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Abstract

The paper seeks to identify the criteria which companies use to select board mem-
bers and which firms use to select the outside boards they sit on. Hypotheses were
drawn from theories which view corporate interlocks as a strategy of market
cooptation and from theories which argue that board interlocks are based on the
prestige of CEOs or the prestige of companies. These hypotheses were tested on a
population of 116 manufacturing corporations in a major metropolitan area. The
statistical models used in the paper were developed by Fienberg and Wasserman.
In sum, we found that interlocking on the metropolitan level was not in-
fluenced by the market position of firms. Neither dependencies across industrial
sectors nor the locale of labor and consumer markets had any effects on the choice
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of board members. However, we did find that the community’s very largest firms,
where the CEO wnas also a member of the social elite, were most likely to be repre-
sented on local boards and tended to choose one another to sit on their own
boards.

In light of these findings, we reevaluate the importance of prestige in the
selection of board members and the meaning of mterlockmg directorate networks
in a regional context.

Of all types of interorganization linkage, the interlocking directorate has
received the most attention by far. On the one hand, interlocking director-
ates are viewed as a cooptive strategy that corporate actors use to over-
come uncertainty, thus enabling them to better secure resources from their
environment (e.g., Burt,b,c; Burt et al.). The selection of directors and
directors’ selection of boards are influenced by the market position of the
host firm and of the firm which the director represents. On the other
hand, interlocking directorates are viewed as an opportunity to enhance
the prestige of both the host firm and the director’s company (Mace). The
election of directors and directors’ selection of boards are assumed to be
influenced either by the social credentials of individual executives or the
economic power of companies.

The units of analysis in this study are the (*}) = 6,670 dyads that
existed among the 116 publicly owned manufacturing firms headquartered
in the Minneapolis-St. Paul Metropolitan area in 1978, 1979, and 1980. We
are principally interested in the relationship between two firms—the pres-
ence or absence of an officer from firm j sitting on the board of directors of
firm 7 in any one of the three years. Hereafter we will refer to this relation- -
ship as an “interlock” between firms j and i. '

Market Position Effects on Corporate Interlocking

Market position theories argue that the choice of a board member is influ-
enced primarily by the market position of the firm and the company’s
needs to reduce uncertainty and secure resources from actors in its envi-
ronment. Burt (b,c) and Burt et al. articulate this argument most forcefully
and succinctly. Building on Selznick’s work on cooptation, Burt (b,c) ech-
oes Allen, Pfeffer and Salancik, and Aldrich arguing that an interlock pro-
vides a conduit which the host and visiting firm can use to gain “inside”
information on the other’s circumstances and environment. Directors have
no real decision-making power in the organization; they are only infor-
mants or consultants who advise the officers of the company on condi-
tions in the business environment. In exchange, they gain access to infor-
mation on the host company which supposedly helps their own company
in its decision-making.
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Burt (b,c) went beyond earlier research and offered a model which
tested the cooptation hypothesis. While Allen, Pfeffer, and Dooley uti-
lized only bivariate measures, Burt (c) was able to develop precise hy-
potheses concerning the probable location of interlocks in a population of
establishments. Adapting his model of “structural autonomy” to the prob-
lem at hand, he argues: “interestablishment cooptive relations should be
observed where they can eliminate constraint and should not be observed
where there is not constraint to eliminate” (Burt et al., 825). ,

We will not review his formal codification of “constraint” here. It
suffices to state that:

. the occupants of the status enjoy high structural autonomy within their sys-
tem (i.e., have an ability to pursue their interests without constraint within the
system) to the extent that their relational patterns ensure low competition among
the nonoccupant actors with whom they interact. Their structural autonomy is
severely constrained by their relations with occupants of a particular other status
to the extent that they have relations with occupants of that status only and those
occupants are perfectly centralized so as to collectlvely pursue their own interests
(Burt et al., 823).

In simpler terms, Burt and his }colleagues hypothesize and confirm
that interlocks will form between two industries to the degree that one is
highly dependent on the other for sales and purchasing and the other is
dominated by oligopolies.

Social Status Effects on Corporate Interlocking

Alternatively, it has been argued that the choice of a board member is
influenced primarily by the prestige needs of the company. Essentially,
executives within a firm will choose board members whose corporate af-
filiation will enhance their firm’s prestige. In choosing board members,
companies engage in a type of status competition with their peers, seek-
ing to increase their own prestige by recruiting individuals from high sta-
tus firms to their boards of directors (Mace). At the same time, firms seek
to place their people on the boards of companies which will enhance
their status. The prestige allocation process is similar to that described by
Goode.

This perspective on corporate interlocking borrows directly from so-
called institutional theories of organizational behavior. One purpose of
interorganizational transactions with the environment is to ensure the
firm’s legitimacy (Parsons,a,b). Thus far, attention has been given to the
legitimating myths which organizations create about themselves (Kamens;
Meyer and Rowen), the manipulation of external referents of prestige by
organizational elites (Lee; Perrow), and the attempts by organizations to
legitimate themselves by identifying with cultural symbols and/or legiti-
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mate power figures (Miles; Pfeffer and Salancik; see also DiMaggio and
Powell). We extend this literature by focusing on how corporations will
select directors and directors will select corporations on the basis of the
prestige of the respective actors.

There are two possible criteria which can define the prestige value
of a firm (see Ratcliff et al.; Useem,a). On the one hand, it may be a

function of the chief executives’ education, club membership, and cultural
~ prominence. In this case it is the “style of life” or “social circles” of the
chief executive that makes a firm attractive or not (Weber). Indeed, re-
search has consistently found that social status is critical in the selection of
directors (e.g., Domhoff; Koenig et al.; Ratcliff; Soref; Useem,a,c).

On the other hand, the prestige value may be solely a function of
corporate power. With the growth of industrial bureaucracies and joint
stock companies, economic power has passed to those who control corpo-
rate assets. Quite often this control is based in a bureaucratic position
rather than on ownership. Mills noted that while many of the new corpo-
rate elites have prominent family backgrounds, their status in society now
rests in their bureaucratic position and not their personal history. An
equally impressive array of studies has shown that economically more
powerful companies are more likely to be represented on boards of direc-
tors (e.g., Allen; Dooley; Ornstein; Pennings).

This research will test to see if the social status of chief executives or
the corporate power of firms is more important in the creation of inter-
locks. Because of space and time limitations, we make the simplifying
assumption that all firms in our population are equally interested in en-
hancing their prestige either by recruiting representatives of prestigious
firms to their boards or by placing their officers on the boards of presti-
gious firms.

Hypotheses

The purpose of this paper is to derive and test hypotheses from the mar-
ket position and social status theses of corporate interlocking. To date
there has been no effort to isolate the independent effects of social status
and corporate power on the choice of board members. Furthermore, the
market position thesis has only been tested at the level of the establish-
ment and has not simultaneously been studied with the social status the-
sis at the interorganization level. Thus, our goal is to utilize models which
will allow us to assess in a rigorous way the independent effects of the
chief executive’s social circles, company size, and company market posi-
tion on the formation of interlocking directorates.

The hypotheses offered here are tailored to be studied by models
developed by Fienberg and Wasserman for the analysis of grouped socio-



