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Abstract: This study examines the influence of board interlocks and former politicians on decisions
regarding acquisitions in Spain. Our research suggests that board interlocks to other firms can
positively influence operations in terms of acquisition scale. Our findings also show that this
relationship is positively moderated by the presence of former politicians. That is, the effects of
interlocks on acquisitions are amplified further when there are former politicians on boards, which
confirms their role as community influentials. In the case of Spain, and under-regulated industries,
this complementary effect is maintained. However, the role played by interlocks seems to be more
important than former politicians, which means that board interlocks can replace other formal
methods of acquiring information (through former politicians) while attempting acquisitions.
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1. Introduction

Board interlocks, which take place “when a person affiliated with one organization sits on the
board of directors of another organization” [1] (p. 271), have become one of the main indicators of social
ties among firms. Their prevalence is very high and their increasing number cannot be ignored [2–4].

The literature on corporate governance suggests that the use of board interlocks may be a corporate
board mechanism used to gain access to other companies [3] and to obtain more accurate information [5],
which improves firm performance [6]. From a Resource Dependence Theory [7], organizations are
not self-sufficient but depend, to some extent, on external elements. Organizations can use board
interlocks as a way to create links with their dependent sources and to reduce uncertainty. Board ties
to other firms provide a unique opportunity for directors to exchange information, to observe the
business practices of their peers, create new business opportunities, and to obtain general business
information [1,8,9]. Thus, research has shown that corporate practices that are shared among firms via
board interlocks tend to have an impact on the dissemination of innovation [10–13], diversification
strategies [4], the adoption of golden parachutes and social corporate responsibility practices [14],
stock options and poison pills [15,16], as well as the creation of joint ventures [17] and the adoption of
multidivisional organization forms [18].

Consistent with the above-mentioned research, we contend that boards that are well connected
to other firms provide access to information that is relevant in firm acquisitions. This increases the
likelihood of acquisition by the company. Although previous literature has analysed the effect of board
ties to other firm behaviours or performances on acquisition, the main object of study has been the
financial outcomes of acquisitions [19–22]. We also explore whether having former politicians on the
board has an impact on this relationship. In this sense, we go beyond the mere exploration of the direct
effect of interlocks on acquisition strategies motivated by the evidence that other board networks,
such as ties to the government, could influence strategic choices [23–25]. Indeed, it is certainly true
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that the main criticism that interlock research has received is that board interlocks do not capture the
complexity and richness of inter-firm networks [26]. The influence of interlocks in acquisition strategies
can, therefore, vary depending on other board connections present within the board. Our research
goes one step further with regards to questioning the initial assumption that the more interlocked the
boards, the more beneficial for acquisitions, and we try to provide insight into the specific conditions
under which an interlocked board can be beneficial or detrimental for a firm’s acquisitions [27].

Thus, while there is a broadly assumed relationship between economic power and political
influence, our research analyses the influence of politicians on a specific management decision: a firm’s
acquisition. One of the reasons why there is scarce or no research on this area is the difficulty of both
measuring corporate political activity and evaluating its consequences. This topic has been filled with
controversy lately, especially because of the discussion on the existing “revolving doors” and the need
to promote responsible corporate behaviours. In the end, the engagement of firms on sustainability
depends on their lobbying positions and on external memberships.

Further, we acknowledge that the characteristics of the industry’s environment clearly affects
effective board decision making surrounding acquisitions [28–30]. The relationship between board
networks (interlocks and former politicians) and the scale of acquisitions may vary depending on
the regulation of the industry in which the acquirer firm is active [31,32]. Because the prospects for
effective acquisitions depend, to a great extent, on the directors’ ability to design an agreement that
passes regulatory scrutiny [25], our focus is on government control across industries.

Accordingly, drawing on the resource provision role of the board, we explore the following
research questions: (a) Do networked boards via interlocks influence decisions on acquisitions? (b) Do
networked boards via former politicians moderate the board interlocks–acquisitions relationship? (c)
Does the degree of regulation of the industry affect these relationships (i.e., (a) and (b))?

In order to answer these research questions, we examined the population of non-financial
firms listed in the Spanish Stock Exchange over the period 2010–2015. Our results illustrate how
well-connected boards (with a high number of board interlocks and former politicians as directors)
have an informational advantage over those boards without such ties and how it leads to higher
motivation of the company to acquire. Also, they show that under highly regulated conditions, these
informational advantages are even more advantageous to make decisions on acquisitions.

The main contributions of our research are the following: first, we aim to provide a better
understanding of the influence of inter-firm board networks on acquisition decisions, suggesting
which characteristics of the board (in terms of board interlocks and political connections) can provide
useful information and access to outside stakeholders (other companies and the government) for firms
making decisions. The literature on interlocks [21,28] and on former politicians on boards [25,30,33]
has generally been addressed separately. In this study, however, we conducted a holistic perspective
analysing both variables.

