and market
extension for L’Oréal, because — although both companies are in the beauty business —
the natural market is different to the markets (mass, luxury, professional) in which
L’ Oréal was active prior to the acquisition.

According to the framework by Zaheer et a. (2003, 189), a merged firm’s organisa
tional identity should be decided based on two dimensions: relative strength of organ-
isational identities and combination potential. The case companies had both very strong
— but also very different — identities (classifying them as Case A; cf. Figure 6 in Chapter
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3.2.2). Simultaneously, combination potential was high in principle because both com-
panies are active in the global cosmetics market. The companies actually stated that the
combination of L’Oréal’s expertise in R& D, marketing, and international markets, and
The Body Shop’s sKills in distribution and strong values would be beneficial to both
companies. But a the same time, The Body Shop was to be maintained its own entity,
with very little integration between the companies, in order to protect its corporate im-
age. (L’ Oréal annonce une offre...) It seemsthus, that even though other elements were
in favour of a high combination potential, corporate image issues lowered this potential
significantly. According to Zaheer et al. (2003, 189) the two possibilities for Case A are
to maintain separate identities (if combination potential is low) or to create a new iden-
tity (if combination potential is high). In the case acquisition, it can be said that the ap-
propriate choice was made, and both identities were maintained separately. It would
certainly have caused a lot of corporate image related problems if L'Oréal and The
Body Shop had tried to create a new identity together.

As mentioned, The Body Shop became a product brand as a result of the acquisition
and therefore integration strategies for them are also examined. Basu's (2006) model
suggests the decision to be made based on two dimensions. offer and message. The case
companies wanted to maintain all the existing customer segments of both companies
and not to eliminate any of them in favour of the other segments. Subsequently to the
acquisition, the differentiation of the two brands has been highlighted while the simi-
larity in the eyes of the customers is limited, signifying that the product integration
strategy chosen by L’ Oréal was Best Fit. The main benefit of this strategy is the best
possible responsiveness to cusomers' needs while the disadvantages count cost escala-
tion because there might be scarce transfer of learning between the business units and
some activities might be executed twice.

6.3.2 Motivesfor maintaining The Body Shop as a separate entity

It appears in the previous chapter that all the presented strategy frameworks suggested
the same strategy for the integration of the images of L’Oréal and The Body Shop. In
fact, the companies never even speculated in public that other alternatives would have
been considered for the acquisition; the message has been consistent from the very be-
ginning. This chapter further explains the decision to maintain The Body Shop as a
separate entity after the acquisition.

A look a the original structure of L’Oréal supports the decision over The Body
Shop’s position. To begin with, L’Oréal’s visual structure (typology presented by Ind
1992, 122-124) — that is, the company structure and inter-relations between brands
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shown to those exterior to it — has for long been a diversified one, as opposed to a uni-
tary or branded identity. In aunitary identity, the same name is adopted throughout the
company structure and all products are sold under it; Marks and Spencer and Y amaha
being good examples of this type of identity. A company with a branded identity has
many different brands that do not seem to have any connections with each other, the
corporate brand being totally separated from the product brands. Procter and Gamble
and Unilever are characterigtic of this group. Finally, diversified identity is quite
similar to the branded one but as a difference, one of its business units is branded in the
same way with the company while the rest of them are disassociated. Diversified iden-
tity is often a result of many acquisitions. (Ind 1992, 122-124.) In L’Oréal’s case,
L’ Oréal Paris and L’Oréal Professionnel are branded in line with the company brand,
forming its most important business unit: L’ Oréal Parisis actually the number one cos-
metics brand in the world (L'Oréal 2006 _annual report, 62). Rest of the company’s
brands are however not associated with L’ Oréal, as mentioned before. Hence, The Body
Shop can be seen as just another brand in L’ Oréal’s diversified structure and a decision
to integrate it with another brand would have been incoherent with the structure — that
has, in fact, been consistent from the beginning.

