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The 1960s represent an important chapter in U.S. business history, partly 
because they ushered in a new tactic of corporate combination-the preda- 
tory takeover Predatory takeovers not only facilitate the restructuring of cor- 
porate enterprises, they also alter the internal structure of the business elite. 
We explore the factors that led large corporations to be acquired through 
friendly and predatory means in the 1960s. Consistent with the "embed- 
dedness" perspective, our results indicate that the likelihood of acquisition 
during this period was influenced by a firm's position in the resource-depen- 
dence network of the economy as well as the positions of its managers and 
directors in the firm's ownership structure and in the social network of the 
business elite. Specifically, firms run by central managers and directors were 
less susceptible to predatory takeover-ownership relationships dominated 
over ties among the business elite. However, consistent with traditional eco- 
nomic accounts, our results suggest that in the 1960s undervaluation of a 
firm's assets, the ratio of its stock price to earnings, its performance, and its 
size also influenced the likelihood of acquisition. 

C :orporate acquisitions have important 
economic and political consequences. 

When one corporation acquires another, it 
often replaces the acquired firm's top man- 
agers with its own, thereby redistributing 
economic resources among business elites in 
society. It also sometimes transfers the ad- 
ministrative or productive assets of the ac- 
quired firm to its own headquarters or plants 
in different cities, thereby redistributing eco- 

nomic resources among cities, states, and re- 
gions. Insofar as the control of economic re- 
sources is related to political power, these 
transfers of control can shape the power 
structure of society as well. 

We focus on corporate acquisitions in the 
1960s. The wave of acquisitions that peaked 
in 1968, the second largest such wave in U.S. 
history (eclipsed only by the 1980s wave), 
was notable for its industrial character. Vig- 
orous enforcement of antitrust policy in this 
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Act of 1950, indirectly promoted diversify- 
ing acquisitions by discouraging horizontal 
and vertical combinations (Fligstein 1990). 
Hence, much research on the 1960s wave of 
acquisitions charts the proliferation of diver- 
sifying acquisitions and the resulting con- 
glomerate form as well as revealing the 
causes and consequences of these strategies 
and forms (Rumelt 1974; Ravenscraft and 
Scherer 1987; Fligstein 1990). 

More interesting to us, however, acquisi- 
tions in the 1960s were also distinguished by 
their conflictive character. Until the mid- 
twentieth century, corporate acquisitions in 
the United States were typically "friendly" 
affairs. Although circumstances (e.g., low 
profitability) sometimes forced weak corpo- 
rations to combine with dominant ones, ac- 
quisitions were usually arranged by the man- 
agers of the combining firms. In the 1960s, 
however, "predatory" acquisitions began to 
spread. Predatory acquisitions occur when 
one corporation directly purchases another 
firm's stock from its shareholders without 
first approaching the firm's management 
with a proposal to combine. The spread of 
predatory acquisitions in the 1960s was 
largely a result of the emergence of a new 
entrepreneurial device-the cash interfirm 
tender offer (Jarrell and Bradley 1980; Pound 
1992). In such offers, a prospective buyer 
makes a public pledge to purchase a speci- 
fied amount of a target firm's stock from any 
of its holders at a set price, invariably higher 
than the current market price. Managers of 
the target firm often resist predatory initia- 
tives-labelling them "hostile." Predatory 
acquisitions proliferated during the 1970s 
and 1980s and are now common. Hirsch 
(1986) characterizes the emergence of such 
acquisitions as a challenge to the normative 
structure of business practice-a tactic 
championed by upstart business elites who 
differ in social, religious, and geographic ori- 
gins from their more established corporate 
adversaries. Chandler (1990) considers the 
1960s a major turning point in U.S. business 
history, partly because of the spread of pre- 
datory acquisitions. The proliferation of 
predatory acquisitions created a market for 
the transfer of corporate control, and the 
"market for corporate control . . . facilitated 
the ease with which the modern industrial 
enterprise could be restructured ... [such 

that] firms could be bought, sold, split up, 
and recombined in ways that would have 
been impossible before" (Chandler 1990: 
626). 

We investigate the factors that led corpora- 
tions to welcome friendly acquisitions or to 
succumb to predatory takeovers in the 1960s. 
We evaluate the relative merits of explana- 
tions of corporate acquisitions that emphasize 
social embeddednesss as compared to eco- 
nomic explanations, including agency theory. 
We formulate these explanations to recognize 
the special character of the 1960s' wave of 
acquisitions. As characterized by sociolo- 
gists, economic explanations assume that 
firms are homogeneous and autonomous units 
whose actions are regulated by market com- 
petition. In contrast, social embeddedness 
accounts assume that corporations are differ- 
entiated and interconnected units whose ac- 
tions are regulated by the social relationships 
in which they and their leaders are situated 
(Granovetter 1985). We also assess the rela- 
tive importance of three different types of 
social embeddedness for corporate acquisi- 
tions: (1) a firm's position in the interindus- 
try resource-dependence network of the 
economy, (2) the positions of corporate man- 
agers and directors in the ownership structure 
of their firms, and (3) managers' and direc- 
tors' positions in the social network of the 
business elite. We are most interested in the 
roles that the last two types of embeddedness 
play in corporate acquisitions. In particular, 
we wish to determine whether established 
business leaders-those with ownership links 
to their firms and network ties to other 
elites-were better able to defend themselves 
against predatory acquisitions during this pe- 
riod of conflict within the business elite. 

SOCIAL EMBEDDEDNESS AND 
CORPORATE ACQUISITIONS 

Resource-Dependence Relations 

The only established embeddedness account 
of corporate acquisitions focuses on a firm's 
resource-dependence relations. Burt (1980) 
proposes a summary indicator of "structural 
autonomy" to measure the extent to which an 
industry's corporations are free from re- 
source dependence on other sectors of the 
economy. Structural autonomy is high (and 
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resource dependence low) when: (1) an in- 
dustry is oligopolized, (2) firms in the indus- 
try transact (as buyers or suppliers) with 
many other sectors that are highly competi- 
tive, and (3) the first two conditions coincide. 
Burt (1980) maintains that these three condi- 
tions provide firms with "the ability to pur- 
sue and realize interests without constraint 
from other actors in the system" (p. 892). In- 
dustries exhibiting these conditions thus en- 
joy high profit margins (Burt 1979). Burt 
also disaggregates his summary indicator of 
structural autonomy to measure the extent to 
which industries are free from dependence 
on other specified sectors. He maintains that 
the extent to which a firm is constrained by 
another sector increases its incentive to ac- 
quire firms in that sector-acquisitions rep- 
resenting "co-optive relations" that enable 
firms in one industry to have "some effect on 
the decisions made" by firms in another in- 
dustry (Burt 1980:901). He shows that the 
number of acquisitions by corporations in 
one industry of firms in another industry is 
directly related to the degree to which the lat- 
ter constrains the former. 

In addition, Pfeffer (1972) proposes a mea- 
sure of the extent to which an industry's cor- 
porations experience uncertainty vis-A-vis 
their competitors. Uncertainty is greatest 
when an industry's concentration level is in- 
termediate. At low concentration levels, the 
impact of the average firm in the industry on 
input and output prices is small. At high lev- 
els, the impact of the average constituent is 
large, but corporations are able to predict, 
monitor, and even plan according to the buy- 
ing and selling decisions of the few firms in 
their industry.' Pfeffer also views acquisi- 
tions as co-optive devices for coping with the 
consequences of resource dependence and 
shows that the number of acquisitions be- 
tween firms in an industry is directly related 
to the extent to which the industry's concen- 
tration level deviates from the economy-wide 
average. Further, Pfeffer and Salancik (1978) 

argue that resource dependence (whether 
linking competitors or potential transaction 
partners) may lead corporations to acquire 
firms in unrelated industries (i.e., firms that 
are. not their buyers, suppliers, or competi- 
tors). Such diversifying acquisitions can re- 
duce a corporation's dependence by decreas- 
ing the average concentration of the indus- 
tries in which it produces or by changing and 
broadening the range of sectors with which 
it transacts. Pfeffer and Salancik (1978:127) 
note that diversifying acquisitions are prima- 
rily pursued when horizontal acquisitions, 
linking competitors, and vertical combina- 
tions, linking buyers and suppliers, are pro- 
hibited. 

We extend this line of inquiry, which until 
now has been conceptualized at the industry 
level of analysis and has focused on the be- 
havior of acquiring firms, to inform our firm- 
level analysis of acquired firms in the 1960s. 
The resource-dependence perspective im- 
plies three relevant dimensions of a potential 
target corporation's position in the resource- 
dependence network-the extent to which its 
industry (1) is structurally autonomous (free 
from resource dependence vis-h-vis potential 
transaction partners), (2) constrains firms in 
other sectors, and (3) is free from competi- 
tive uncertainty. In general, we hypothesize 
that firms in disadvantageous positions in the 
resource-dependence network will seek or 
welcome friendly acquisitions while those in 
advantageous positions will be the target and 
victim of predatory acquisitions. 

Consider potential partners in friendly ac- 
quisitions. Corporations in industries with 
little structural autonomy may have an incen- 
tive to seek out and accept the acquisition 
overtures of other firms. Acquisition can help 
a corporation reduce constraints imposed by 
its buyers and suppliers by co-opting poten- 
tial transaction partners (if the acquirer pro- 
duces in a linked industry) or by shifting pro- 
duction to industries with less problematic 
buyers and suppliers (if the acquirer pro- 
duces in an unrelated industry). Corporations 
in industries that pose little constraint for 
other sectors may also have an incentive to 
seek out and accept the acquisition overtures 
of other firms. If the capacity to limit other 
firms' autonomy redounds to a corporation's 
benefit, corporations that lack this capacity 
can improve their position, either by being 

I Uncertainty based on resource dependence is 
only one type of uncertainty to which firms may 
be subject. We are not concerned with other sorts 
of uncertainty (e.g., uncertainty that stems from 
exogenous factors like changes in state economic 
policies that alter the supply and demand for, and 
thus the prices of, inputs and outputs). 
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acquired by a competitor-thus increasing 
their industry's concentration level-or by 
being acquired by a firm in another better- 
positioned sector. Finally, corporations pro- 
ducing in competitively uncertain industries 
may have an incentive to seek out and accept 
the acquisition bids of other firms. Acquisi- 
tion can help a corporation reduce the uncer- 
tainty imposed by its competitors by co-opt- 
ing them (if the acquirer produces in the 
same industry) or by shifting productive ac- 
tivity to industries with less problematic 
competitors (if the acquirer produces in a dif- 
ferent industry). 

Now consider potential target firms in 
predatory acquisitions. Corporations that 
enjoy structural autonomy may be the target 
of unwanted acquisition bids. Their au- 
tonomy provides little incentive to be dis- 
solved into another firm (insofar as au- 
tonomy leads to higher profits), and at the 
same time it provides other firms in less au- 
tonomous industries (and who are interested 
in reducing their dependence) with an in- 
centive to acquire them. Corporations pro- 
ducing in industries that constrain firms in 
other sectors may also be the target of 
predatory acquisitions. Their capacity to 
limit other firms' autonomy diminishes their 
incentive to be dissolved into another firm, 
while it acts as a magnet for potential 
acquirers-firms constrained by them that 
wish to reduce this constraint, and firms not 
constrained by them but that wish to obtain 
the capacity to constrain others. Finally, cor- 
porations experiencing little competitive un- 
certainty may be the target of unwanted ac- 
quisition bids. While the certainty of their 
competitive environment diminishes their 
incentive to be dissolved into another firm, 
it may attract the attention of firms in other 
more competitively uncertain environments. 