Second, we develop our research in one continental European country, Spain. Previous studies on
board networks have mostly been carried out within the Anglo-American context or have adopted an
international perspective. This fact may have influenced the interpretation of the results in previous
studies because of the existing legal, judicial, and cultural differences across countries [34–37]. The very
few studies that have been conducted in Spain have focused on the relationship between political
connections and compensation policies in saving banks, the informativeness of accounting earnings [38],
and the importance of hiring influential former politicians in the revolving doors [39].

Third, we analyse the acquisition decision with regards to its scale, measured in terms of
the acquisition value and the percentage of acquired shares. Most of the studies analysing how
corporate governance mechanisms affect the acquisition have focused on financial outcomes (e.g., deal
announcements on abnormal returns) [19,27,40–42].

Fourth, we shed light on how board networks can provide resources that are helpful to the firm
in adopting strategic decisions such as acquisitions. In this sense, this research provides a deeper
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understanding of the Resource Dependency Theory [7], suggesting that better connected boards
provide reliable and private information and reduce the uncertainty related to acquisition processes.

The paper is organized as follows. Section 2 reviews previous research on the field. This leads to
the hypothesis, followed by the methodology used and the sample. Next, the findings are presented,
followed by a final discussion and the conclusions.

2. Materials and Methods

2.1. Theoretical Background and Hypotheses

Among the business strategies with the highest level of uncertainty, the literature has identified
business acquisitions. Decisions on acquisitions are quite often associated with industry-level
shocks [43,44] that involve environmental uncertainty. Despite this uncertainty and a substantial
decrease in takeover activity during the financial crisis, acquisitions have reached new heights all over
the world [22]. This fact has caused a shift of focus in the literature [45], now oriented towards the
study of how the characteristics of the board, such as board independence [41,46,47], board size [48],
board meetings, or board ownership, affect the propensity to acquire other firms [49]. In contrast,
we focused on the importance of interlocks and former politicians on firms’ acquisitions.

The basic Spanish legal framework for corporate acquisitions, mergers, and other types of
corporate reorganisation is mainly contained in the Spanish Civil and Commercial Codes. These Codes
specifically foresee the general principle that governs private transactions in general and merger and
acquisitions (M&A) in particular: the free will of the parties. The contracting parties may establish any
covenants, clauses, and conditions that they deem convenient, provided that they are not contrary to
the laws, moral or public order [50].

Based on this, M&A transactions are structured in many different forms, most often driven by the
underlying tax structures of the buyer, the characteristics of the asset to be acquired, or the regulated
status of the company to be acquired. The most common structures found in the Spanish M&A
transactions are “share deals”, “asset or debt for equity deals”, or “leveraged buyouts” (LBOs) [51].
The M&A deal market recovered in Spain in the period 2010–2015 because of cheap financing, the growth
of expectations over the Spanish economy, and the political stability of the country. Companies in
the energy, mining, and utilities sectors attracted a number of important deals (Deloitte M&A Index
2016 [52]).

Board Interlocks and Acquisitions

Previous literature has analysed the effect of board ties to other firms’ behaviours or performances
on acquisition. Thus, [10,23] showed that the number and types of acquisitions made by a focal
firm are linked to the acquisitions made by its interlocked partners. Cai and Sevilir [21], in contrast,
found that connections between the acquirer and target boards (i.e., sharing common directors) led to
higher acquirer announcement period abnormal returns. Ishii and Xuan [53], in turn, contend that the
existence of social ties between boards (of both the acquirer and the target firms) has a positive effect on
the target firms’ likelihood to be subsequently divested for performance-related reasons. Using social
network methods, Singh and Schonlau [20] show that central firms are more likely to participate in
merger activities and tend to have better post-acquisition performance than non-central firms in the
network. Cai and Sevilir [21] also conclude that when the acquirer and the target firm share directors,
there is a number of benefits to the acquirer, such as higher announcement returns, lower takeover
premiums, and greater value creation. Other studies have examined how directors with investment
banking experience exert their influence on a firm’s acquisition behaviour [54,55].

In line with Gulati and Westphal [17], we support the idea that board interlocks can be an important
source of information for directors regarding acquisition decisions. Obviously, board interlocks are not
the only source of information available [28], but scholars have emphasised the value of said direct
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communication between fellow corporate leaders, and they suggest that it is particularly influential
because it comes from a reliable source [10,15].

Despite their recent growth, acquisitions are associated with a variety of risks and pitfalls that
result in considerable uncertainty about the acquisition decision. This uncertainty comes from different
sources, such as the difficulties of organizations to obtain information about the identification and
competencies of their actual targets [22,56]. For example, if a bidding firm has a better understanding
of the potential target firm’s capabilities, potential post-acquisition economies of certain scope or scale,
or possible related synergies, they will be able to evaluate the potential acquisition better and more
efficiently by reducing information asymmetries [57,58]. However, this information is confidential,
potentially costly to obtain, and may not be revealed outside close relationships. Renneboog and
Zhao [24] show that interlocking directorships help bidders to identify targets, increase the probability
of acquisition completion, and reduce the duration of negotiations. It seems that board interlocks
can provide reliable and possibly private information about the target firms that definitely affect the
bidding process. By means of board interlocks, directors can learn from their experience in other
firms’ acquisitions [59–61], avoid previous mistakes and, in sum, be in a better position to prepare and
negotiate the bidding acquisition process.