According to a framework by Haspeslagh and Jemison (1991, 148), the preserva-
tion strategy — as opposed to the absorption strategy and the symbiotic strategy — tends
to be used when there is a high need for organisational autonomy and a low need for
strategic interdependence among the combining companies. The Body Shop’s distinct
corporate image can be seen as a reason for needing organisational autonomy as a
measure of image protection. Meanwhile, it has been seen necessary to pursue interde-
pendence only in some particular areas — according to Haspeslagh and Jemison (1991)
these areas are typically related to financial and general management capabilities while
the main benefit originates from the ability to provide funding to the acquired company.
The latter is, in fact, the main objective for the case acquisition: as explained in Chapter
6.1.1, L’Oréal is planning to double the size of The Body Shop’s store network (Jones
2006) whereas before the acquisition The Body Shop had some problems with financ-
ing the expansion (Letter of recommendation...2006, 8). Following the preservation
strategy signifies thus managing the acquired operations at arm’s length (Haspeslagh &
Jemison 1991, 148), which is consistent with the case acquisition’s strategy (e.g.
L’Oréal annonce une offre...). Haspeslagh and Jemison (1991, 148) also point out that
although the preservation strategy is often used in association with domain-explorative
acquisitions — that is conglomerate M&As — it is applicable to al acquisitions, where
major changes in the management, practices, or motivation in the acquired company
would jeopardise success. It could therefore be speculated that this strategy might be
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especialy useful when acquiring a company with a different, yet distinct corporate im-
age that iswished to not be altered.

6.3.3 Post-acquisition considerations

Chapter 3.3 introduced the merger mix by Bamer and Dinnie (1999, 189-190) identify-
ing four key drivers for successful M&As. Three of them are relatively closely associ-
ated with corporate image management in M& As — further emphasising the importance
of corporate image issues to M&A success — namely stakeholders, corporate identity
and corporate communications. For that reason, the case acquisition will here be ana-
lysed regarding these factors.

Firgtly, the joining companies’ stakeholder groups should be assessed by the level
of communication effort that will be required in defeating their potential indifference or
opposition towards the M&A. An analysis of both companies stakeholders should thus
be executed and their reactions to the M&A to be followed. (Balmer & Dinnie 1999,
189-190.) The different stakeholders potential gains and losses associated with the
case acquisition were already briefly analysed in Chapter 6.2.1 but the topic can be
further elaborated here. It could be assumed that there is a group of The Body Shop’s
customers that displayed the most opposition to the acquisition, that is, those customers
that participated in boycotts® and felt betrayed by the company. It is likely that most of
these customers were so opposed to the acquisition that the resistance could not have
been defeated by any means and these customers have probably been lost as a result of
the acquisition. However, judged based on the sales after the acquisition, the great ma-
jority of (both The Body Shop’s and L’ Oréal’s) customers did not belong to this group
and there was for the most little opposition from their part. This could be overcome
through communicating the positive attributes of the acquisition and emphasising the
ring-fencing of The Body Shop. Further, local communities and suppliers were not
likely to be against the acquisition, as it did not change anything for them, whereas
some employees might have resisted the acquisition on the same basis as the boycotting
group of customers. It is not known that many employees would have resigned because
of the acquisition, and presumably the continuity in all the fundamental matters after
the acquisition has helped gaining these persons acceptance. Finally, The Body Shop’s
shareholders were probably optimistic towards the acquisition because of the consider-
able premium to the share price, and even other investors are assumed to benefit from

“0 Unfortunately no information is available of the real scope of these boycotts or for example of the
number of customers that were lost as aresult of the acquisition.
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the acquisition’s future results. Hence, little effort was in all probability required to
convince them to support the acquisition.

Secondly, both companies corporate identities are to be evaluated, after which it
should be decided which of their strengths and weaknesses are to be nurtured, main-
tained, and eliminated and how these issues are to be managed (Balmer & Dinnie 1999,
190). Although corporate identity evaluation certainly is very useful in relation to
M&As, the case acquisition aimed mostly at the preservation of the dimensions of both
companies corporate identities. It can also be noted that L’ Oréal has stated to be nur-
turing its natural dimension (Q4 2006 L’ Oreal...) while — although no such statement
has been given — it will probably try to get rid of the less favourable, relatively unethi-
cal image.

