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Director interlocks occur when a board member or an executive of a firm sits on the board of directors of another

firm. As an essential social network application in the business world, interlocking directorates are documented to

be non-trivial from the 1930s and continue to gain popularity thereafter. Corporate information and business

practices can be transferred to another firm through an interlocking director sitting on both companies’ boards.

Such information dissemination leads to changes in an interlocking firm’s decision-making processes. Existing

business research attempts to decipher the underlying reasons why board interlocks become prevalent, how and

what information is being transferred through this channel, and the intended or unintended consequences to firm

strategic, governance, financing, and accounting practices. We first introduce theoretical research on board

interlocks in management and then follow up with empirical evidence in finance and accounting. Since extant

studies have not reached a consensus on various consequences of board interlocks, we contribute to the literature

by summarizing the findings from multi-business disciplines, discussing their advantages and disadvantages, and

calling for more research on the topic.
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As an essential social network application in the business world, director interlocks occur when a board member or

an executive of a firm sits on the board of directors of another firm . Network theories suggest that social ties

facilitate the diffusion of information . Board interlocks, as a form of low-cost channel for information transfer,

have been documented to be associated with the diffusion of firm operating, governance, financing, and accounting

practices. Interlocking firms benefit from the information transferred and expertise shared through board networks

in terms of reduced environmental uncertainties , better governance, and anti-takeover defenses .

However, because the interlocked directors are likely less independent than outside directors who are not linked to

other boards , director interlocks are sometimes viewed as less effective in governing and, thus, suboptimal in

performing the board monitoring role. In addition, the information transfer channel could also exacerbate the

dissemination of non-value-added practices at the expense of shareholders. Consistent with this view, studies

show that board interlocks lead to reduced voluntary disclosure , dissemination of earnings manipulations ,

higher levels of tax avoidance , and suboptimal executive compensation schemes . Collectively, while the

benefits of director interlocks are salient, it is nonetheless exigent to study the costs and adverse consequences

associated with such ties.
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Initially explored in the regime of strategic management studies, scholars propose multiple models that attempt to

explain why such interfirm networks gained popularity among firms despite debates about possible negative

consequences and the legitimacy of board interlocks. More recent finance and accounting applications provide

further evidence of costs and benefits associated with director interlocks. Specifically, finance studies explore

director interlocks as a meaningful mechanism in corporate governance practices such as anti-takeover defenses,

merger and acquisition activities, and executive compensation, whereas the accounting literature provides insights

into how director interlocks affect firms’ financial reporting, auditing, and tax avoidance activities.

References

1. Burt, R.S. Cooptive corporate actor networks: A reconsideration of interlocking directorates
involving American manufacturing. Admin. Sci. Quart. 1980, 25, 557–582.

2. Dooley, P.C. The interlocking directorate. Am. Econ. Rev. 1969, 59, 314–323.

3. Granovetter, M.S. The strength of weak ties. Am. J. Sociol. 1973, 78, 1360–1380.

4. Schoorman, F.D.; Bazerman, M.H.; Atkin, R.S. Interlocking directorates: A strategy for reducing
environmental uncertainty. Acad. Manag. Rev. 1981, 6, 243–251.

5. Davis, G.F. Agents without principles? The spread of the poison pill through the intercorporate
network. Admin. Sci. Quart. 1991, 36, 583.

6. Hillman, A.J.; Dalziel, T. Boards of directors and firm performance: Integrating agency and
resource dependence perspectives. Acad. Manag. Rev. 2003, 28, 383–396.

7. Core, J.E.; Holthausen, R.W.; Larcker, D.F. Corporate governance, chief executive officer
compensation, and firm performance. J. Financ. Econ. 1999, 51, 371–406.

8. Cai, Y.; Dhaliwal, D.S.; Kim, Y.; Pan, C. Board interlocks and the diffusion of disclosure policy.
Rev. Account. Stud. 2014, 19, 1086–1119.

9. Shi, L.; Hong Teoh, S.; Zhou, J. Non-audit services in audit committee interlocked firms, financial
reporting quality, and future performance. J. Account. Audit. Financ. 2023, 38, 804–832.

10. Brown, J.L.; Drake, K.D. Network ties among low-tax firms. Account. Rev. 2014, 89, 483–510.

11. Devos, E.; Prevost, A.; Puthenpurackal, J. Are interlocked directors effective monitors? Financ.
Manag. 2009, 38, 861–887.

Retrieved from https://www.encyclopedia.pub/entry/history/show/121197