As a whole, we believe that board interlocks may act as a channel of information that enables
directors to acquire first-hand knowledge of other firms’ capabilities, activities and plans, and provide
this information in a timely manner, reducing the acquisition uncertainty mentioned above. We expect
all this to lead to large-scale acquisitions, so that the higher the interlocked boards of acquirer firms,
the larger the acquisition scale.

Based on this, we propose the following hypothesis:

H1. Interlocked boards of acquirer firms are positively associated with large-scale acquisitions.

2.2. Former Politicians on Boards and Acquisitions

Nowadays, there is a debate on what has been called “revolving doors”, or private corporations’
(e.g., on boards of directors) tendency to hire politicians that have held relevant political positions in
the government [62]. This creates ethical and deontological problems given by the clear overlap of
“what is public” and “what is private” [63]. In this respect, there has been pressure on, and concern
of, legislators to increase transparency and good corporate governance codes that make corporations
responsible for reporting the identity of their board members.

Studies in connection therewith that have analysed the benefits obtained from firms’ political
connections have been conducted in emerging countries with high levels of corruption [64].
However, studies on the impact of former politicians on boards in developed countries is scarce, with
the exception of the research conducted in the United States, which suggests their beneficial effect.
Agrawal and Knoeber [65] and Goldman et al. [66], for instance, argue that political connections
can help firms to better understand public policies and bureaucratic procedures. Indeed, former
politicians might possess information on pending legislation or the workings of the legislative process.
Hillman [31] argues that these political connections can provide a direct channel to existing politicians
and provide legitimacy to the firm by associating the reputation and status of these politicians with the
firm. Faccio [67] also points out that political connections can lead to preferential treatment by the
government by helping firms to win government contracts, extract concessions, lower tax rates, reduce
regulatory oversight over the connected firm, or provide access to external financing, among others.
The benefit of gaining access to capital from financial institutions has also been supported by Khwaja
and Mian [68] as well as Yeh et al. [69]. Other studies have found a positive relationship between
political connections and stock returns, and future performance of US firms [70], as well as positive
market reaction [66]. Among the few studies that have examined the value of political connections
in other developed markets are Amore and Bennedsen [71] in Denmark, Niessen and Ruenzi [72]
in Germany, and Bona-Sánchez et al. [38] and García-Meca and Palacio [73] in Spain. The latter,
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in particular, analysed the effect of political connections on accounting performance, informativeness
of accounting earnings, and firm reputation

It is in this context that we attempt to analyse this “lobbying effect” that former politicians have
when they sit on boards, and their potential added value to the firm [63]. In terms of the board
members’ taxonomy by Hillman et al. [74], former politicians play the role of community influentials,
and this role is different from that of business experts or support specialists. Moreover, it provides
necessary non-business perspectives on proposed strategies, as well as has influence on powerful
groups in society.

The resources provided by former politicians are especially valuable in acquisition operations.
Thus, Ferris et al. [25] suggest that the appointment of former politicians to boards increases the
likelihood to acquire targets and avoid regulatory delay or denial. It also increases merger premiums
and enjoys higher post-merger financial and operating performance. According to these authors,
the benefits of political connections are basically twofold: (1) former politicians are likely to have
insider information concerning merger processes or reviewing agencies’ practices, and (2) acquiring
firms can deal with the regulatory barriers of federal agencies more easily thanks to their former
politicians’ government networking. As merging firms can provide future employment opportunities,
campaign contributions, and other benefits to current regulators, the interlocks of former politicians
could be seen as beneficial and/or could favour exchange [75–77].

Based on the above-mentioned literature, we contend that the existence of former politicians
and their networking activity may have an impact on the decision of acquisition of firms leading to
large-scale acquisitions. Thus, we define the following hypothesis:

H2. The interaction between interlocks and former politicians on boards are positively associated with large-scale
acquisitions.

2.3. Regulated Industries

One of the most relevant factors organizations face is the government. Governmental entities
control nearly every aspect that affects business life—policy, regulations, and laws [3,78]—which
encourage firms to keep informed about government regulations, policies, and emerging public policy
issues [78] to address some strategic operations, including acquisitions.

The existence of interlocks brings about benefits for the company in highly regulated sectors
because they play an important role in ensuring external resources through their linkages to other
firms in the external environment [4] and in the ability to interpret such regulation [79]. In fact, there is
evidence in the literature that the level of networking increases under regulation, as the level of interlock
ties in regulated sectors is higher than that in companies from other sectors [79,80]. Similarly, there are
some advantages for firms that appoint former politicians to the board, and they seem to increase under
elevated levels of regulatory scrutiny [31,65,76,81,82]. By means of the presence of these directors,
firms can influence rule making and gain access to timely information about government contracts,
industrial and trade policies, and changes in regulatory policies and enforcement [83]. In other words,
former politicians bring unique resources to the firm, which allow the firm to gain knowledge of the
regulatory environment [31].