Finally, the joining companies should aim at effective corporate communications
and avoid conflicts between the joining companies communicators through construc-
tion of communication structures for the new company. Further, a research that exam-
ines communication strategy’s efficacy, identifies the rise of potentially damaging is-
sues and conflicting messages of joining companies, and observes that perceptions
throughout the M& A should be carried out as a part of effective corporate communica-
tions. (Balmer & Dinnie 1999, 190.) Unfortunately, because of the confidentiality pol-
icy of L’Oréal and The Body Shop it is hot known which strategic measures have been
taken inside the new company regarding communication. However, to the public the
corporate communications seem to have been managed effectively during the acquisi-
tion, as no dissonant messages have been sent from the joining companies about the ac-
quisition. A joint press release was given out at the time of the deal’s announcement
and both companies websites have shared the same information about the acquisition.
Additionally, interviews of the companies’ management have not been contradictory.

To conclude, L’ Oréal must have done something right in the corporate image man-
agement in its acquisition of The Body Shop, because it seems that both companies
have maintained good corporate images even consequently to the acquisition, regardless
of the great differences between the images. Also financial outcomes support this, be-
cause harm to corporate image is bound to affect the company financially as well*; in-
stead, the financial outcomes have only improved after the acquisition. There are a
number of examples of how similar acquisitions of a company with extremely different
corporate image have resulted in worsening corporate images, particularly because of
the differences. One such example is the acquisition of SiljaLine by AS Tallink Grupp
in 2006 that had as a starting point Silja Line’s exclusive corporate image and Tallink’s

“! For example Davies (2003, 99) refers to a crisis when a company’s reputation is endangered or hurt as
a result of unfavourable media statements, causing loss of profit and sales in the short run and harm to
reputation in the long run, suggesting that harm to corporate image indeed has financial consequences.
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less admired but still good corporate image. However, Tallink has not managed the im-
ages very sKilfully, resulting for example in losses in passenger volumes, and it is clear
that both companies corporate images have suffered enormously although no research
on this issue has been published. (e.g. Jaakola 2007; Koskinen 2007.)
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7 CONCLUSIONS

This study has sought to identify issues that are characteristic to M&As with corporate
image differences. This chapter concludes the findings through each of the research’s
sub-question.

The first sub-question of this study is about possible motives for M&As with corpo-
rate image differences. This question refers to the high failure rates in M&As (even
without the image differences) and to studies (e.g. Nitch et al. 1996; Li & Guisinger
1991) having proved that there are other alternatives to gain growth or market entry
with less risk than M& As. Because M& As usually are executed as a result of a bundle
of motives and thus it is rarely the case that only one motive would encourage a firm to
acquire, this question seeks to find a range of motives. Motives can be divided into two
categories, also identified by Trautwein (1990) as two out of histhree theory categories
of merger motives. M& As with image differences as (1) rational choice and (2) process
outcome.

Firgtly, it is assumed that M& As with corporate image differences might actually be
motivated similarly to any other M&As: if an otherwise appropriate target has been
found, the acquirer might not regard corporate image differences as a great enough
problem to withdraw from the deal because of them. Although the findings of the case
acquisition are not generalisable, they can be used as an example of this type of acqui-
gition. In relation to it, typical motives were mentioned, such as market access, mostly
in terms of natural cosmetics market, but also to some level in terms of geographical
market. Capabilities represented another motive for L’Oréal in form of The Body
Shop’s Kills, both in ethical matters (e.g. community trade initiative) and as a global
retailer. Lastly, synergies were expected to occur in the case acquisition, in form of
L'Oréal being able to finance The Body Shop’'s expansion and to add value to it. It
seemsthat L’ Oréal had strong motives for the acquisition and was confident of its abil-
ity to resolve all potential image related challenges. Furthermore, L’ Oréal’s main mo-
tive, to gain more footage in the natural market, could not have been achieved through
an acquisition of a company with a very similar corporate image, as L’Oréal’s image
has little to do with naturalness; hence, it appears that L’ Oréal could not have avoided
image differences in this case.