Although a strict application of resource- 
dependence theory implies that competitive 
uncertainty should lead to horizontal acqui- 
sitions and buyer-supplier constraint should 
lead to vertical combinations, we suspect that 
competitive uncertainty and buyer-supplier 
constraint often led to diversifying (product 
extension and conglomerate) acquisitions in 
the 1960s. Pfeffer and Salancik (1978) main- 
tain that corporations pursue diversifying ac- 
quisitions when horizontal and vertical com- 
binations are prohibited. Antitrust law and 

enforcement policies discouraged horizontal 
and vertical acquisitions in this period 
(Fligstein 1990).2 

Ownership Relations 

The top managers and directors of large cor- 
porations are also embedded in social rela- 
tions that may shape their interests and ca- 
pacities with respect to corporate behavior. 
Foremost among these are the property rela- 
tions that define a firm's mode of control. 
Managerialist and power-structure theory 
analyze the embeddedness implications of 
these relations. 

One dimension of a corporation's mode of 
control concerns the extent to which top 
managers and inside directors (directors who 
are officers or otherwise principally affiliated 
with the firm) are salaried professionals 
rather than major stockholders. Manager- 
ialist and power-structure theorists offer dif- 
ferent but complementary interpretations of 
this dimension. Managerialists believe that 
the percentage of firms controlled by salaried 
professional managers has increased over the 
course of this century and that professional 
managers behave according to different in- 
centives than their capitalist, owner-manager, 
predecessors. Salaried professionals are 
thought to place a higher value on stable 
growth and a lower value on profit maximi- 
zation than do owner-managers. Their com- 
pensation comes predominantly in wages, 
which are correlated with firm size, while 
compensation for owner-managers comes 
largely in stock dividends and stock price 
appreciation, which are tied to a firm's mar- 
ket value (Dahrendorf 1959; Galbraith 

2 Only 23 percent of the acquired firms with 
$10 million or more in assets between 1963 and 
1968 represented horizontal or vertical acquisi- 
tions. The vast majority were diversifying acqui- 
sitions: 58 percent were geographic or product- 
market extensions, and 19 percent were forays 
into completely unrelated product lines (Weston, 
Chung, and Hoag 1990:13). Among the acquisi- 
tions studied here, 46 percent represented geo- 
graphic or product-market extensions, and 43 per- 
cent represented forays into unrelated product ar- 
eas. Unfortunately, the relatively small number of 
events observed in our study prohibits an exami- 
nation of friendly and predatory acquisitions by 
industrial type. 
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1971).3 In addition, managerialists might 
presume that professional managers place 
less value than do owner-managers on retain- 
ing unilateral control of the firms they com- 
mand. Their status as employees may lead to 
an instrumental attachment to the firm, while 
the proprietor status of owner-managers may 
lead to an affective attachment. If so, owner- 
managers may have been less receptive than 
were salaried professionals to the friendly 
acquisition overtures of other firms in the 
1960s. Friendly acquisitions often cause the 
top managers of acquired firms to surrender 
some decision-making discretion, but leave 
them positioned in longer chains of mobility 
with new chances for bureaucratic advance- 
ment and salary enhancement. The loss of 
decision-making discretion would presum- 
ably be more disturbing and the salary gains 
less enticing to owner-managers than they 
would be to professional managers. 

Power structure theorists dispute manager- 
ialist claims regarding the growing presence 
and divergent motivations of salaried profes- 
sionals in corporate top management. They 
focus on the constellation of political forces 
that underpin corporate elites' incumbency 
(Zeitlin 1974). From this vantage point, the 
absence of stock in the hands of a firm's 
managers and inside directors makes it easier 
for predators to acquire a firm against the 
wishes of its managers and directors. This 
implies that firms run by owner-managers 
would be less vulnerable to predatory acqui- 
sition than those run by professional manag- 
ers in the 1960s. 

A second dimension of a firm's mode of 
control concerns the extent to which its man- 
agers are relatively autonomous from outside 
interests represented on the board. The au- 
tonomy of top managers is greatest when in- 
side directors predominate on a firm's board. 
Power structure theory and managerialist 
theory offer conflicting interpretations of this 
dimension. Power structure theorists assume 
that corporate boards are both sites in which 
contests for corporate control are waged and, 
when dominated by management, shields 

against predator initiatives. Boards have the 
legal power to authorize vigorous defensive 
measures when a corporation becomes the 
target of an unwanted acquisition bid. In the 
1960s, defensive measures were primarily 
employed after a firm became a target (Davis 
1993). Targeted corporations engaged in ad- 
vertising campaigns to maintain stockholder 
loyalty, withheld information on stockholder 
identities from predators, and filed lawsuits 
to block stock acquisition by bidders. Cor- 
porations whose boards were dominated by 
insiders may have been more likely to ap- 
prove defensive measures because their 
board members stood to benefit from their 
firms' survival. Thus, corporations whose 
boards of directors were dominated by insid- 
ers in the 1960s may have been less vulner- 
able to predatory acquisition because of their 
access to defenses against a takeover. 

Managerialists maintain, though, that top 
managers only appoint confederate outsiders 
to their boards, regardless of whether top 
managers are principal owners or merely em- 
ployees of their firms (Berle and Means 
1968; Mace 1971). Owner-managers can ex- 
ercise the voting rights associated with their 
stock ownership to engineer the election of 
allies to their boards. Professional managers 
can accomplish the same by virtue of their 
control of the proxy machinery. It is difficult 
for dispersed stockholders to scrutinize can- 
didates for the board, so they typically sign 
over their votes on such matters to manage- 
ment. Hence, the willingness of board mem- 
bers to protect management from unwanted 
predators should be unrelated to whether 
board members are insiders or outsiders, 
since both are aligned with top management. 
This implies that the composition of a firm's 
board of directors in the 1960s should have 
no effect on its chances of being acquired by 
a predator. 

Business Elite Networks 

The directors of large corporations are also 
embedded in social networks comprised of 
ties among business elites that arise from 
membership in multiple corporate boards. 
These ties define a director's centrality in the 
business elite and cause corporations to be 
interlocked with one another. The most cen- 
tral directors are those who sit on the boards 

3 This may be particularly true of the 1960s, 
when sophisticated performance-based compen- 
sation packages for executives designed to realign 
the incentives top managers with those of stock- 
holders were rare. 
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(but are not necessarily officers) of commer- 
cial banks. Such "finance capitalists" sit on 
the greatest number of corporate boards, of 
the largest firms, situated in core industries 
(Soref 1980). They are also more frequently 
than are other directors drawn from proper- 
tied families-families owning substantial 
blocks of stock in large firms-and are mem- 
bers of the "establishment,"as indicated by 
listings in the Social Register, social club 
memberships, and preparatory school atten- 
dance (Soref and Zeitlin 1987). Power struc- 
ture researchers have studied director cen- 
trality and interlocking directorates exten- 
sively. They assume that the most central 
business elites possess more information and 
power than do other elites, and they use this 
information and power in the interests of the 
elite as a whole (Domhoff 1967, 1986, 1990; 
Zeitlin 1974; Useem 1979, 1983). They also 
believe that the business elite uses interlock- 
ing directorates to foster a sense of cohesion 
and a shared world view-more specifically, 
to promulgate norms of appropriate business 
practice and to control deviant business be- 
havior (Domhoff 1970; Koenig and Gogel 
1981). The business elite is not, however, 
monolithic. 

First, competition exists between the lead- 
ers of different firms. Friendly acquisitions 
can be considered the outcome of two con- 
tests: one between suitors for attractive and 
willing partners, and the other between will- 
ing partners for desirable suitors. Sometimes 
intermediaries play a role in matching suit- 
ors to partners. Investment banks have an in- 
terest in brokering acquisitions because they 
garner fees for doing so. Some claim that 
commercial banks also broker acquisitions 
between client firms to obtain financial ser- 
vice contracts and to maximize the value of 
their stock and loan portfolios (Fitch and 
Oppenheimer 1970; Kotz 1979). From a 
strictly economic standpoint, every top man- 
agement team and board of directors has a 
price above which it would be willing to sell 
its assets. Firms overseen by central directors 
in the 1960s, especially finance capitalist di- 
rectors, should have been more successful in 
the contest to attract the attention of desir- 
able suitors because they were plugged into 
social networks through which information 
coursed about attractive and willing partners 
and desirable suitors. Firms whose directors 

sat on the boards of investment banks and 
commercial banks should also have been par- 
ticularly successful in this contest because 
they were linked to intermediaries who had 
an interest in their acquisition. 

The business elite is also fragmented by 
internal conflicts regarding the appropriate- 
ness of particular business practices. Preda- 
tory acquisitions in the 1960s, individually 
and collectively, were the object of intra- 
elite conflict. Individually, they involved 
conflicts between impertinent corporate 
suitors and unwilling targets. As a group, 
they contradicted norms about the way in 
which corporate control should be trans- 
ferred in the economy, a challenge to the 
reigning structure of power in American 
business and possibly a threat to the integ- 
rity of the U.S. economy. Predatory acquisi- 
tions had not been attempted in significant 
numbers until the mid-1960s (Jarrell and 
Bradley 1980). Predators were led by people 
who were geographically, religiously, or so- 
cially peripheral to the business elite-the 
earliest practitioners being disproportion- 
ately from the South, Jewish, and leaders of 
relatively small, young firms (Hirsch 1986). 
Targets, on the other hand, were large and 
established relative to their predators 
(Steiner 1975). The representatives of the 
principal organizational actors in the market 
for corporate control, such as the Securities 
and Exchange Commission, the New York 
Stock Exchange, and the Investment Bank- 
ers Association, testified in Congressional 
hearings supporting legislation restricting 
the freedom of predatory acquirers (U.S. 
Senate Committee on Banking and Currency 
1967). In fact, the established investment 
banks refused to work for predators during 
this period, although they helped defend 
their targets (Brooks 1987). Opponents 
claimed that the speed and secrecy with 
which predatory acquisitions were carried 
out inhibited dispersed stockholders from 
making informed decisions. They also main- 
tained that predators often reaped capital 
gains at the expense of the productive ca- 
pacity of target firms, which could be liqui- 
dated subsequent to acquisition. Opposition 
to predatory acquisitions culminated in June 
of 1968 with the passage of the Williams 
Act, which restricted the tactics available to 
predatory acquirers and, some believe, put a 
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cap on the 1960s wave of mergers.4 Firms 
with central directors in the 1960s, espe- 
cially finance capitalist directors, should 
have been most successful in contests to re- 
pel the advances of unwanted suitors. These 
target firms were overseen by powerful di- 
rectors who were likely to oppose predatory 
acquisitions (because such acquisitions ran 
counter to the perceived interests of the 
business elite as a whole at the time). The 
effects of interlocking directorates on the 
likelihood of acquisition should also have 
been especially pronounced if they brought 
a firm's directors into contact with elites af- 
filiated with investment banks, since invest- 
ment banks were opposed to predatory ac- 
quisitions and defended targets. 

AGENCY THEORY AND CORPORATE 
ACQUISITIONS 

The most frequently cited economic motiva- 
tion for acquisitions was first formulated by 
Manne (1965) in connection with the 1960s 
wave of mergers-the disciplining of "ineffi- 
cient" managers. When outsiders acquire 
firms run by "inefficient" managers and dis- 
cipline these managers (through increased 
monitoring or replacement), they realize 
profits as markets elevate the valuation of the 
acquired firm's stock to reflect this improve- 
ment. Managerial inefficiency can be the re- 
sult of incompetence (poor decision-making). 
Recently, agency theorists, who comprise one 

wing of what has been called the "new insti- 
tutional economics," have focused on another 
cause of inefficiency-the opportunism of 
top managers. The potential for opportunism 
is thought to increase as the interests of prin- 
cipals (stockholders) and agents (managers) 
diverge, and the ability of principals to moni- 
tor and control agents decreases. 