Taking the above benefits into consideration, we expect a positive association of interlocks,
politicians, and large-scale acquisitions under regulated industries. That is to say, when the environment
is highly regulated, firms with more interlocks and former politicians in their boards are associated
with large-scale acquisitions. In a highly regulated context, firms will be tempted to acquire more
when they feel they have access to information of other companies (through imitation of strategies)
derived from having more interlocks on the board [10,28], but also when they have access to knowledge
of internal governmental mechanisms [83,84] to better understand the public policy process [32] in
favour of their acquisitions. Also, politicians on boards can reduce regulatory requirements around
acquisitions under highly regulated sectors [85], offering firms the ability to network or lobby with
current regulators or politicians [25].
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Hence, based on the above arguments, we define the following hypothesis:

H3. There is a three-way interaction between the government control across industries, interlocks, and former
politicians on boards on the scale in acquisitions. As the government control across industries increases,
interlocked and political experienced boards are more positively associated with large-scale acquisitions.

2.4. Methodology

2.4.1. Sample and Data Collection

The sample comprised all the acquisitions completed by a number of publicly held companies
that were Spanish-based between January 1, 2010 and December 31, 2015. The sample of acquisitioin
was created using the AMADEUS database (a database with financial information about European
firms). The first step was to search Spanish firms in the Madrid Stock Exchange that were quoted
on the continuous market during the period 2010–2015. After searching all the acquisitions made
by these companies, it was found that a total of 94 out of 175 companies made acquisitions during
the period 2010–2015, and 68 made more than one acquisition during this period. Thus, the final
dataset included 479 acquisitions that occurred within the time period starting in 2010 and ending
in 2015, and whose acquirers were companies listed on the continuous market. This database also
included information about board members. Boards of directors are one of the many resources firms
have, and they serve two important functions within a firm: monitoring and advising [22,86,87].
Following Daily et al. [88] (p. 371), “we define governance as the determination of the broad uses to
which organizational resources will be deployed and the resolution of conflicts among the myriad
participants in organizations”. On the one hand, boards monitor management on behalf of shareholders,
and on the other, they provide resources to the firm [87,89]. The board provides valuable advice
to management and monitors its policies [90]. In general, board analysis has focused on board
composition and board size [73,91,92]. Using agency theory [93,94], board composition classifies board
members as outsiders or insiders. Insiders are members of the board who also have a managerial role
in the firm. Outsiders are non-managerial members of the firm and non-executive directors, and their
functions include monitoring the CEO and management on behalf of shareholders and providing
resources, such as knowledge and advice, to the firm [89,95,96]. Our database identified by name all
the board members of the analysed firms as well as their standing (outsider/insider).

2.4.2. Dependent Variables

In this study, the scale in acquisitions was measured by means of two dimensions: the size of
the deal value and the percentage of the acquired stake. Both of these dimensions represent the
“depth” of the firm’s participation in the acquired firm. Given the different measures of the variables,
to calculate the composite variable “scale in acquisitions”, their standardised values were estimated,
and afterwards their average value was calculated.

Most of the literature used to measure the impact that acquisitions have is on market
value [21,48,53,97] or accounting performance of the acquirer firms [25]. Very few studies have
been conducted on the strategic aspect of the acquisition operation, such as (1) non-diversifying
operations, when the target is in the same industry as the acquirer, versus diversifying operations,
when the target is not in the same industry as the acquirer [25]; (2) market-oriented acquisitions versus
public bidding [30]; or (3) the duration of the acquisition agreement [24]. This study tries to delve into
these strategic aspects, including the scale in acquisitions, and proposes that these strategic decisions
are driven by the board of directors.

2.4.3. Independent Variables

Interlocks are defined as the ties that are formed when a board member serves on the board
of another firm. This measure of interlocks has previously been examined in the literature on
boards [96,98–100]. The term “director interlocks” referred to the total number of external ties with
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other firms that are formed by a board of directors. The total number of interlocks is calculated as
the total number of external ties formed by directors of the acquirer firm with other firms divided by
the board size of the acquirer firm. The information about interlocks was obtained from corporate
governance annual reports published by the Comisión Nacional del Mercado de Valores (the Spanish
Stock Market Commission, or CNMV). These reports provided information about the names of all the
board members for each firm in our sample.

The term “politicians on board” [31,38] was used to measure the number of directors with political
experience on each acquirer firm. The board of directors of the companies was examined for the number
of directors with political (elected or appointment) experience at the local, state, or national level.
First, using corporate governance reports, we created a database with all the names of board members
in the firms under examination in the given period. Secondly, using public sources such as websites,
we created a database with data from 1975 to 2014 with a list of members of the Spanish Parliament
and Senate, regional parliaments, state secretariats, and the European Parliament. This included prime
ministers, cabinet ministers, members of parliament, senators, secretaries of state, members of any of
the regional parliaments in Spain, and members of any local government in Spain. Officials elected
internationally include members of the European Parliament as well as members of different foreign
parliaments. We cross-referenced both databases. The result was a list of board members who had also
been elected as political representatives. Finally, we also searched magazine articles about the links
established between politicians and private firms. This search provided information about former
politically appointed civil servants who were board members.