In addition to consciously acquiring a company with a different corporate image,
some companies might drift to such an acquisition less intentionally. Chapter 2.2.2 pre-
sented different problems that are related to acquisition decision making (Haspeslagh &
Jemison 1991) and these problems can to some extent explain why acquisitions of this
kind take place. Asintroduced, fragmented picture isafactor blurring the total picture
of the acquisition because different kinds of experts hold different kinds of information.
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While this leads to increased attention towards easily quantified issues, it might result
in negligence of corporate images along with other soft issues. I ncreasng momentum
can also have a similar impact as it is difficult to stop or low down the acquisition
process once it has started. Thus, if great differences in corporate images are noticed,
things such as increased commitment might keep the process going regardless of po-
tential doubts. Finally, even ambiguous expectations might cause some disregard of
corporate image issues, as it refers to questions that have been agreed to be dealt with
later on, in order to accelerate the conclusion of the deal. This way, some misinterpre-
tations might occur concerning corporate image — although the latter factor is not as ex-
planative as the two former ones.

In Chapter 2.2.4 a study by Hunt et a. (1987) was introduced, and it was noted, that
only about athird of M&As were stimulated purely by financial and business motives.
Hence, in most of the acquisitions political and personal motives played at least some
kind of arole. It could be assumed that if an acquisition is conducted mostly with per-
sona and egoistic motives in mind, and in negligence of financial questions, the ac-
quirer will not be very concerned about the corporate image issues either. In fact, ex-
cessive concentration on any certain motive can be assumed to draw attention from cor-
porate image questions. M&As with corporate image differences could thus at some
cases happen inadvertently, because focus has been put on somewhere else.

The second sub-goal for this research is to investigate what kind of challenges the
acquirer might encounter if it chooses to acquire a company with a different image and
what might have caused these challenges. As already noted, challenges are closely asso-
ciated to all acquisitions, taking into account their high failure rates (e.g. Capron 1999;
Bleeke et al. 1990). More specifically, the high levels of failure are often attached to the
excess concentration on business and financial fit instead of cultural and psychological
guestions (e.g. Gilkey 1991) putting emphasis on the importance of the latter in acquisi-
tion success. Hence, a poor corporate cultura fit might easily become a source of chal-
lenges — or even a source of failure — in an acquisition. This could be seen as the main
challenge in M&Aswith corporate image differences.

Most often the challenges that concern corporate image issues are related to corpo-
rate communications and crisis management. Firstly, it must be borne in mind that a
company is communicating at all times through all of its actions and through everything
it says, signifying that all communication has an influence on the corporate image, and
that it should therefore be managed carefully. In relation to an acquisition, the impor-
tance of corporate communications becomes even more critical, similarly to the situa-
tion of other organisational changes or crises. In fact, companies that desire to excel use
communication management as a means of assisting in transformation because it has a
significant impact on the success of the change. (Stroh & Jaatinen 2001, 149; 162.) As
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corporate communications is the tool transforming corporate identity into corporate im-
age, its importance in issues related to the image cannot be overrated. Hence, it can be
assumed that when a company with a different image is acquired and both corporate
image and change related matters require management, corporate communications are
of a central significance. The challenge here is to skilfully manage the communications
and to arrive at afavourable corporate image as a result.

Another interrelated matter is crisis management, as corporate image defence is of
major importance in image management because of its vulnerability. As Chajet (1991,
98) has suggested, it is not possible to envision every potential crisis that could en-
counter a company, and the feasible thing to do is thus to design a general plan on cop-
ing in crises. It could be expected that crises are more likely to arise in association with
an acquisition involving corporate image differences.

Pogt-acquisition integration phase presents one of the key challenges for all acquisi-
tions and the three major problems in this stage according to Haspeslagh and Jemison
(1991, 124-135; introduced in Chapter 2.2.2) are determinism, value destruction, and
leadership vacuum. It is not likely that determinism would be greatly affected by corpo-
rate image differences, although unexpected things arising in the post-acquisition stage
might in some cases also be related to corporate image issues. Value destruction is nei-
ther regarded to be amplified by image differences. However, it might be possible that
the problem of a leadership vacuum is worsened by the image differences if the degree
of integration is intended to be high, as regression to the old and familiar behaviours
can be extremely harmful in respect to the integration. Then again, if the level of inte-
gration is lower, this kind of additional problems caused by the image differences are
not likely to occur.