Measures of a firm's performance, such as 
returns to stockholder equity, provide one 
gauge of the efficiency of a firm's managers. 
While some researchers find that poor per- 
formance increases a firm's chance of acqui- 
sition (Palepu 1986), others find it reduces 
acquisition rates (Ravenscraft and Scherer 
1987; Soffer 1991; Davis and Stout 1992; 
Barber, Palmer, and Wallace 1994). Mea- 
sures of a firm's value, such as the ratio of 
market value to the replacement value of its 
assets (Tobin's q), also gauge the efficiency 
of a firm's managers. Firms that are poorly 
managed have market values that are low 
relative to their replacement value and, thus, 
are more likely candidates for acquisition. 
Several studies show that value measures are 
related to the likelihood of acquisition-es- 
pecially hostile takeovers (Morck, Shleifer, 
and Vishny 1988a; Davis and Stout 1992; 
Barber et al. 1994). 

Agency theorists argue that a firm's mode 
of control influences the potential for oppor- 
tunism by top managers. The implications of 
this argument for the likelihood of acquisi- 
tion are in one respect consistent and in an- 
other respect inconsistent with managerialist 
and power-structure hypotheses. Agency 
theorists assume that professional managers 
are more likely to favor opportunistic self- 
aggrandizement at the expense of enhance- 
ment of stock value because their compensa- 
tion is not necessarily tied to their firm's 
stock value. Such opportunism results in the 
underutilization of a firm's resources in the 
absence of counterbalancing monitoring and 
control by stockholders-making the firm an 
attractive target of predatory acquirers 
(Jensen and Meckling 1976).5 Some agency 

I Austin and Fishman (1970) maintain that op- 
position to predatory acquisitions emanated 
from "direct and overt legislative lobbying on be- 
half of American industry, especially from those 
potentially vulnerable to attack" (p. 34). Indeed, 
the National Association of Manufacturers and 
the Chamber of Commerce both testified on be- 
half of the Williams Act. The editor and publisher 
of Mergers and Acquisitions: The Journal of Cor- 
porate Ventures was more sweeping in his evalu- 
ation, asserting that the "corporate establishment" 
was behind the opposition to predatory acquisi- 
tions (U.S. Senate Committee on Banking and 
Currency 1967). The deviant status of predatory 
combinations at the time is reflected in the lan- 
guage used by participants and the press to de- 
scribe them. Suitors were referred to as "raiders," 
targets as "damsels in distress," and firms that ac- 
quired the targets of predators in friendly combi- 
nations were termed "saviors" and "white 
knights" (Hirsch 1986). 

5 This argument dovetails with the mana- 
gerialist contention that salaried professionals fa- 
vor stable growth at the expense of appreciation 
in stock value-the pursuit of growth being one 
form of opportunism. However, managerialists do 
not characterize this preference as exposing firms 
to a greater risk of takeover. 
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theorists believe that outside directors (those 
who are not salaried managers or otherwise 
principally affiliated with the firm) can per- 
form monitoring and control functions on 
behalf of dispersed stockholders (Fama 
1980; Fama and Jensen 1983). Thus, like 
power-structure theorists, agency theorists 
would expect owner-managed firms to be 
less vulnerable to predatory takeover in the 
1960s than professional-managed firms. 
However, contrary to the divergent expecta- 
tions of managerialist and power-structure 
theorists, agency theorists would predict that 
firms with a high proportion of outside di- 
rectors on their boards would be less suscep- 
tible to predatory acquisition in this period.6 

TRADITIONAL ECONOMIC 
EXPLANATIONS OF ACQUISITIONS 

Two other economic explanations have been 
offered to account for acquisitions in the 
1960s. First, many believe that firms with 
high price/earnings ratios (those with high 
stock prices relative to earnings per share) 
tended to acquire firms with low price/earn- 
ings ratios. Managers in this period were 
thought to be fixated on earnings-per-share 
indicators, possibly because jumps in earn- 
ings-per-share were associated with appre- 
ciation in stock values, and firms with low 
price/earnings ratios provided a cheap source 
of earnings (Malkiel 1975). Despite its popu- 

larity among observers, no one has yet found 
empirical support for this "P/E game" hy- 
pothesis (Palepu 1986). Second, Gort (1969) 
hypothesized that acquisitions tend to clus- 
ter over time in industries that experience 
"disturbances" that alter the value of assets, 
and thus the financial gains to acquisition, in 
an industry. Economic disturbances can be 
caused by changes in an industry's technol- 
ogy, structure, or regulatory environment. 
Surprisingly, no one has observed support for 
this "industry-disturbance" hypothesis either 
(Palepu 1986). 

Finally, large firm size has been considered 
a barrier to a firm's acquisition. Most re- 
searchers attribute this to the greater volume 
of capital that must be raised to acquire large 
firms. However, large size may also be in- 
dicative of the economic, social, and politi- 
cal power of potential targets and thus their 
ability to fend off unwelcome overtures. Re- 
search has consistently found a negative re- 
lation between size of a firm and the likeli- 
hood of its acquisition over a wide range of 
historical periods (Palepu 1986; Morck et al. 
1988a; Soffer 1991; Barber et al. 1994). 

METHOD 

Sample, Dependent Variable, and 
Statistical Model 

We study the largest 500 publicly traded U.S. 
industrial corporations in 1962 (ranked by 
sales), as reported in Fortune Magazine 
(1963), and monitor their survival between 
January 1, 1963 and December 31, 1968. 
Missing data reduced our sample to 478 
firms. Using the U.S. Federal Trade Commis- 
sion's Statistical Report on Mergers and Ac- 
quisitions (1976), the Fortune Magazine Top 
500 Directory for 1962 through 1969, and a 
variety of other sources, we identified 71 
firms that were acquired.7 Case studies were 
constructed for each acquisition to determine 
the exact day acquired firms first became the 

6 Some agency theorists also maintain that ex- 
cess free cash flow (cash flow above that needed 
to finance profitable investment opportunities) 
provides managers with an incentive for opportu- 
nistic behavior and thus elevates the likelihood of 
acquisition. They also argue that indebtedness 
leads financial institutions to monitor managerial 
performance, which reduces opportunism and 
thus depresses the likelihood of acquisition 
(Jensen 1986). We investigated the effects of ex- 
cess free cash flow and indebtedness, as well as a 
variety of other economic factors (insufficient 
cash flow, leverage, growth in sales, and number 
of previous acquisitions in the presence of excess 
free cash flow) on the likelihood of acquisition. 
None was significant in our period. Alternate 
measures of performance (equal-weighted mar- 
ket-adjusted stock returns) and firm value (mar- 
ket-value to book-value ratio) produced results 
identical to those generated by their analogs. Re- 
sults for these auxiliary analyses are available 
from the first author on request. 

7 Another 1 3 corporations that disappeared as 
the result of combinations with other firms during 
our period were not coded as acquired. Six were 
long-standing subsidiaries of the acquiring firm 
prior to the date of acquisition, and seven merged 
with another corporation as an equal. These firms 
contribute data to our analysis up until the day the 
combinations in question were initiated. 
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object of an acquirer's interest (even if the 
initial bidder was not the corporation that 
eventually purchased the acquired firm) and 
to distinguish friendly from predatory acqui- 
sitions. Case histories were based on articles 
in The Wall Street Journal. A corporation was 
coded as being acquired in a predatory fash- 
ion if (1) the first firm to express an interest 
in it began by purchasing its stock on the open 
market or by making a public tender offer for 
its stock (as long as there was no indication 
that the target firm's management solicited or 
aided the bid), or (2) at any point leading up 
to the corporation's acquisition it became the 
object of a suitor's stock purchases or tender 
offer that it actively tried to rebuff. Thirty- 
seven of our 71 acquisitions were predatory 
by this definition.8 

We conducted a competing-risks continu- 
ous-time event-history analysis of the rate at 
which corporations became partners in a 
friendly acquisition or victims of a predatory 
takeover in our study period. The dates of 
acquisition for firms that were acquired and 
the last dates for which we had independent 
measures for firms that were not acquired (in 

almost all cases the date was December 31, 
1968) were used to estimate instantaneous 
transition rates to friendly or predatory ac- 
quisition for each firm in our data set. These 
transition rates were modeled as a function 
of our independent variables and of time 
(Tuma and Hannan 1984). Independent vari- 
ables were updated as soon as new informa- 
tion on them became available. This required 
dividing each firm's event history for the 
study period into shorter "spells." Data on a 
firm's independent variables as of January 1, 
1963 were used to predict its acquisition rate 
until new data on any of its variables became 
available, at which time its first spell was 
considered to end and its second spell was 
considered to begin. The updated variables, 
along with any unchanged variables, were 
then used to predict the firm's acquisition 
rate in the second spell. Each time new in- 
formation on one of a firm's variables be- 
came available, the current spell ended and a 
new one began. Our 478 firms contributed 
33,781 spells (about 71 spells each) to the 
analysis. A more detailed description of the 
construction of the spells is available from 
the first author on request.9 

As is customary in event-history analyses, 
we assume that the acquisition rates in our 
study period were an exponential function of 

8 Our method of distinguishing between preda- 
tory and friendly acquisitions closely conforms to 
that used in prior studies. For example, 
Shivdasani (1993) defined an acquisition attempt 
as hostile, "[i]f the initial bid was rejected or not 
acknowledged by the board" (p. 172). Morck et 
al. (1988a) define an acquisition as hostile, "[i]f 
it was not negotiated prior to the initial bid, was 
not accepted from the start, or was contested by 
the target management in any way" (p. 106). Nev- 
ertheless, our procedure may lead to coding er- 
rors-in particular, when acquisitions that begin 
with stock purchases on the open market or a pub- 
lic tender offer are followed by silence on the part 
of the target firm's management. We suspect that 
most of these acquisitions are "bear hugs," in 
which a target firm's managers become the reluc- 
tant object of a predator's interest, but capitulate 
without visible signs of a struggle to avoid the 
costs of a futile takeover battle and/or to salvage 
personal gain by negotiating lucrative severance 
packages (Aranow and Einhorn 1973; Brill 1976). 
Thus, we coded them as "predatory." However, 
some may be friendly combinations in which the 
target firm's managers solicited, or even aided, a 
suitor's overture, but for legal reasons disguised 
their role in the acquisition. Experimentation with 
alternative coding rules suggests that such errors, 
if they contaminate our data, would not substan- 
tially alter our results. 

