AN thought

Executive Exodus

A 10% attrition rate is average
for companies that have never
gone through a merger. But
for those that have, the rate
remains twice that even

nine years after the event.

RESEARCH

Why Do They Keep Leaving?

Everyone knows that executive turnover increases after a merger.
But a new study shows that the churn goes on much

longer than anyone thought.
by Jeffrey A. Krug

As a finance manager at PepsiCo in the late
1980s, | was transferred to Louisville, Kentucky,
to oversee financial analysis for Latin American
restaurants in the company’s newly acquired
Kentucky Fried Chicken franchise. | saw first-
hand the pressure the acquisition put on KFC's
management and how this stress trickled down
to the rank and file. Managers and employees
alike were anxious about the future and their
prospects for advancement under the new own-
ership. Most KFC managers thought that Pepsi-
Co regarded them as dispensable yokels, and a
rumor circulated that the new parent company
planned to prune the “homegrown tomatoes”
out of KFC's management ranks.

A large portion of KFC's top management
team did end up leaving (either voluntarily or
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not) soon after the acquisition. The remaining
KFCexecutives and employees continued to put
in their hours, but | could sense their unease as
the company’s culture shifted. Most believed
KFC would never be the same.

That experience stayed with me long after |
entered academia and led to my interest in the
long-term effects of mergers and acquisitions
on the dynamics and performance of top man-
agement teams. A rich literature going back two
decades confirms the conventional wisdom
about executive turnover after a merger: In-
cumbent executives-the managers in charge of
the target company at the time of the acquisi-
tion—leave in droves soon after the deal is com-
plete. On average, about a quarter of the execu-
tives in acquired top management teams leave
within the first year, a departure rate about
three times higher than in comparable compa-
nies that haven't been acquired. An additional
15% depart in the second year, roughly double
the normal turnover rate. But it’s been assumed
that executive turnover rates generally return
to normal within two years.

In fact, they don’t. Previous studies have
looked only at the turnover of incumbent exec-
utives. What happens to the new hires? To find
out, | followed the careers of more than 12,000
executives in 473 merged and nonmerged firms
over a15-year period. (See the graph “Executive
Exodus.”) My results were similar but showed
that just like incumbents, executives who joined
target firms after an acquisition also left at sig-
nificantly higher rates than normal, beginning
about two years after the acquisition. More sur-
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prising, executives continued to depart at twice
the normal rate for a minimum of nine years
after the acquisition.

Explaining the Exit

It's no surprise that so many of the original ex-
ecutives go soon after an acquisition. About one
third of those who leave do so involuntarily, and
another third depart because of reduced job sta-
tus or alienation. But why do the new hires start
leaving even though the acquiring company pre-
sumably wants to retain them?

Many of these new executives are managers
who have been rotated from the acquirer into
the target company to speed knowledge trans-
fer and culture assimilation. When they arrive,
they often encounter an organization in dis-
tress. Acquiring firms frequently restructure and
downsize the target company shortly after the
acquisition to exploit synergies. Employees are
expected to maintain or even increase produc-
tivity with fewer hands. The exodus of incum-
bent executives decreases leadership stability,
disrupts lines of communication, and fractures
the organizational culture.

New executives taking the reins in this tough
environment may be set up to fail, or at least to
fall short of expectations. Since acquiring firms
generally don’t improve the performance of the
companies they take over, new executive hires
may shoulder much of the blame. Continuing
rounds of employee downsizing and restructur-
ing, and eventual divestiture (in as many as half
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the cases), may also help explain the persistent
high turnover rate long after the incumbents
have gone.

Retaining Incumbents

High turnover after an acquisition is more than
just a symptom of organizational problems—it
may be an important cause. The loss of incum-
bents at the outset affects operations directly,
has the indirect effect of demoralizing a work-
force already compromised by downsizing, and
perhaps helps trigger a wave of further execu-
tive departures.

Companies contemplating an acquisition
should focus on retaining key incumbent exec-
utives for the long haul. Failing to keep a critical
mass of the old guard may set off a domino ef-
fect the organization will be feeling at least nine
years out—and perhaps much longer.

Jeffrey A. Krug is an assistant professor of strategy
and international business at the University of IIli-
nois, Urbana-Champaign.
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