In the case acquisition, the challenges caused directly by the different corporate im-
ages regarded mostly the stakeholders' concerns of The Body Shop’s future in terms of
its ethical standards. Therefore the main task for L’ Oréal was to persuade the stake-
holders of the acquisition’s benefits and to convince them that The Body Shop would
continue doing business as before. Hence, although the activist groups actions certainly
created some challenges for L’Oréal and The Body Shop, image disparities never ex-
panded to areal crisis affecting sales or images in the long term — presumably due to
well-planned communication. There are some apparent reasons explaining these stake-
holder reactions (introduced in Chapter 6.2.2) that all companies planning to acquire
another company with a different corporate image should consider. Firstly, there is the
statement by Varadarajan et al. (2006, 196; 203—204) about the commonness of a single
brand’s excessive effect on the whole corporate image; especially if it is a market
leader, exceeds annual sales of US$1 billion, or is not in line with the intended corpo-
rate image. Secondly, Firth's (1990) comments should be borne in mind: Company A’s
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reputation is likely to be affected by an associated Company B’s reputation — through
guilt by association or reflected glory of success — only because the companies are con-
nected. Finally, the study on brand alliances effects on consumers brand attitudes
(Simonin & Ruth 1998) proposed that companies can have an enormous effect on each
other if they are connected in consumers' minds. Matters affecting the consumers' atti-
tudes included product and brand fit and prior attitudes towards the partner brands. Ad-
ditionally, the challenge of the promise/performance gap was specific to the case acqui-
sition. However, it is not directly applicable to all acquisitions of this kind, but only to
companies that have created higher standards for themselves, for example in terms of
ethicality. Hence, if acquiring a company positioned exclusively above other companies
in some dimension, special attention should be given to issues related to this dimension
and additional effort should be put into conserving it.

The framework by Melewar and Harrold (2000, 22) presented earlier in this thesis
offers agood technique for predicting challenges that are faced if the acquisition is exe-
cuted. The challenges might be greater in number if the corporate images are different,
but it is very helpful if they have been anticipated, enabling the making of action plans.
Additionally, if the analysis is conducted at an early stage and the potential challenges
seem insuperable, it is not yet too late to withdraw from the deal.

The third sub-goal in this study is to understand corporate image management in
M&As with corporate image differences. Firstly, the management process is substan-
tially affected by the degree of integration after the acquisition. Various frameworks are
offered to help the making of this decision, and three different integration strategies
were presented in Chapter 6.3.1. They suggest that the level of corporate images' inte-
gration should be decided for example based on the type of M&A or on the companies
identities’ relative strength and their combination potential. The decision made regard-
ing the case acquisition — to maintain The Body Shop a separate, ring-fenced unit — was
consistent with all the presented models and it could therefore be considered that the
optimal strategy was chosen. It can also be noted that the case companies' combination
potential would have been high if the corporate images had been more similar, but their
differences lowered it remarkably, suggesting that image differences might affect the
optimal strategy for managing the merged company’ s organisational identity.

L’ Oréal’s historical development offers more explanation to the decision of main-
taining The Body Shop as a separate unit. As already mentioned, L’Oréal has grown
enormously through acquisitions (cf. Chapter 5.1.3) and its visual structure has become
a diversified one (Ind 1992, 122-124). Except for L’Oréal Paris and L’Oréal
Professionnel, other brands of the company have not been associated to each other.
Therefore, it would have been exceptional if The Body Shop wasto be integrated to the
L’ Oréal brand. Furthermore, the preservation strategy tends to be used when there is a
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high need for organisational autonomy and a low need for strategic interdependence
among the combining companies (Haspeslagh & Jemison 1991, 148), which was the
case in the acquisition of The Body Shop.

Corporate image management can be seen as having different phases and several
such models have been presented in this study. Ind’s (1992) model is used as a basisin
order to apply image management to M&As. All the steps are not greatly affected by
image differences, such as industry analysis (which is more influenced by industrial
differences between the companies). However, the positioning strategies can be as-
sumed to be substantially different if there are great differences between the corporate
images, making their analysis and comparison an important step. Further, incongruities
in the joining companies’ identities can also be anticipated and designing comprehen-
sive plans on the desired integrated corporate identity is therefore an important task in
order to enable success of the acquisition. In association with communications, it is
crucial to confirm that — if the companies are integrated to each other — both of their
communications affect the corporate image similarly, regardless of image differences
before the integration. The primary goal related to corporate image is to examine
whether the image is beneficial to achieving the strategy or whether it is obstructing it
instead. Two different images might work for extremely different strategies, and thus
management of image is certainly needed. If dissonance exists between corporate im-
ages and strategy achievement, new direction has to be planned for the merged com-
pany and its attainment begins from the definition of new objectives that are to be
agreed by everyone.