9 This method of updating independent vari- 
ables reduces the need to make arbitrary assump- 
tions about the lag structure of the effects of 
covariates on acquisition rates-of particular im- 
portance for variables like the number of previ- 
ous acquisitions in a firm's industry that not only 
change in continuous time but are observed to do 
so by the actors under investigation. The method 
has the obvious disadvantage, however, of in- 
creasing the chance that errors in predicting ac- 
quisition rates are correlated across spells within 
firms. We limit autocorrelation bias by specify- 
ing our models as thoroughly as possible. To this 
end, we explored the effects of additional vari- 
ables that might be expected to (but did not) af- 
fect acquisition rates: age of firm, growth rate, 
industrial diversity, structure, and acquisitive- 
ness, as well as the educational attainment (coded 
as MBA/non-MBA, and elite/nonelite), functional 
background (coded as finance/nonfinance) and 
social background (coded based on listing in the 
Social Register and social club memberships) of 
the Chief Executive Officer. Results for these 
auxiliary analyses are available from the lead au- 
thor on request. 
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covariates. Conventional wisdom and, to a 
lesser extent, examination of the integrated 
hazard function for acquisition led us also to 
assume that rates increased exponentially 
with time over the study period. Acquisitions 
are widely believed to come in waves-one 
of which occurred in the 1960s (Weston, 
Chung, and Hoag 1990). It is unclear exactly 
when the 1960s wave began. However, the 
pace of acquisitions appeared to increase 
dramatically between 1964 and 1966, reach- 
ing a peak in 1968 (U.S. Federal Trade Com- 
mission 1981, table 15). Hence, we think our 
study's time frame captures the acceleration 
phase of this wave.10 The empirical hazard 
function for all acquisitions roughly confirms 
this assessment, with rates accelerating be- 
ginning in 1966."1 Thus, our models of 
friendly and predatory acquisition rates can 
be represented as: 

r(t)=exp(B'X)exp(Ct), 

where r(t) is the instantaneous transition rate 
to acquisition, t represents time since the be- 
ginning of the study period, X is a matrix of 
independent variables, B is a vector of coef- 
ficients indicating effects of the variables in 

X, and C indicates the rate at which acquisi- 
tion rates increased over the study period. 
The date on which a firm became the object 
of a friendly acquisition is considered the 
date on which its record is censored for the 
purposes of the predatory acquisition analy- 
sis and vice versa. 

In event-history models, the magnitude of 
a covariate's effect is typically represented as 
the amount by which transition rates are mul- 
tiplied given a one-unit change in the covari- 
ate (Tuma and Hannan 1984:159-60). It is 
difficult to compare such representations 
across covariates, though, because variables 
typically exhibit different univariate distribu- 
tions. To facilitate the comparison of covari- 
ate effects in our study, we plotted each co- 
variate's effect as the ratio of the transition 
rate to acquisition at regular intervals in its 
distribution, relative to the transition rate at 
its median value. Consider the transition rate 
for a particular firm: 

ri(t) = exp(B'Xi) exp(Ct) 

= exp bjXi; + I bkXik exp(Ct), 

where k represents the number of exogenous 
variables in the model (including a constant), 
x; is the variable of interest and bj is the co- 
efficient estimate associated with that vari- 
able. To determine the impact on transition 
rates from moving from the observed value 
for firm i (xij) to the median value for all 
firms (xmj), we estimate the following ratio: 

ri (t) exp(bix11 + kk?jbkxik )exp(Ct) 

rm (t) exp(bjxmj + I k,kjbkxik )exp(Ct) 

exp(bixi1) 

exp(bjxmj) 

If the numerator is measured as the 95th per- 
centile of the independent variable's distri- 

"'While most observers speak of a "1960s 
wave" of mergers (Brooks 1987:171; Weston et 
al. 1990:12-14), it is hard to precisely date the 
beginning and end of this wave. Indeed, some 
question the presumption that acquisitions come 
in waves at all (Shugart and Tollison 1984). At 
least one scholar believes the 1960s acquisition 
wave began as early as 1954 (Fligstein 1990:216). 
The U.S. Federal Trade Commission (1981, table 
15) data show that acquisitions of manufacturing 
and mining corporations with assets of $10 mil- 
lion or more were relatively rare from 1948 
through 1951 (averaging about six a year). Be- 
ginning in 1952 through 1955, the number of ac- 
quisitions increased from 16 to 67. However, ac- 
quisitions remained at approximately this level 
for the next eight years (ranging from 42 to 65). 
Acquisitions proceeded at a slightly faster pace 
between 1964 and 1967 (ranging between 64 and 
76) and then accelerated dramatically in 1967, 
when 138 combinations occurred. Acquisitions 
then peaked at 174 in 1968, with the number 
dropping off to 138 in 1969, 91 in 1970, and 59 
in 1971. Acquisitions occurred at approximately 
the 1971 level until 1976, at which time the pace 
of acquisitions again picked up. 

11 Some researchers caution against the use of 
models that characterize time dependence in a 
fully parametric way because such models seldom 

fit data well (Yamaguchi 1991). To determine 
whether possible misspecification of time depen- 
dence in our models distorted estimates of the pa- 
rameter effects of interest, we also computed 
analogous partial-likelihood Cox models that 
characterize time dependence nonparametrically. 
The estimated parameter effects and tests of sta- 
tistical significance in these Cox models were es- 
sentially identical to those of the maximum-like- 
lihood Gompertz models discussed in the text. 
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bution and the resulting ratio is 2, moving 
from the median value of the variable's dis- 
tribution to the 95th percentile would double 
firm i's acquisition rate. 

We investigate many potential determi- 
nants of the likelihood of acquisition relative 
to the number of events studied. This raises 
the possibility that significant covariate ef- 
fects are actually manifestations of random 
interactions among groups of insignificant 
independent variables. To minimize this pos- 
sibility, we begin by estimating models that 
include the effects of all the social embed- 
dedness and economic variables. Then we 
present more parsimonious models that in- 
clude only those effects that exceeded or ap- 
proached statistical significance at thep < .05 
level in the full models. None of the effects 
that was statistically significant at the p < .05 
level in one of the full models failed to clear 
the p < .05 hurdle in the corresponding parsi- 
monious model. All of the effects that ap- 
proached statistical significance in one of the 
full models cleared the p < .05 hurdle in the 
corresponding parsimonious model. We con- 
sider the latter effects suggestive of empirical 
associations. Investigation of a large number 
of alternative model specifications indicate 
that no variable excluded from the parsimo- 
nious models significantly affected the likeli- 
hood of acquisition in question.12 

DATA AND MEASURES 

We identify three dimensions of a potential 
target's position in the resource-dependence 
network: the extent to which it (1) was struc- 
turally autonomous (free from resource de- 
pendence vis-a'-vis potential transaction part- 
ners), (2) constrained firms in other sectors, 
and (3) was free from competitive uncer- 
tainty. The variables that capture a 
corporation's position along these three di- 
mensions are based on the concentration 
level and transaction pattern of the primary 
input/output industry in which it produced in 
1963.13 

12 There are two other potential methodologi- 
cal problems. First, because our analyses only 
cover the period between 1963 and 1968, data 
prior to 1963 are censored and truncated. Our 
data are fully left-censored insofar as we know 
nothing about the event histories of firms ac- 
quired before 1963 (Yamaguchi 1991:7). This 
problem is mitigated to the extent that acquisi- 
tions cluster over time and our study period en- 
compasses the heart of the 1960s wave. Our sub- 
stantive focus is on acquisitions in the 1960s and 
we do not wish to generalize about acquisitions 
in earlier or later periods. More problematic, our 
data are left-truncated insofar as we are missing 
pre-1963 information on firms that survived to be 
included in our study (Yamaguchi 1991:7). This 
problem is mitigated to the extent that an addi- 
tional condition holds-the onset of an acquisi- 
tion wave marks the beginning of a temporally 
local acquisition process. Indeed, some scholars 
think that the beginning and end of acquisition 
waves coincide with changes in macroeconomic 
and social structural conditions, and that the ef- 
fects of the determinants of the likelihood of ac- 

quisition vary with the presence of these condi- 
tions (Stearns and Allan 1993; Zey 1994). For 
example, it is believed that acquisition rates in- 
crease when economy-wide interest rates decline, 
and thus managerial inefficiency leads firms to be 
acquired only when such rates are low. Second, it 
is possible that by disaggregating our relatively 
small number of acquisition events into friendly 
and predatory subgroups we reduce the chance of 
observing statistically significant effects for 
covariates that influence friendly and predatory 
acquisitions in the same manner and to the same 
extent. To determine if this is the case, we esti- 
mated a model predicting the probability of ac- 
quisition regardless of tenor. All covariates that 
were statistically significant in this aggregated 
model were also significant in one of the two 
comparable disaggregated full models presented 
in Table 2. Results of this auxiliary analysis are 
available from the lead author on request. 

13 The three-digit Standard Industrial Classifi- 
cation (SIC) industry in which a corporation pri- 
marily produced for the period between 1963 and 
1968 was obtained from the Center for Research 
in Stock Prices' 1991 NYSE/AMEX Master 
Stock File. SIC designations were translated into 
two-digit input-output sector classifications using 
the U.S. Bureau of the Budget's Standard Indus- 
trial Classification Manual (1967, 1972) and the 
U.S. Department of Commerce's Survey of Cur- 
rent Business (1969). Most of our corporations 
produced in several different input/output sectors. 
Our measures of corporate resource dependence 
are subject to error for these firms because they 
fail to take into account the competitive uncer- 
tainty, constraint on other sectors, and structural 
autonomy associated with the secondary indus- 
tries in which the firms produced. Such errors, in- 
sofar as they introduce "noise" into our measures 
of resource dependence, probably make it more 
difficult to observe support for the resource de- 
pendence hypotheses. Further, if related to unob- 
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The extent to which an industry was struc- 
turally autonomous was measured directly by 
scores calculated by Burt (1986:18). These 
structural autonomy scores indicate the ex- 
tent to which producing in a relatively con- 
centrated industry that transacts with rela- 
tively many other sectors, which themselves 
are relatively unconcentrated, allows for 
above-average profits. Burt (1986) calcu- 
lated these scores using regression coeffi- 
cients that measure the impact of interindus- 
try constraint on industry profit margins. 

The extent to which an industry con- 
strained firms in other sectors was measured 
using "raw constraint" scores from Burt 
(1986:16-17). Each constraint score (C11), 
which varies from 0 to 1, indicates the extent 
to which industry i is resource dependent on 
another sector j . More formally, 

Cii I- P J2 , 

where, pi1 is the proportion of market i trans- 
actions with suppliers and consumers that di- 
rectly or indirectly involve market j, and O0 
is the concentration ratio (as defined below) 
in market j. Cij is large to the extent that in- 
dustry i transacts primarily with industry j 
and industry j is highly concentrated. We 
summed over i the 76 Ci1 scores associated 
with an input/output sector j to measure the 
extent to which sector constrained other in- 
dustries in the economy in general. 

Finally, the extent to which an industry 
was free from competitive uncertainty was 
measured using concentration scores from 
Burt (1986:15-16). An input/output sector's 
concentration score is an average of the four-. 
firm concentration ratios for the four-digit 
SIC industries composing its sector, 
weighted by the volume of sales in the con- 
stituent SIC industries. We calculated the ab- 
solute value of the difference between an in- 
put/output sector's concentration score and 
the mean concentration score for all manu- 
facturing sectors (.3901) to measure the ex- 
tent to which an industry was relatively com- 

petitive or oligopolized. A low value indi- 
cates a high degree of competitive uncer- 
tainty. These three measures of resource de- 
pendence should be representative of the en- 
tire period we study, insofar as Burt (1988) 
has shown that they or related measures were 
remarkably stable between 1963 and 1977. 

Data on stock ownership were obtained 
primarily from Burch (1972). These data 
cover the largest 500 U.S. industrial corpo- 
rations in 1964. We used Moody's Industrial 
Manual and articles in The Wall Street Jour- 
nal to obtain comparable data on stock own- 
ership for firms in the top 500 in 1962 that 
were not in the top 500 in 1964. Ownership 
blocks were quantified as a percentage of 
outstanding common (when greater than 3 
percent) and distinguished on the basis of 
whether they were held by a group repre- 
sented in management and the board, by a 
group represented on the board only, or by a 
group without management or board repre- 
sentation. Because major noninstitutional 
stock-ownership positions do not fluctuate 
markedly over time, we suspect that these 
mid-1960s data provide reliable estimates of 
stock ownership concentration throughout 
our study period (Mikkelson and Partch 
1989). Information on the composition of 
corporate boards was obtained from a data 
set compiled by the MACNET (Mathemati- 
cal Analysis of Corporate Networks) re- 
search group at the State University of New 
York at Stony Brook (Atwood et al. 1985). 
This data set contained the principal affilia- 
tions in 1962, 1964, and 1966 of the direc- 
tors of the largest 500 industrial corporations 
in 1962. Board members were considered 
"insiders" of a firm if they were current man- 
agers, retired officers, or major stockholders. 
We calculated the proportion of inside direc- 
tors on each firm's board for the three years 
covered by the MACNET data set. 