Finally, we included the degree of regulation in the industry [31,32] through a dichotomous
variable that took value 1 when the industries of the acquirer firms were heavily regulated by the
government, and 0 otherwise. Highly regulated sectors have traditionally been the utilities sector
(mainly electricity), where pricing and even profits are regulated by the state [65], as well as banking
and financial services [101,102] and the chemicals sector [103]. All other sectors in our sample
would be barely regulated sectors. Therefore, we included two groups with substantially different
regulatory environments.

2.4.4. Control Variables

Based on other studies on corporate governance, we included the following control variables
that might affect the proposed relations. First, to control for firm-level tendencies to acquire, we used
firm size and a firm’s previous performance. Firm size was measured by considering the number of
employees in each acquirer firm for each year [21], and a firm’s previous performance was measured
by means of previous returns on assets (ROAs) of the acquirer firms [25,28]. Also, we included
board-level characteristics of the acquirer firms that could influence the scale of acquisitions, such as
board size [21], measured as the number of directors on the board, and percentage of non-executive
directors [21], calculated as the sum of non-executive directors on each board divided by the total
number of board members.

Given that several theories on acquisitions have proposed that industry conditions affect the
activity on acquisitions [28], we controlled for two industry variables. First, to control for synergies
between the acquirer and the target, we used diversifying acquisition, measured as a dummy variable,
and coded it as 1 if both the acquirer and target firm shared the same 2-digit NACE codes (Statistical
Classification of Economic Activities in the European Union), and 0 otherwise [21,25]. When the
business activities of the acquiring and target firms are similar, the acquirer will be prone to acquire new
firms. Second, we controlled industry velocity of the target firm measured by the log of new companies
that entered the industry annually. Industry velocity is a source of environmental or competitive
uncertainty [7], as some industries more attractive to the acquirers than others.

Finally, we controlled for time and company “year”, as well as effects including two dummy
variables for each year of acquisition and acquirer company [23,28].
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3. Results

Table 1 shows a summary of the descriptive statistics of the study variables and the correlation
matrix between variables. All VIFs (Variance Inflation Factors, used check for multicollinearity), were
substantially lower than 2, with an average VIF of 1.38, suggesting that multicollinearity did not seem
to be a problem.

We estimated our theoretical model by ordinary least-squares regression (OLS) with Stata/SE
12.0 using a robust model to account for heteroscedasticity. Table 2 includes the OLS regression results.
In the baseline model (Model 1), we introduced the control variables. Models 2 to 6 were designed
to test the proposed hypotheses, with Model 2 explaining 17.2% of the variance scale of acquisition.
This percentage increased through the models, rising to slightly above 28.1% in Model 6. Overall, there
was an increase in significance across models. The joint significance test of our explanatory variables
also showed that the variables were significantly different from 0 in all models.

Hypothesis 1 predicts that there will be a positive relationship between interlocked boards and the
scale of acquisitions. As shown in Model 2 and in Table 2, the coefficient was significant and positive
(B = 0.04, p < 0.05); therefore, H1 was supported.

According to Hypothesis 2, we would expect that the interaction between interlocked and political
experienced boards is positively associated with a larger scale in acquisitions. We modelled it by
introducing the interaction between the interlocks variable and politicians on boards. The results
obtained in Model 4 (Table 2) confirmed this expected moderation (B = 0.00, p < 0.01). To illustrate
significant two-way interactions, we used STATA margins commands [104] and displayed the plots
in Figure 1. Plots used the interaction terms for maximum and minimum values of interlocks and
politicians on boards. Figure 1 illustrates that, as the percentage of politicians on boards increased,
the previous positive association between percentage of interlocks and the scale of acquisitions became
more positive.

Model 6 confirms Hypothesis 4. In particular, there was a three-way interaction between the
degree of regulation, interlocked boards, and political experienced boards on the scale in acquisitions,
as the coefficient for the three-way interaction was positive and significant (B = 0.08, p < 0.01).
This coefficient was between confidence intervals with small standard errors. This coefficient indicated
that the degree of government control in the industry increased the interaction effect between the
interlocks variable and politicians on boards, as presented in Hypothesis 3. To illustrate this significant
three-way interaction, we used STATA margins commands [104] and displayed the plots in Figure 2.
This showed that the relationship was positive as long as interlocks and the number of politicians were
high. Also, it further indicated that these two conditions together resulted in larger acquisitions, while
the degree of government control in the industry increased. Table 3 shows that the slope difference test
was significant.
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Table 1. Descriptive statistics and correlation matrix.

Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11

1. Scale in acquisitions 0.00 0.70 1
2. Interlocks 1.61 1.37 0.06 1.00
3. Politicians on board 10.66 11.65 −0.06 −0.06 1.00
4. Government control 0.24 0.43 0.07 −0.13 *** −0.11 ** 1.00
5. Log firm size 6.08 2.24 0.04 −0.08 0.04 0.27 *** 1.00
6. Firm´s previous performance 3.22 20.97 −0.05 0.11 ** −0.02 0.04 0.01 1.00
7. Board size 13.54 3.72 −0.07 0.02 0.28 *** 0.17 *** 0.21 *** −0.08 1.00
8. Percentage of non-executive directors 0.82 0.11 0.03 −0.13 *** 0.04 −0.07 0.20 *** −0.17 *** 0.10 * 1.00
9. Log industry velocity 3.91 2.08 −0.07 0.13 *** 0.00 −0.62 *** −0.23 *** 0.05 −0.09 * 0.02 1.00
10. Temporal effects – – 0.02 0.02 0.13 *** 0.03 −0.07 −0.14 *** −0.02 0.04 −0.05 1.00
11. Company effects – – 0.04 0.12 ** −0.02 −0.42 *** 0.23 *** −0.04 −0.17 *** 0.04 0.39 *** −0.08 * 1.00

Note: number of observations = 479. * p < 0.10; correlations greater than 0.11 (or lower than −0.11) are significant at * p < 0.10; ** p < 0.05; correlations greater than 0.13 (or lower than –0.13)
are significant at *** p < 0.01.

Table 2. Regression analysis of the interlocks, politicians on board, and degree of regulation of the industry on scale in acquisitions.

Control Variables and Independent and Moderating Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Control variables

Log firm size 0.01 0.01 0.01 0.01 0.01 0.01
(0.02) (0.02) (0.02) (0.02) (0.02) (0.02)

Firm´s previous performance 0.00 0.00 * 0.00 * 0.00 0.00 ** 0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Board size
−0.26 −0.27 ** v0.24 * −0.30 ** −0.25 * −0.36
(0.13) (0.13) (0.14) (0.15) (0.14) (0.14)

Percentage of non-executive directors 0.00 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Log industry velocity 0.00 0.00 * 0.00 * 0.00 ** 0.00 * 0.00
(0.00) (0.00) (0.00 (0.00) (0.00) (0.00)

Temporal effects 0.01 0.00 0.00 0.00 0.00 0.00
(0.03) (0.00) (0.00) (0.00) (0.00) (0.00)

Company effects 0.00 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
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Table 2. Cont.

Control Variables and Independent and Moderating Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Independent and moderating variables

Interlocks (H1) 0.04 ** 0.03 * 0.01 0.04 * 0.14 **
(0.02) (0.02) (0.02) (0.02) (0.06)

Politicians on board
0.00 −0.01 ** 0.00 0.13 **

(0.00) (0.00) (0.00) (0.05)

Interlocks * Politicians on board (h2) 0.00 *** −0.07 ***
(0.00) (0.02)

Degree of regulation −0.09 0.35
(0.14) (0.32)

Interlocks * degree of regulation −0.14 *
(0.07)

Politicians on board * degree of regulation −0.14 ***
(0.05)

Interlocks * Politicians on board * degree of regulation (h3) 0.08 ***
(0.02)

Observations 479 479 479 479 479 479

R2 14.5 17.2 17.8 20.8 18.3 28.1

F Statistic 3.07 *** 3.44 *** 3.16 *** 3.11 *** 2.86 *** 7.16 ***

Note: number of observations = 479. Robust standard errors are in parentheses. The table displays the ordinary least-squares (OLS) regression results using the scale in acquisitions as the
dependent variable and interlocks, politicians on board and government control as independent variables. All regressions considered standard errors corrected by heteroscedasticity. * p <
0.1; ** p < 0.05; *** p < 0.01.
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Table 3. Slope difference tests.

Pair of Slopes t-Value for Slope Difference p-Value for Slope Difference

(1) and (2) −2.77 0.01
(1) and (3) −1.95 0.04
(1) and (4) 3.89 0.00
(2) and (3) 2.70 0.01
(2) and (4) 3.72 0.00
(3) and (4) 3.91 0.00

4. Discussion and Conclusions

Despite an increasing uncertainty and a substantial decrease in takeover activity during the financial
crisis, acquisitions reached new heights all over the world by the year 2014 [22]. Resource Dependency
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Theory suggests that firms are dependent on external organizations, and this dependency creates risk
and uncertainty [7]. Firms build networks to have access to timely information, to reduce uncertainty
and, therefore, to be able to adapt to the external environment [105]. Based on this framework, we have
analysed how organizations respond to resource dependencies by forming networks in the context
of acquisitions. We also analysed how a specific resource, former politicians, can provide an edge in
the acquisition process and how interlocks and former politicians are affected by regulation in the
industry. Thus, we have examined the acquisition decision with regards to its scale, measured in
terms of the acquisition value and the percentage of acquired shares. Previous studies analysing how
corporate governance mechanisms affect acquisition have focused on a number of variables, such as
financial variables and performance, higher announcement returns, or the number of connections
among directors in the US [21]. Also, the impact of governance mechanisms on corporate takeovers [22],
the position of the firms within the network and network centrality in China [27], toehold bidding
and premiums in the US [19], abnormal announcement returns in the US [40], and acquiring-firm
shareholder loses around acquisition announcements in the US [40] have been investigated. Within this
corporate governance literature, there is a stream of research oriented towards the study of how the
characteristics of the board [45], such as board independence [41,46,47], board size [48], board meetings,
or board ownership, affect the propensity to acquire other firms [49]. In this research, we focused on
the importance of interlocks and former politicians on firm acquisitions.