Also issues regarding stakeholders, corporate identity and corporate communications
are closely associated with corporate image management and all of them require man-
agement in M&As. Firgtly, the joining companies stakeholder groups should be as-
sessed by the level of communication effort that will be required in defeating their po-
tential indifference or opposition towards the M&A. For the case acquisition, the hard-
est resistance — probably unconquerable — came from a group of The Body Shop’s cus-
tomers that participated in boycotts. All other stakeholders were more positive about the
acquisition and required probably only little, if any, effort to be convinced to support it.
Secondly, both companies’ corporate identities are to be evaluated, and the nurtured,
maintained and eliminated strengths and weaknesses are to be decided. L'Oréal has
stated to be nurturing its natural dimension, and even the acquisition represented one
step towards the achievement of this goal (Q4 2006 L'Oredl...). Findly, the joining
companies should aim at effective corporate communications; however, the case com-
panies communications can only be speculated to seem efficient while no information
regarding strategic decisions is given to public.
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As stated before, there is no proper research base on corporate image differences in
M&As and therefore this study has only aimed to combine theories of two different
subjects, gather information of one such acquisition, and to get an idea of the type of
issues a company should consider when executing such an acquisition. This study can
be seen as possessing novelty value because so little has been written on the combina-
tion of these two fields of research.

Further, because of the lack of prior research, this subject offers vast opportunities
for further study. It would be interesting to learn more about how acquisitions similar to
the one analysed in this thesis function, and to research how strong an effect the ac-
quirer’s corporate image might have on the acquired company’s image and vice versa.
If such influences were discovered to be significant, it would be interesting to learn to-
wards which way the scale would tip; if it was the better image that improved the worse
or vice versa and if the company that had the better image determined the results. Ad-
ditionally, the degree of integration might influence this. A fundamental question would
be to investigate whether the failure rates in these acquisitions are similar to acquisi-
tions in general. Other interesting areas of research would be distinguishing specific
tools for these types of acquisitions, and finding out if they require more management
than those of similar corporate images, and if so, whether there is a certain area where
this additional management is needed. Furthermore, theories on integration and change
management could be combined with issues regarding corporate image management in
M&AS.
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8 SUMMARY

The purpose of this study was to investigate what issues are characteristic to M&As
with corporate image differences. The answers were sought with the help of theories on
M&As and corporate image and further by analysing a case acquisition. The study has
three sub-goals: (1) to investigate how these kinds of acquisitions could be motivated,
(2) to investigate the challenges that could be related to thistype of acquisitions and the
underlying reasons behind them, and (3) to understand how the corporate image should
be managed in M&As. The study applied descriptive approach and was conducted as
desk research — where only secondary sources are utilised — while using case study as
an additional research method.

The case study concentrated on L’ Oréal’s acquisition of The Body Shop that was
conducted in March 2006. The Body Shop’s corporate image has always been natural,
fair, ethical, and both environmental and animal friendly, whereas L’Oréal is the
world' s leading cosmetics company concentrating aggressively on innovation and
heavy advertising. In the eyes of the large public their corporate images are thus ex-
tremely different or even totally opposite. Probably because of the controversies, the
acquisition got a lot of attention in the media, and the public in general was shocked
and concerned about The Body Shop’s future. However, the early results of the acqui-
sition have been favourable, for example in 2006 The Body Shop’s salesrose by 8,7 %.