Information on the centrality of a firm's 
directors in the business elite was also ob- 
tained from the MACNET data set. We deter- 
mined the number of seats each firm's inside 
and outside directors held in 1962, 1964, and 
1966 on (1) any of the other industrial corpo- 
rations identified by Fortune Magazine as 
being among the largest 500 (ranked by sales) 
in any year between 1962 and 1975, (2) any 
commercial banks identified by Fortune 
Magazine as being among the largest 50 

served variables, these errors may bias our re- 
sults. We doubt, though, that this is the case. 
While errors in measures of corporate resource 
dependence should be associated with corporate 
diversification, we found no relationship between 
diversification and the likelihood of acquisition 
in the 1960s. (Analyses available on request from 
the lead author.) 
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(ranked by assets) anytime between 1962 and 
1975, and (3) any investment banks identi- 
fied by Hillstrom and King (n.d.) as being 
among the largest 57 (ranked by underwrit- 
ing participation credit) between 1960 and 
1969 (Atwood et al. 1985). Inside directors 
create "sent interlocks" from a focal corpora- 
tion to the other firms on whose boards they 
sit. Outside directors create "received inter- 
locks" from their firm of principal affiliation 
to the focal corporation, and they create "neu- 
tral interlocks" between the focal corporation 
and the other firms on whose boards they sit. 

Corporate-network theorists debate the 
relative significance of "sent" and "received" 
interlocks as compared to "neutral" inter- 
locks. Sent and received interlocks are some- 
times referred to as "strong ties," indicating 
that the persons who create them are princi- 
pally affiliated with one of the connected 
firms. Neutral interlocks are referred to as 
"weak ties," indicating that the persons who 
create them are typically affiliated with a 
third organization that maintains "strong 
ties" to the connected firms (Mizruchi 1982; 
Mintz and Schwartz 1985). Most network re- 
searchers believe that strong ties are more 
likely to facilitate exchanges of influence and 
information between actors because the rela- 
tionships they facilitate are more intense. 
Hence most interlock researchers believe that 
sent and received interlocks facilitate 
intercorporate exchange of influence and in- 
formation more frequently than do neutral 
interlocks because the persons who create 
them are more willing and able to serve as 
representatives of the firms they connect 
(Mizruchi and Bunting 1981; Mizruchi 1982; 
Mintz and Schwartz 1981, 1985). This belief 
is reinforced by studies documenting that 
strong ties are reconstituted more frequently 
than are weak ties after they have been acci- 
dentally disrupted (Palmer 1983; Ornstein 
1984; Palmer, Friedland, and Singh 1986; 
Stearns and Mizruchi 1987). 

However, Granovetter (1973, 1974) argues 
that weak ties are better than strong ties at 
providing actors with information, partly be- 
cause they tap sources not already available 
to them. One study provides evidence that 
neutral interlocks are more likely than sent 
and received interlocks to link firms previ- 
ously unconnected by other relations, such as 
interfirm stockholding, long-term contracts, 

and common headquarters location (Palmer 
et al. 1986). Another study found that neu- 
tral interlocks with multidivisional firms in- 
fluenced adoption of a multidivisional struc- 
ture, while sent and received interlocks in 
combination did not (Palmer, Jennings, and 
Zhou 1993). Neutral interlocks with com- 
mercial banks may be particularly conse- 
quential for corporate behavior. By defini- 
tion, interlocks with commercial banks are 
created by "finance capitalists," and finance 
capitalists are believed to represent the inter- 
ests of the business elite as a whole rather 
than the interests of specific firms (Zeitlin 
1974; Soref and Zeitlin 1987). Thus, they 
need not be principally affiliated with one of 
the firms they connect to have an interest and 
capacity to influence the firms on whose 
boards they sit (Palmer 1983). 

The relative significance of sent as com- 
pared to received interlocks is less well theo- 
rized, but probably depends on two factors: 
the relationship facilitated by an interlock, 
and the interlock partner most interested in 
sustaining that relationship. Some research- 
ers view interlocks as devices through which 
receiving firms "co-opt" senders (Allen 
1974; Pfeffer and Salancik 1978). Others 
view interlocks as devices by which sending 
firms "infiltrate" receiving firms (Mizruchi 
and Bunting 1981; Mintz and Schwartz 
1985). If interlocks are co-optive devices and 
our sampled firms are the interested partners, 
as is the case when firms seek attractive suit- 
ors or try to rebuff predators, then received 
interlocks should be more consequential. 
However, if interlocks are co-optive devices 
but other firms are the interested partners, as 
would be the case if other firms like finan- 
cial institutions seek to arrange corporate 
marriages for their own benefit, then sent in- 
terlocks should be more consequential. Alter- 
natively, if interlocks are infiltrative devices 
and our sampled firms are the interested part- 
ners, then sent interlocks should be more 
consequential. However, if interlocks are in- 
filtrative devices and other firms are the in- 
terested partners, then received interlocks 
should be more consequential. 

We suspect that the relative importance of 
strong versus weak ties and sent versus re- 
ceived interlocks varies depending on the cor- 
porate concern in question-the identifica- 
tion of attractive suitors, the mobilization of 
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support to rebuff predators, the selection of 
appropriate organizational structures, and so 
on. While we offer no specific hypotheses, 
we keep separate counts of the number of 
sent, received, and neutral interlocks our 
firms maintained with other industrial corpo- 
rations and commercial banks to detect pos- 
sible variation in the effects of different types 
of interlocks on the likelihood of acquisition. 
The vast majority of investment banks were 
organized as partnerships in the 1960s. 
Hence, industrial corporations could only ap- 
point investment bank partners to their boards 
(from the perspective of industrial corpora- 
tions, creating received investment bank in- 
terlocks). However, one major investment 
bank, Lehman Brothers, reorganized into the 
corporate form in our period and began ac- 
cepting directors from industrial corporations 
(from the perspective of the industrial corpo- 
rations, creating sent investment bank inter- 
locks). To preserve full information on inter- 
locks to Lehman Brothers, we summed the 
number of received and sent interlocks to in- 
vestment banks into a single measure of di- 
rectional interlocks to these institutions. Be- 
cause very few investment bank partners sat 
on more than one corporate board in the 
1960s, we observed very few neutral inter- 
locks with investment houses in our data and 
ignored these connections in our analyses.'4 

Data on corporate return on equity, q-ratio, 
price/earnings ratio, and size were updated 
annually at the end of a firm's fiscal year. In- 
formation was obtained primarily from the 
Industrial Compustat annual data file and the 
Center for Research in Stock Prices data file. 
When necessary, Moody's Industrial Manual 
was used to fill in missing accounting data, 
and The Wall Street Journal was used to fill 
in missing stock price data.'5 The number of 

firms "recently" acquired in a corporation's 
primary two-digit SIC industry was updated 
on a daily basis. Only target firms with more 
than $10 million in assets, purchased by 1962 
Top 500 corporations, and acquired in the 
previous 365 days were counted. The num- 
ber of firms acquired in a corporation's pri- 
mary industry over the previous year is posi- 
tively correlated with the number of acquisi- 
tions in the industry in prior years of the 
study period (r = .72). Further, the number of 
firms acquired in an industry in prior years 
may indicate the exhaustion of viable acqui- 
sition targets in the industry and thus be nega- 
tively related to the probability that a firm 
producing in an industry would be acquired. 
Failure to take into account the impact of the 
exhaustion of viable target firms could ob- 
scure the effect of recent acquisitions in an 
industry. Thus, we also kept daily counts of 
the number of acquisitions made in a 
corporation's primary industry since the be- 
ginning of the study period but not in the im- 
mediately preceding year (denoted "prior ac- 
quisitions"), and we used this variable as a 
control.'6 Table 1 lists each of the 20 vari- 

14 Analyses that counted sent investment bank 
interlocks separately and included counts of neu- 
tral investment bank interlocks were entirely con- 
sistent with our presumptions. The effect of sent 
investment bank interlocks (really, sent interlocks 
to Lehman Brothers) on the likelihood of acquisi- 
tion mirrored that of received investment-bank 
interlocks; neutral bank interlocks had no effect 
on acquisition rates. 

15 The accounting variables were operation- 
alized as follows using items from the COMPU- 
STAT file (item numbers in parentheses). Return 
on equity was defined as the ratio of net income 
before extraordinary items and discontinued op- 

rations (item 18) to the value of common (item 
11) and preferred equity (item 10). The q-ratio 
was measured as suggested by Amit, Livnat, and 
Zarowin (1989). The numerator was the sum of 
the market value of common equity (item 24 x 
item 25), the book value of long-term debt (item 
9), debt due within one year (item 34), and the 
liquidating value of preferred stock (item 10). 
The denominator was the book value of total as- 
sets (item 6). Size of firm was measured as the 
market value of common equity (item 24 x item 
25). Analyses that used alternative measures of 
size (logged market value of equity and logged 
total assets) were essentially identical to those re- 
ported here. The price/earnings ratio was mea- 
sured as the ratio of the price per share of com- 
mon stock (item 24) to primary earnings per share 
before extraordinary items (item 58). Since a 
negative price/earnings ratio is nonsensical, we 
assigned negative price/earnings ratios a value of 
55.36. This value corresponds to the 99th percen- 
tile of observed price/earnings ratios. We ob- 
served 55 (out of 2,875) negative price/earnings 
ratios. 

16The identity of firms with more than $10 mil- 
lion in assets that were acquired sometime during 
our study period by firms among the largest 500 
U.S. industrial corporations in 1962, as well as 
the primary industries in which the acquiring and 
acquired firms produced, were reported in the 
Statistical Report on Mergers and Acquisitions 
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Table 1. Summary Measures and Hypothesized Effect of Independent Variables on Acquisitions: Top 
500 Corporations, 1963-1968 

Hypothesized Effect 

Standard Friendly Predatory 
Independent Variable Mean Deviation Median Acquisition Acquisition 

Resource Dependence Relations 

Structural autonomy of primary industry .104 .043 .107 - + 
Mean-deviated concentration level of .125 .110 .069 - + 

primary industry 
Primary industry's constraint on other .175 .192 .064 - + 

industries 

Ownership Relations 

Nonboard member stock ownership .002 .041 .000 - 

Outside director stock ownership .009 .053 .000 - 

Inside director stock ownership .101 .181 .000 - 

Proportion inside directors .427 .179 .400 0 +1-/0 

Business-Elite Connections 

Number of sent industrial interlocks .963 1.483 .000 + 
Number of received industrial interlocks .872 1.354 .000 + - 

Number of neutral industrial interlocks 4.421 4.408 3.000 + - 

Number of sent commercial-bank .592 .855 .000 + - 
interlocks 

Number of received commercial-bank .361 .611 .000 + - 
interlocks 

Number of neutral commercial-bank 1.140 1.483 1.000 + 
interlocks 

Number of directional investment-bank .280 .516 .000 + 
interlocks 

Economic Variables 

Recent acquisitions in industry 5.735 4.800 5.000 + + 
Prior acquisitions in industry 10.670 9.833 8.000 - - 

Return on equity .118 .078 .113 

Q-ratio 1.406 1.123 1.069 

Firm size (in $1,000,000s) 745.359 2,347.686 217.303 
Price/earnings ratio 17.393 19.708 14.632 

ables employed in our analyses, their descrip- 
tive statistics (based on spells), and their pre- 
dicted effects on a firm's likelihood of 
friendly or predatory acquisition. 