In our study, the first hypothesis proposes that those boards that are better connected (higher
number of interlocks) will be associated with larger-scale acquisitions. There is a number of reasons,
such as better access to information [17], helping bidders to identify targets, and the increase of
likelihood in terms of acquisition completion [24], that can explain this behaviour. The results support
this hypothesis. Our findings reveal that better connected boards with more board interlocks have an
advantage over those boards without such ties. This fact leads to an increase with regards to acquisition
scale, measured in terms of acquisition value and percentage of acquired shares. Our findings are
in line with previous works [21,53,106] that suggest that board interlocks are an important source of
information for directors regarding acquisition decisions.

Former politicians and their contributions to the board have been studied, focusing on, for example,
their linkages to other firms in the external environment [4], their ability to interpret regulation [79],
and their interlock ties in regulated sectors [79,80]. The second hypothesis supports that former
politicians and the interlocks they provide to the board will have a significant effect on the scale of
acquisitions. Our results support this second hypothesis; that is, the relationship between interlocks
and the scale of the acquisition is positively moderated by the presence of former politicians. In other
words, the effects of direct interlock ties are amplified further when there are former politicians on
boards. The incorporation of former politicians to the board may be seen as a firm strategy to establish
links with the external environment and reduce acquisition uncertainty. This may also confirm the role
that former politicians play as community influentials [74], given that they provide information and
non-business perspectives on acquisition decisions, as well as networks with powerful stakeholders.

The third hypothesis introduces a new variable, regulation in the industry, and proposes
that industries with high levels of regulation will make interlocked and politically experienced
boards positively associated with large-scale acquisitions. Traditionally regulated industries include
the utilities sector (mainly electricity) [65], banking and financial services [101,102], as well as
the chemicals sector [103]. There is a three-way interaction between the degree of regulation,
interlocked boards, and politically experienced boards, with an impact on the scale in acquisitions.
The degree of government control in the industry increases the interaction effect between the interlocks
variable and politicians on boards presented in Hypothesis 2. The results support this hypothesis.
Indeed, our findings suggest that, in the case of regulated industries, a high number of board interlocks
and a high number of former politicians involve positive effects on the scale of acquisitions. In other
words, acquiring firms in industries that are highly regulated, and that include former politicians and
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a high number of interlocks, would be an advantage for the firm from the scale of acquisitions’ point
of view.

The analysis of the results also provides further insight into the relationship of these three variables.
Although the best option is to have high levels of both (i.e., interlocks and former politicians on the
board), it seems that the role played by interlocks is more important than that of former politicians on
the board. Theoretically, we contend that the prospects for effective acquisitions depend to a great
extent on the director’s ability to design an economic agreement that passes regulatory barriers, and,
in this sense, we support that former politicians play a critical role. However, it seems that under highly
regulated industries, board interlocks can replace other formal methods of acquiring information such
as those provided by former politicians. This result highlights the importance of board interlocks in
acquisition decisions and the special attention that they deserve, and that previous literature has not
acknowledged so far.

The overall conclusion of this research is that better connected boards (with higher board
interlocks and former politicians as directors) have an informational advantage over those boards
without such ties, and this leads to more willingness to acquire. Also, our results show that under
highly regulated conditions, these informational advantages are even more advantageous to make
decisions on acquisitions.

Our research presents a number of contributions. First, the literature on interlocks [21,28],
on former politicians on boards [25,30,33], and on acquisitions has generally been addressed separately.
The literature on corporate governance has suggested that the use of board interlocks may be a
corporate board mechanism used to gain access to other companies [3] and to obtain more accurate
information [107], which improves firm performance [6]. Former politicians not only possess unique
knowledge of the practices of various regulators, but they also make the acquisition processes more
attractive to the company [25]. By using a holistic perspective in our analysis, we are able to provide a
better understanding of the influence of inter-firm board networks on acquisition decisions, suggesting
which characteristics of the board (in terms of board interlocks and political connections) can provide
useful information and access to outside stakeholders (i.e., other companies and the government) for
firms making decisions. The lack of research in this specific area prompted us to undertake this research.

A second contribution is related to the uniqueness of Spain and the continental model.
Previous studies on board networks have mostly been carried out within the Anglo-American
context or have adopted an international perspective. This fact may have influenced the interpretation
of the results because of the existing legal, judicial, and cultural differences across countries [34–37].
As Aguilera [108] argues, the industrialisation process defined the role of banks and their relation
with other private business. Europe, in particular, has two different models: on the one hand,
the Anglo-Saxon model, in which capital accumulation is self-financed. Great Britain is a leading
example. On the other hand, the continental model, with Germany as an example, had to rely on
foreign capital or banks for financing [108]. As a consequence, firms and their relationships with
banks and their interlocks are going to differ. For example, within the Anglo-Saxon model, the US
has a number of laws (Clayton Act, Sherman Act) that, for example, provide severe anti-trust laws
and declare interlocks among competing firms illegal, whereas the continental model leads to banks
influencing corporate affairs [108]. To date, there are very few studies conducted in Spain, and they
are focused on the link between political connections and compensation policies in saving banks,
the informativeness of accounting earnings [38], as well as on the study of hiring influential former
politicians in the revolving doors [39]. In turn, there are no studies on the relationship between
interlocks, former politicians, regulations, and acquisitions. This, combined with the uniqueness of the
continental model, deserves the present analysis.