The motives behind M& As with corporate image differences can be divided into two
categories:. M&As with image differences as (1) rational choice and (2) process out-
come. Firstly, it is assumed that M& As with corporate image differences might actually
be motivated similarly to any other M& As: if an otherwise appropriate target has been
found, the acquirer might not regard corporate image differences as a great enough
problem to withdraw from the deal because of them. Although the findings of the case
acquisition are not generalisable, they can be used as an example of this type of acqui-
gition. In relation to it, typical motives were mentioned, such as market access, capa-
bilities, and synergies. Although L’ Oréal consciously acquired a company with a differ-
ent corporate image — despite of the fact that between one third and a half of M& A fail-
ures are caused by soft issues including corporate image questions — some companies
might drift to such an acquisition less intentionally. Acquisition decision making prob-
lems, including fragmented picture, increasing momentum, and ambiguous expectations
might draw attention from image difference questions or lead to the negligence of them.
Besides, only about a third of M&As are stimulated purely by financial and business
motives, giving political and personal motives an excessive role in the acquisition deci-
sion making. In cases where even financial questions are neglected, it would not be sur-



97

prising if this negligence extended to corporate image issues as well. In fact, excessive
focus on any certain motive is likely to leave less consideration to image matters.

Challenges are closely associated to all acquisitions and the high failure rates are
often attached to the excess concentration on business and financial fit instead of cul-
tural and psychological questions (e.g. Gilkey 1991). Hence, a poor corporate cultural
fit might easily become a source of challenges — or further, even a source of failure—in
an acquisition. This could be seen as the main challenge in M& As with corporate image
differences.

The importance of corporate communications becomes critical when acquiring a
company with a different image, similarly to the situation of other organisational
changes. It could further be expected that different crises are more likely to arise in as-
sociation with an acquisition involving corporate image differences; hence, crisis man-
agement skills are of major importance in this type of acquisition.

Post-acquisition integration phase presents one of the key challenges for all acquisi-
tions. In relation to corporate image differences, special attention should be paid to the
problem of a leadership vacuum (Haspeslagh and Jemison 1991, 124-135) because re-
gression to the old and familiar behaviours caused by it can be extremely harmful in re-
gpect to the integration, that is, if the level of integration isto be high.

In the case acquisition, the challenges caused directly by the different corporate im-
ages regarded mostly the stakeholders' concerns of The Body Shop’s future in terms of
its ethical standards. Therefore the main task for L’ Oréal was to persuade the stake-
holders of the acquisition’s benefits and to convince them that The Body Shop would
continue doing business as before. Various explanations to these reactions have been
offered in this study and they can be helpful to all companies planning to conclude an
acquisition with corporate image differences. An example of them is the study on brand
aliances effects on consumers' brand attitudes (Simonin & Ruth 1998) proposing that
companies can have an enormous effect on each other if they are connected in consum-
ers minds. Matters affecting the consumers' attitudes included product and brand fit
and prior attitudes towards the partner brands.

The framework by Melewar and Harrold (2000, 22) presented in this thesis offers a
good technique for predicting challenges that are faced if the acquisition is executed.
The challenges might be greater in number if the corporate images are different, but it is
very helpful if they have been anticipated, enabling the making of action plans. Addi-
tionally, if the analysis is conducted at an early stage and the potential challenges seem
insuperable, it is not yet too late to withdraw from the deal.

In the corporate image management, the first and central strategic decision isto se-
lect the appropriate degree of integration. Various frameworks are offered to help the
making of this decision, suggesting for example it to be decided based on the type of
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M&A or on the companies' identities' relative strength and their combination potential.
The decision made regarding the case acquisition — to maintain The Body Shop as a
separate, ring-fenced unit — was consistent with all the presented models and it could
therefore be considered that the optimal strategy was chosen.

Corporate image management can be seen as having different phases and several
such models have been presented in this study. Ind's (1992) model has been used as a
basis in order to apply image management to M&As. All the steps are not greatly af-
fected by image differences, but for example positioning strategies and company iden-
tities can be assumed to be substantially different because of them. Furthermore, it
should be confirmed that the joining companies communications affect the corporate
image similarly and that their corporate image is (or images are) beneficial to achieving
the strategy.

Lastly, issues regarding stakeholders, corporate identity and corporate communica
tions are closely associated with corporate image management and all of them require
management in M&As. Stakeholder groups should be assessed by the level of
communication effort that will be required in defeating their potential opposition to-
wards the M&A, then corporate identities are to be evaluated, and the nurtured, main-
tained and eliminated strengths and weaknesses are to be decided. Finally, the joining
companies should also aim at effective corporate communications.
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