RESULTS 
Resource Dependence Relations 

As expected, the extent to which other sec- 
tors were constrained by a corporation's pri- 
mary industry increased its chance of preda- 
tory takeover, but decreased its chance of 

(U.S. Federal Trade Commission 1976). The ex- 
act dates on which these acquisitions were initi- 
ated by the eventual acquirers were obtained from 
case studies based on entries in The Wall Street 
Journal Index and articles in The Wall Street 
Journal. Our measures of recent and previous ac- 
quisitions in a firm's primary industry are suscep- 
tible to the same source of error as our market 
structure measures. Many of our sampled corpo- 

rations, as well as the other smaller firms ac- 
quired in the 1960s, undoubtedly produced in 
more than one industry. Thus, our measures prob- 
ably underestimate the number of firms previ- 
ously and recently acquired in the industries in 
which a corporation produced. 
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friendly acquisition in the 1960s (Table 2). 
This suggests that possessing the resource- 
dependence-based capacity to constrain 
firms in other industries gave corporations 
little incentive to seek or welcome friendly 
acquisition partners, but made them the tar- 
get of predators-most likely from other 
nonlinked industries, considering the anti- 
trust climate of the period. The effects of 
producing in an industry that constrained 
other firms, though, were among the small- 
est observed in this study. Corporations 
whose constraint on other firms fell in the 
95th percentile of firms in our sample were 
only 1.76 times more likely to become vic- 
tims of predatory takeovers and 2.4 times 
less likely to become partners in friendly ac- 
quisitions than were corporations whose con- 
straint on other firms fell in the 5th percen- 
tile (Table 3). 

Also as expected, freedom from competi- 
tive uncertainty (as measured by the mean- 
deviated concentration of a corporation's pri- 
mary industry) reduced a firm's chance of 
friendly acquisition in the 1960s (Table 2). 
The effect was modest relative to other ef- 
fects observed here-the ratio of friendly ac- 
quisition rates for firms in the 5th percentile 
to those in the 95th percentile with respect to 
their primary industry's mean-deviated con- 
centration was 4.95 (Table 3). However, free- 
dom from competitive uncertainty did not 
significantly affect the probability of a preda- 
tory takeover. This suggests that a firm's de- 
sire to reduce competitive uncertainty in in- 
dustries where concentration levels ap- 
proached the economy-wide average led 
them to seek friendly combinations with 
other corporations-again, most likely in 
other nonlinked industries, considering the 
regulatory environment of the period. 

The results with respect to a corporation's 
structural autonomy, departed from our pre- 
dictions. Freedom from dependence on trans- 
action partners did not affect a firm's chance 
of a predatory takeover in the 1960s, and in- 
creased rather than decreased its probability 
of friendly acquisition (Table 2). This unex- 
pected influence of structural autonomy was 
the largest of the resource-dependence ef- 
fects-the ratio of friendly acquisition rates 
for firms in the 95th percentile as opposed to 
the 5th percentile with respect to autonomy 
was 10.4 (Table 3). We expected autonomous 

corporations to have little incentive to be ab- 
sorbed by another firm. Perhaps corporations 
in structurally autonomous industries that 
sought to be acquired for other reasons were 
well-positioned to attract desirable suitors- 
especially suitors producing in other non- 
linked industries. Diversifying moves are 
most effective at reducing interindustry de- 
pendence when the acquired firm occupies a 
relatively autonomous market position. If 
firms producing in structurally autonomous 
industries are attractive to suitors, it is not 
solely because they are more profitable-the 
structural autonomy effect obtains even con- 
trolling for firm profitability (return on eq- 
uity). Presumably autonomy provides firms 
with the freedom to pursue other interests 
that have a less immediate connection to 
profits-such as strategic, technological, or 
structural innovation. Still, if structural au- 
tonomy made firms attractive targets, we 
would have expected predatory acquisitions 
to follow the same pattern. They did not. 

Ownership Relations 

As expected, stock ownership concentrated 
in the hands of persons represented both on 
the board and in top management (inside di- 
rectors) reduced a corporation's chance of 
being acquired in either a friendly or preda- 
tory manner in the 1960s. However, stock 
ownership concentrated in the hands of 
groups that lacked control of day-to-day de- 
cision-making, either because they were rep- 
resented only on the board or because they 
were not represented on the board or in top 
management, had no effect on the probability 
of either type of acquisition (Table 2). The 
effects for insider stock ownership were the 
third and fourth largest observed in our 
study-corporations whose stock ownership 
by insiders fell in the 95th percentile of firms 
in our sample were 15.26 times less likely to 
become friendly acquisition partners and 
15.28 times less likely to become victims of a 
predatory takeover than were those whose 
insider stock ownership fell in the 5th per- 
centile (Table 3). These observed effects do 
not establish the relative validities of the dif- 
ferent but compatible managerialist, power- 
structure, and agency theory accounts of the 
likelihood of acquisition. These effects may 
reflect the reluctance of manager-owners to 
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Table 2. Effects of Selected Independent Variables on the Likelihood of Friendly or Predatory Ac- 
quisition for Two Models: Top 500 Corporations, 1963-1968 

Full Model Parsimonious Model 

Friendly Predatory Friendly Predatory 
Independent Variable Acquisition Acquisition Acquisition Acquisition 

Resource Dependence Relations 

Structural autonomy of primary industry 14.440* -8.824 15.510* 

Mean-deviated concentration level of -3.675+ -1.909 -3.816+ 
primary industry 

Primary industry's constraint on other -2.209++ 1.958++ -2.233++ 1.414++ 
industries 

Ownership Relations 

Nonboard member stock ownership -10.410 -8.718 

Outside director stock ownership .296 -12.590 

Inside director stock ownership -4.592++ -6.365++ -5.142++ -5.145++ 

Proportion inside directors -.596 -3.207* -2.729* 

Business-Elite Connections 

Number of sent industrial interlocks -.231 .007 

Number of received industrial interlocks .333++ .194 .229+ 

Number of neutral industrial interlocks -.143 .028 -.162* 

Number of sent commercial-bank interlocks -.526 .443 

Number of received commercial-bank 1.097++ -.117 .969++ 
interlocks 

Number of neutral commercial-bank -.148 -.632++ -.448++ 
interlocks 

Number of directional investment-bank .915++ -.511 .854++ 
interlocks 

Economic Variables 

Recent acquisitions in industry -.030 .085+ .086++ 

Prior acquisitions in industry -.067+ -.008 -.076++ 

Return on equity 2.989* -1.070 2.675* 

Q-ratio .232 -2.326++ -2.863++ 

Firm size (in $1,000,000s) -.003+ -.002 -.003++ 

Price/earnings ratio -.067 .019 -.063+ 

B vector constant -10.2700++ -7.5840++ -10.5200++ -8.1920++ 

C vector constant .0010++ .0014++ .0011 ++ .0012++ 

Log-likelihood -346.93 -357.17 -350.63 -366.61 

%2a a 7.40 18.88 

Degrees of freedom 8 14 

+p < .05 ++ p < .01 (one-tailed tests) 

p < .05 (two-tailed tests) 
a The chi-square statistic assesses the joint significance of those independent variables included in the 

full model, but omitted from the parsimonious model. All models are statistically significant at conven- 
tional levels relative to the baseline Gompertz model. 
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relinquish control of their corporations (stem- 
ming from their affective attachment to the 
firm) and their increased ability to fend off 
unwanted suitors (derived from their control 
of corporate stock), as managerialists and 
power-structure theorists would claim. They 
may also reflect the low level of opportunism 
among top managers to which management- 
owned corporations are subject (which low- 
ers the potential payoff from acquiring them), 
as agency theorists would assert. 

The proportion of inside directors on a 
firm's board decreased its chance of a preda- 
tory takeover, but as expected, had no effect 
on its probability of a friendly acquisition in 
the 1960s (Table 2). The effect of board com- 
position on the likelihood of a predatory ac- 
quisition was more modest than the insider 
ownership effect-the ratio of predatory ac- 
quisition rates for firms in the 95th as op- 
posed to the 5th percentile with respect to 
their proportion of inside directors was 4.91 
(Table 3). This result adjudicates the compet- 
ing managerialist, power-structure, and 
agency theory claims regarding the effect of 
board composition on the likelihood of ac- 
quisition. The result is inconsistent with the 
managerialist assumption that boards of di- 
rectors universally rubber stamp decisions by 
top management and ownership groups, 
whether staffed by insiders or outsiders. It is 
also at odds with the agency theory postulate 
that insider-dominated boards provide poor 
monitoring and control of opportunism 
among top managers and thus increase the 
potential payoff to acquirers.17 Instead, the 

result is aligned with the power-structure 
view that boards of directors represent a line 
of defense against outside threats to 
management's or an ownership group's con- 
trol of a firm. Boards dominated by a firm's 
top managers or owners may have been bet- 
ter able to mount credible defenses against a 
takeover, thus deterring acquisition-minded 
firms from pursuing them. It is unlikely, 
however, that insider-dominated boards 
helped corporations escape acquisition after 
they became the targets of bold and persis- 
tent predators. Inspection of a list of all hos- 
tile tender offers in the 1960s (Binder 1973, 
appendix 1) indicated that only three of the 
firms in our sample experienced a significant 
predatory bid in the 1960s and avoided ei- 
ther hostile takeover or acquisition by a 
"white knight" (a firm into which a target 
willingly merges in order to escape a 
predator's embrace). 

Business-Elite Connections 

The centrality of a corporation's directors in 
the business elite network also affected its 
chance of being acquired in the 1960s, al- 
though the effects of interlocking were more 
pervasive with respect to friendly acquisi- 
tions as compared to predatory acquisitions. 
Three of the seven types of interlocks in- 
creased a firm's chance of friendly acquisi- 
tion as expected (Table 2). The effects of re- 
ceived industrial interlocks and directional 
investment bank interlocks were relatively 
small. Corporations whose number of re- 
ceived industrial interlocks fell in the 95th 
percentile were 1.99 times more likely to be- 
come friendly acquisition partners than those 
whose received industrial interlocks fell in 
the 5th percentile. Corporations whose num- 
ber of directional investment bank interlocks 
fell in the 95th percentile were 2.35 times 
more likely to become friendly acquisition 
partners than those whose investment bank 
interlocks fell in the 5th percentile."8 The ef- 

17 Shivdasani (1993) also found that firms with 
outsider-dominated boards were no less likely to 
become hostile targets, although the likelihood of 
acquisition decreased when outsiders held large 
equity positions. Nevertheless, some might argue 
that our result is consistent with a more compli- 
cated agency theory explanation. It has been hy- 
pothesized, and to some extent shown, that firms 
with insider-dominated boards are more likely to 
adopt proactive antitakeover provisions, such as 
green-mail, golden parachutes, classified boards, 
and poison pills in the 1980s (Kosnick 1987; 
Davis 1991, 1993). This tendency has been char- 
acterized as an expression of the agency problems 
experienced by firms with dispersed stock own- 
ership. Such an explanation has two deficiencies. 
First, empirically, these more sophisticated 
proactive takeover defenses were not common in 
our period (Davis 1993). Second, from a theoreti- 

cal standpoint, this more complicated agency 
theory explanation represents a major concession 
to the power-structure view insofar as it permits 
inefficient principal-agent arrangements to persist 
in equilibrium. 