A third contribution in our research is related to the construct and the variables used. We analysed
the acquisition decision with regards to its scale, measured in terms of the acquisition value and the
percentage of acquired shares. Most of the studies analysing how corporate governance mechanisms
affect acquisitions have focused on financial outcomes (e.g., deal announcements on abnormal
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returns) [19,22,27,40,42]. We purposely chose not to focus on the financial aspects of the acquisition
but rather, following Resource Dependence Theory, on how possessing specific resources, interlocks,
and former politicians will provide an advantage over those boards without such ties, and how it
leads to a higher acquisition scale, measured in terms of acquisition value and percentage of acquired
shares. After all, firms are interest driven [109] and strive for survival and continuous success [110,111].
Financial gains might be the goal, but there are different paths to achieve such goal. We focused on one
of these less travelled paths.

This research involves a number of managerial implications. Nowadays, acquisitions represent
one of the major managerial investment decisions. In this research, we confirm the importance of
board networks, and we suggest which board characteristics, in terms of board connections, are crucial
for the acquisition strategy. More so, we conclude that board interlocks and former politicians increase
the needed resources to create value in acquisition operations, especially in regulated industries.
Following Resource Dependence Theory [7], the procurement of external resources is vital for the
survival of the firm. We consider both interlocks and former politicians as external resources that
will affect the behaviour of the firm and, more specifically, the scale of the acquisition. In line with
this, firms should consider board composition carefully to ensure that certain interlocking directorate
networks and board profiles have been co-opted into the board when considering large-scale acquisition
decisions. Better informed boards can make better decisions, and interlocks and former politicians are
a relevant factor to consider in this respect.

In the last two decades we have faced a number of waves of deregulation and privatisation all
over the world, but there are still a number of industries that are highly regulated. Our research
also suggests that government policies still have a great impact on firm operations, as other authors
have previously confirmed (e.g., Hillman, [31]). Increasing the number of interlocks the board has
is, therefore, a strategy that firms follow to manage this regulation. We also find that, as regulation
increases in the industry, former politicians play a less relevant role, while interlocks take prominence.

This study presents some limitations and also provides insight into further lines of study.
Our research has only selected acquisitions of large companies in Spain quoted on the stock exchange
market, which have the duty to comply with legislation and publish data related to corporate
governance, performance, and several control variables. We believe that it is necessary, and would be
of great interest, to continue research in this field, incorporating information from other companies,
and not only those that are quoted on the continuous market. Firms of all sizes are involved in
acquisitions. The way in which firm size affects acquisition decisions might vary according to the
type of organisation being studied. Likewise, further analysis in other European countries should be
undertaken, and the results should be compared. Besides, whether every country with a continental
model behaves in a similar way is something that is yet to be explored. Likewise, we do not know to
what extent there are significant behaviour differences between countries using a continental model
and those using the Anglo-Saxon model. In line with this, it is known that not all countries in Europe
have the same level of industrialisation. For example, Spain was a late-comer to industrialisation
in Europe, and within the European Union, with the last major enlargement of 2004, it would be
interesting to analyse how firms in different countries with different levels of industrialisation use
interlocks and former politicians when considering large-scale acquisitions.

Although we have controlled for certain variables, such as industry, future investigations should
seek a broader firm sample and include non-profit companies or family firms [112]. The two main
variables we used (i.e., interlocks and former politicians) also present some limitations, which can
also be used as further lines of study. For example, we neither controlled for the busyness effect (i.e.,
when directors serve on three or more boards) nor whether busy board members may have led to poor
firm performance [113]. Some studies reveal that directors only have a limited amount of time and
resources to perform their roles. Thus, directors with multiple board seats would potentially be a
non-effective monitor and advisor given the time constraints on their schedule. Other studies have
noted that social ties between the merging firm directors lead to familiarity bias in terms of decision



Sustainability 2020, 12, 984 15 of 19

making, which outweighs the positive effect of improved information sharing [53]. The literature
seems to suggest a curvilinear (instead of linear) relationship between social networks and acquisitions.
Further research is needed in this respect. Other potential non-positive effects of interlocks include
the loss of firm value [114] or reputational penalties, that is, being related through interlocks to firms
alleged with financial reporting fraud [115]. Similarly, the literature on “revolving doors” shows,
among other issues, that longevity in a cabinet position matters [63]. Prior research indicates that the
benefits of political connections are directly related to the strength of the political connection, measured
basically with two dimensions: (1) whether the politician’s political party is in power [116–118] and/or
(2) the political experience of the appointee [32,63]. None of these variables has been considered in this
research, as we only measured the existence or absence of former politicians on boards. This would be,
however, an interesting research path for the development of future studies. Further analysis should
also be undertaken to control for political tenure. Finally, further lines of study should focus on family
firms given that, while the literature includes both interlocks and former politicians, they have not
been examined together within the same study.
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