18 This relatively weak effect of investment 
bank interlocks is broadly consistent with Baker's 
(1990) results. He found that while interlocks 
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fect of interlocks from commercial banks was 
more substantial-the ratio of the friendly 
acquisition rate for corporations in the 95th 
as opposed to the 5th percentile with respect 
to received commercial bank interlocks was 
6.94 (Table 3).19 This pattern is consistent 
with the view that strong ties-interlocks cre- 
ated by persons who are principally affiliated 
with one of the connected firms-are more 
consequential for corporate behavior than are 
weak ties-interlocks created by persons 
principally affiliated with third parties, pre- 
sumably because principally affiliated direc- 
tors are more willing and able to serve as rep- 
resentatives of the firms they connect (Mizru- 
chi and Bunting 1981; Mintz and Schwartz 
1981; Palmer 1983; Ornstein 1984; Palmeret 
al. 1986; Stearns and Mizruchi 1987). It is 
also consistent with the view that received 
interlocks are more consequential for corpo- 
rate behavior than are sent interlocks. Miz- 
ruchi, Potts, and Allison (1993) also report 
evidence showing that corporations are more 
likely to transact with banks from which they 
receive interlocks than they are to transact 
with banks to which they send ties. 

Received industrial interlocks, received 
commercial bank interlocks, and directional 
investment bank interlocks may have in- 
creased the probability of friendly acquisi- 
tion in the 1960s because they allowed cor- 
porations to "co-opt" other firms in their en- 
vironments-enlisting their support in find- 
ing attractive suitors and advertising their 
availability and suitability as acquisition 
partners. Received interlocks may have 
proven more wieldy than sent interlocks as 
tools with which corporations could elicit the 
support of others because suitor-seeking 
firms have greater control over the appoint- 
ment of outsiders to their boards than they 
have over the placement of their representa- 

tives on other boards. Further, information 
attesting to a firm's desirability as an acqui- 
sition partner may be viewed as biased when 
conveyed through sent interlocks insofar as 
the messengers in such ties are principally 
affiliated with the hopeful acquisition part- 
ner. Alternatively, received interlocks may 
have allowed commercial and investment 
bank representatives to "infiltrate" the boards 
of prospective acquisition partners-encour- 
aging them to seek, or at least welcome, ac- 
quisition, which could be financially reward- 
ing to the bank if it obtained fees for negoti- 
ating the combination or held stock in the 
target firm. Of course, the prospect of finan- 
cial gain for banks, as well as the status and 
economic benefits for individual directors, 
may have provided incentives for bank direc- 
tors to join a firm's board and aid it in its 
quest for an attractive suitor. 

Regardless, it appears that industrial inter- 
locks did not often facilitate friendly acqui- 
sitions by disseminating information directly 
between targets and suitors. Only three of the 
firms acquired in friendly combinations 
shared a director with their acquirer in the 
years prior to their union. Nor does it appear 
that commercial banks or investment banks 
often steered firms on whose boards they 
were represented toward suitors with which 
they were also interlocked. Only one of the 
firms acquired in a friendly combination was 
previously indirectly interlocked through a 
commercial bank or an investment bank with 
its eventual acquirer. Desirable acquirers and 
attractive suitors probably became known to 
one another by sharing directors with firms 
that were in turn directly or indirectly inter- 
locked with one another. This characteriza- 
tion of the mechanism through which inter- 
locks facilitated friendly acquisition in the 
1960s dovetails with views that downplay the 
dyadic as opposed to the diffuse network sig- 
nificance of interlocking directorates (Palmer 
1983; Mintz and Schwartz 1981, 1985; Baker 
1990). It also fits Useem's (1983) view that 
interlocks help firm's scan the larger busi- 
ness environment and is consistent with 
Hirsch's (1982) observation that directors es- 
chew interlock relationships that suggest 
conflicts of interest.20 

with investment banks were related to the overall 
configuration of a corporation's market relations 
with investment houses (e.g., the number of banks 
with which it contracted), such interlocks did not 
determine which investment banks a corporation 
did business with. 

19 This stronger effect for received commercial 
bank interlocks is consistent with Fligstein and 
Markowitz's (1992) results, which show that the 
percentage of bank officers on a firm' s board was 
one of only two variables to predict the likelihood 
of acquisition (friendly or predatory) in the 1980s. 

20 Our results may merely reflect the tendency 
of firms to appoint bankers to their boards after 
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Only the number of neutral interlocks with 
commercial banks affected a corporation's 
chance of being acquired by a predator in the 
1960s. As expected, the more neutral bank 
interlocks a corporation maintained, the less 
likely it was to be acquired in a predatory 
manner (Table 2). The effect of neutral com- 
mercial bank interlocks was modest in mag- 
nitude-the ratio of the predatory acquisition 
rate for firms in the 95th percentile as op- 
posed to the 5th percentile with respect to 
neutral commercial bank interlocks was 6.01 
(Table 3). This suggests that this type of in- 
terlock may have provided corporations 
some protection from predators in our pe- 
riod. We expected that bank interlocks would 
be particularly likely to inhibit predatory ac- 
quisition insofar as they are created by fi- 
nance capitalists-the most central members 
of the business elite who viewed predatory 
acquisitions with disdain. However, it is 
somewhat surprising that neutral rather than 
sent or received interlocks produced this in- 
hibiting effect insofar as strong ties appeared 
more consequential for friendly acquisitions. 
Perhaps neutral interlocks are more conse- 
quential in connection with predatory take- 
overs because they are created by finance 
capitalists who are not themselves represen- 
tatives of either the potential target or a pos- 
sibly self-interested bank. Thus, they are free 
to act as agents of the business elite as a 
whole on this issue that concerns its class- 
wide interests (Palmer 1983). 

Finally, contrary to prediction, the number 
of neutral interlocks to industrial corpora- 

tions may have reduced a firm's chance of 
friendly acquisition in the 1960s. The effect 
of neutral industrial interlocks approached 
statistical significance at the p < .05 level in 
the full model and cleared this hurdle in the 
parsimonious model. We hesitate to interpret 
this unexpected result because of its border- 
line statistical significance. 

Other Economic Factors 

Here we present results pertaining to the other 
agency theory and more traditional economic 
accounts of the likelihood of acquisition. The 
undervaluation of a corporation's assets-in- 
dicated by a low q-ratio-increased its 
chance of predatory acquisition in the 1960s. 
Undervaluation did not, however, increase the 
probability of friendly acquisition (Table 2). 
The magnitude of the q-ratio effect on the 
likelihood of a predatory acquisition was by 
far the largest observed in the study-corpo- 
rations whose q-ratios fell in the 5th percen- 
tile of firms in our sample were 3,631 times 
more likely to become victims of a predatory 
takeover than were those with q-ratios in the 
95th percentile (Table 3). This huge differ- 
ence can be attributed largely to the fact that 
firms with the highest q-ratios were virtually 
immune from predatory acquisition-firms 
with the lowest q-ratios were just four times 
more likely than the median firm to be taken 
over. This pattern of results is consistent with 
past research (Morck et al. 1988a; Davis and 
Stout 1992), suggesting that the gains to be 
reaped from eradicating managerial ineffi- 
ciency motivated predatory (but not friendly) 
acquisitions in the 1960s. Of course, we have they have decided to seek acquisition partners in 

order to obtain advice regarding the relative mer- 
its of prospective deals. However, we find this 
explanation less convincing than the others we 
entertain in the text. Firms can obtain bank ad- 
vice on the merits of acquisition deals by enter- 
ing into short-term contracts for this purpose. Our 
results indicate that acquired firms tended to es- 
tablish more long-term arms-length relationships 
of the sort interlocks can facilitate before they 
were acquired-relationships that expose a firm 
to outside influence at the highest level of deci- 
sion-making authority. Indeed, the interlock rela- 
tionships maintained by firms that were acquired 
in the 1960s appeared to have been in place long 
before the combinations in question. Of the 13 
firms acquired in friendly combinations after 
April 1, 1967, 4 maintained received commercial 
bank interlocks in the 1966 panel of interlock 

data. Three of these 4 firms maintained such com- 
mercial bank interlocks as early as 1962. Simi- 
larly, 5 of the 13 firms acquired after April 1, 
1967 maintained directional investment bank in- 
terlocks in the 1966 panel of interlock data, and 4 
of the 5 firms maintained such investment bank 
interlocks as early as 1962. There was a small 
positive bivariate correlation linking gains in the 
number of received commercial bank interlocks 
between 1964 and 1966 (but not between 1962 
and 1966) and acquisition between April 1, 1967 
and December 31, 1968 (r = .115). However, no 
correlation was observed linking gains in the 
number of directional investment-bank interlocks 
between 1964 and 1966 (or between 1962 and 
1966) and the likelihood of acquisition over the 
same period. 
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no way of knowing whether the managerial 
inefficiency reflected in low q-ratios is the 
result of opportunism, which is the focus of 
agency theory, or simple ineptitude, which is 
the focus of more traditional economic argu- 
ments. 

Large firms were less likely to be acquired 
through friendly means than were small 
firms in the 1960s, although large size was 
unrelated to the likelihood of predatory ac- 
quisition (Table 2). The effect of size on the 
likelihood of a friendly acquisition was by a 
wide margin the second largest observed- 
corporations that fell in the 5th percentile of 
firms in our sample with respect to size were 
1,879 times more likely to become friendly 
acquisition partners than those that fell in the 
95th percentile (Table 3). Analogous to the 
q-ratio effect, this extremely large difference 
can be attributed to the fact that very large 
firms were essentially bypassed for friendly 
acquisition-the smallest Top 500 firms were 
just twice as likely as the median firm to be 
acquired. This suggests that large size posed 
a barrier to the friendly acquisition of corpo- 
rations in the 1960s, perhaps because of the 
capital requirements it placed on potential 
acquirers. But as some observers have noted, 
size was not a significant barrier in the case 
of predatory acquisitions (Steiner 1975). In- 
deed, some scholars believe that a primary 
purpose of predatory tactics was to help 
small firms overcome the economic, social, 
and political power of their larger corporate 
targets (Hirsch 1986). 

High price/earnings ratios may have de- 
creased a firm's chance of friendly acquisi- 
tion in the 1960s, but they were unrelated to 
the probability of predatory acquisition. The 
effect of the price/earnings ratio on the like- 
lihood of a friendly acquisition approached 
statistical significance at the p < .05 level in 
the full model and cleared this hurdle in the 
parsimonious model (Table 2). Corporations 
whose price/earnings ratios fell in the 5th 
percentile of firms in our sample were 6.45 
times more likely to become friendly acqui- 
sition partners than those with price/earnings 
ratios in the 95th percentile (Table 3). Al- 
though consistent with received wisdom, this 
is the first reported evidence of an effect of 
price/earnings ratio on the likelihood of ac- 
quisition. It suggests that the desire to 
"dress-up" earnings figures by purchasing 

the cheap profits of other firms motivated 
friendly acquisitions in the 1960s. 

Contrary to prediction, high performance 
in the form of return on equity increased a 
corporation's chance of friendly acquisition 
in the 1960s, but had no effect on the prob- 
ability of a predatory acquisition (Table 2). 
This effect, though, was among the smallest 
observed for the likelihood of a friendly ac- 
quisition-corporations with return-on-eq- 
uity ratios in the 95th percentile of firms in 
our sample were only 1.65 times more 
likely to become friendly acquisition part- 
ners than those that fell in the 5th percentile 
(Table 3). This pattern of effects is broadly 
consistent with several previous studies that 
found that high performance was associated 
with the likelihood of acquisition regardless 
of mechanism (Ravenscraft and Scherer 
1987; Soffer 1991; Davis and Stout 1992; 
Barber et al. 1994). It is also consistent with 
the pattern of price/earnings effects reported 
here-suggesting that the desire to "dress- 
up" earnings figures, in this instance mani- 
fested in the purchase of other firms' sub- 
stantial profits, motivated friendly acquisi- 
tions in the 1960s. 

Finally, concentrating production in an in- 
dustry in which many firms had been ac- 
quired in the last year increased a 
corporation's chance of predatory acquisi- 
tion in the 1960s, but had no effect on the 
chance of friendly acquisition. Producing in 
an industry in which many firms had been 
acquired since the beginning of the study 
period (not counting the last year) decreased 
a corporation's chance of friendly acquisi- 
tion, but had no effect on its chance of 
predatory acquisition (Table 2). The effect 
of recent acquisitions was relatively mod- 
est-corporations producing in industries in 
which the number of recent acquisitions fell 
in the 95th percentile were 4.71 times more 
likely to become victims of a predatory 
takeover than were those producing in in- 
dustries in which the number of recent ac- 
quisitions fell in the 5th percentile. The ef- 
fect of prior acquisitions was more substan- 
tial-the ratio of the acquisition rate for 
firms in the 95th percentile as opposed to 
the 5th percentile with respect to prior ac- 
quisitions was 9.63 (Table 3). These results 
suggest that disturbances in a corporation's 
primary industry increased its chance of 
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predatory acquisition in the 1960s, while the 
depletion of suitable acquisition partners in 
a firm's primary sector decreased its chance 
of friendly acquisition. 

DISCUSSION 

Did Social Embeddedness Influence 
Acquisition Likelihood in the 1960s? 

The results reported here clearly indicate that 
the social embeddedness of corporations and 
their leaders in resource-dependence net- 
works, ownership relations, and ties among 
the business elite influenced the likelihood 
that firms became friendly acquisition part- 
ners or predatory takeover victims in the 
1960s. However, our results also show that 
economic factors were powerful determi- 
nants of corporate acquisitions in this period. 
In fact, the effects of economic variables 
were generally larger than the effects of the 
social embeddedness factors-effects of the 
market valuation of a corporation's assets 
and firm size dominate. Friendly acquisitions 
in the 1960s appear to have been motivated 
by the desire to acquire corporations with 
substantial and inexpensive earnings (high 
return-on-equity numbers and low price/ 
earnings ratios), perhaps in an attempt to 
"dress-up" earnings-per-share figures. The 
pursuit of such combinations was deterred, 
though, by the size of the equity stake in 
question. Predatory acquisitions, on the other 
hand, appear to have been motivated by the 
desire to reap financial gain from disciplin- 
ing the managers of firms whose assets were 
underutilized because of managerial incom- 
petence or opportunism. 

Which Kinds of Embeddedness Were 
Important? 

Each type of embeddedness studied here in- 
fluenced a firm's chance of either a friendly 
or a predatory acquisition in the 1960s, even 
controlling for the strong economic effects. 
Our results suggest that friendly acquisitions 
were motivated by the desire of acquisition 
partners to reduce competitive uncertainty 
and by the impulse of suitors to expand into 
industries that were free from resource con- 
straints from other sectors. Firms producing 
in industries that constrained other sectors 

were reluctant to join in such combinations, 
presumably because they had little incentive 
to do so. Our results also indicate that preda- 
tory acquisitions in the 1960s were motivated 
by a predator's desire to gain control of firms 
producing in industries that constrained them 
or firms in other industries. Given the charac- 
ter of antitrust law enforcement in the 1960s, 
these tendencies were probably often mani- 
fested in diversifying acquisitions.2' These 
results provide the first firm-level evidence 
that resource-dependence relations shape, al- 
beit modestly, the pattern of corporate acqui- 
sitions. The resource-dependence perspective 
has received support at the industry level in 
connection with a wide range of intercor- 
porate links-interlocking directorates, joint 
ventures, and acquisitions. Attempts to repli- 
cate these findings at the firm level, though, 
have often failed (Galaskiewicz, Wasserman, 
Rauschenbach, Bielefeld, and Mullaney 
1985; Palmer et al. 1986).22 

The embeddedness of corporate managers 
in ownership relationships also influenced the 
pattern of corporate acquisitions in the 1 960s. 
Our results suggest that firms whose stock 
was closely held by groups represented in 
management were reluctant to join in friendly 
acquisitions. Further, predators were inclined 
to pass over management-owned corporations 
and firms with insider-dominated boards of 
directors. The fact that concentrated owner- 
ship affected the likelihood of acquisition 
only when it was in the hands of management 
suggests that block stockholders who were 
less involved in a firm's day-to-day decision- 
making had interests and capacities similar 
to those of dispersed stockholders. These re- 
sults are consistent with managerialist, 
agency, and power-structure theory interpre- 

21 A crude analysis (not reported but available 
on request from the first author) that distin- 
guished only between conglomerate and 
nonconglomerate acquisitions indicates that the 
three dimensions of resource dependence studied 
here influenced diversifying and nondiversifying 
acquisitions in the same way (Barber et al. 1995). 

22 Recent studies have provided firm-level sup- 
port for the resource dependence view in connec- 
tion with other organizational behaviors, most 
notably, patterns of political contributions (Miz- 
ruchi and Koenig 1986; Mizruchi 1989, 1990) 
and decisions regarding the location of produc- 
tion facilities (Romo and Schwartz forthcoming). 
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tations of stock ownership by managers. 
Owner-managers in the 1960s may have been 
less enamored with growth-related salary 
gains, had a greater affective attachment to 
their firms, been less prone to opportunistic 
behavior, and been better able to mount cred- 
ible takeover defenses than were professional 
managers. Our results on the proportion of 
insiders on a firm's board of directors, how- 
ever, are more consistent with the power- 
structure view than the managerialist and 
agency theory accounts. A high proportion of 
insiders on a firm's board of directors appar- 
ently shielded top managers against external 
threats to their control. 

Finally, the embeddedness of corporate di- 
rectors in the business-elite network also in- 
fluenced a firm's chance of friendly or preda- 
tory acquisition in the 1960s-although the 
strongest of the four predicted interlock ef- 
fects were only modest in magnitude. Cor- 
porations that maintained many interlocks to 
other firms-in particular, received inter- 
locks to commercial banks-were more 
likely to be acquired, presumably because 
the outside directors on their boards dissemi- 
nated information about their willingness 
and suitability for acquisition to prospective 
acquirers. Firms that maintained many neu- 
tral interlocks to commercial banks were bet- 
ter able to avoid predatory takeover, presum- 
ably because their finance capitalist outside 
directors provided them with information 
and influence useful in mounting credible 
defenses against a takeover. 

Overall, then, it seems that established 
managers and directors were in a better posi- 
tion than less established elites to defend 
their firms against predatory takeovers in the 
1960s-a tactical innovation that violated the 
norms and threatened to disrupt the power 
structure of American business. Centrality in 
both the ownership relations of the firm and 
the social network of the business elite pro- 
vided some protection against unwanted ac- 
quisition. Still, the lone and modest negative 
effect of neutral commercial bank interlocks 
on the likelihood of a predatory acquisition 
suggests that interlocks provided firms with 
relatively little protection against unwanted 
acquisition. Perhaps this is because predatory 
acquisitions in this period were often initi- 
ated by relative outsiders among the business 
elite. Of the 37 Top 500 corporations ac- 

quired subsequent to predatory bids, 22 were 
acquired by a predator (the remaining 15 
were acquired by white knights). And of 
these 22 corporations, 15 were acquired by 
firms not among the Top 500 in 1962. Inter- 
locking directorates were hypothesized to re- 
duce a firm's chance of predatory acquisition 
partly by providing it with an opportunity to 
monitor and control deviant corporate elites. 
However, because small firms tend to main- 
tain fewer interlocks, the leaders of predatory 
firms may have been relatively unencum- 
bered by interlock connections. The fact that 
interlocks did not provide greater protection 
from predatory takeover may explain why 
business elites favored passage of the Will- 
iams Act of 1968, which regulated the use of 
interfirm tender offers. The corporate elite's 
apparatus for resolving internal disputes was 
ineffective in regulating a behavior perpe- 
trated by actors who came from its periph- 
ery. This may be one case in which state in- 
tervention was necessary to organize the in- 
terests of the capitalist class as a whole 
(Poulantzas 1973; Block 1977). 

Ownership Relations and the Business 
Elite Network 

Recently, theory outlining the effects of own- 
ership relations and business elite networks 
on corporate behavior has been called into 
question. Studying the largest 100 corpora- 
tions in the 1970s, Fligstein and Brantley 
(1992) found no relation between a firm's 
mode of control, as measured by the largest 
percentage of stock held by an individual or 
group, and its strategy, financial and organi- 
zational structure, acquisitiveness, or perfor- 
mance. They also found little relation be- 
tween interlocks with banks (apparently in- 
dicated by an aggregate measure of re- 
ceived, sent, and neutral bank interlocks) and 
the wide range of corporate behaviors stud- 
ied. Studying the largest 500 corporations in 
1980, Davis and Stout (1992) found that 
ownership concentration, measured by a 
dummy variable indicating that a single indi- 
vidual or group of related persons owned 
more than 5 percent of a firm's stock, re- 
duced a firm's chance of hostile acquisition, 
but did not influence its chance of acquisi- 
tion in general. They also found corporate 
interlocks, measured by the total number of 
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interlocks a firm maintained and a dummy 
variable indicating the presence of a banker 
on its board, had no effect on the likelihood 
of acquisition. 

Fligstein and Brantley (1992) concluded 
from their study that "organizational and 
not ... ownership embeddedness is likely to 
be a more important cause of actions of firms 
than anything else" (p. 303). Further, they 
add, "we should abandon our concentration 
on board[s] of directors as a source of net- 
work data, in general, and financial linkages 
across boards of directors, in particular, un- 
less their possible relevance can be specified 
theoretically" (p. 304). Stinchcombe (1990), 
in his review of Intercorporate Relations: The 
Structural Analysis of Business by Mizruchi 
and Schwartz (1987), indicted the "American 
tradition of structural analysis using network 
techniques" in even more sweeping terms: 

The data on corporate ties are weak. The causal 
relationships between forming or having a 
given tie and . . any other behavior, are weak. 
The result then is theoretical floundering in 
tables of data that seem to be mostly random 
numbers. There has been very little progress 
over time in this style because more and more 
powerful techniques give the same, near-null 
result. (P. 380) 

We find evidence that both ownership re- 
lations and ties among the business elite in- 
fluenced a firm's chance of friendly or preda- 
tory acquisition. Our results may differ from 
those of Fligstein and Brantley (1992) and 
Davis and Stout (1992) because we study a 
different historical period. More likely, how- 
ever, our results differ from theirs because 
we operationalize mode of control and board 
interlocks in a more refined fashion. Our 
source of ownership data (Burch 1972) bet- 
ter identifies group-defining kinship and 
partnership relations among what might oth- 
erwise be considered isolated blocks of 
stock.23 Further, we quantify ownership 

stakes (rather than categorize them as signifi- 
cant or insignificant based on an arbitrarily 
chosen threshold). In addition, we distin- 
guish between different types of ownership 
groups, in particular groups intimately asso- 
ciated with management as compared to 
those without representation in management 
or on the board. Finally, we disaggregate to- 
tal corporate interlocks into their component 
parts, distinguishing between sent, received, 
and neutral ties. 

Several studies of the 1970s and 1980s that 
employed more sophisticated measures of 
mode of control also found an effect of con- 
trol on corporate behavior (Kosnick 1987; 
Davis 1991). Stinchcombe's summary aptly 
described the state of research on interlocks 
ten years ago, excluding the work of Ratcliff 
(1980a, 1980b). Since that time, however, 
studies have reported effects of interlocks on 
a wide range of corporate behaviors-from 
political contributions and decisions regard- 
ing capital borrowing, to the pursuit of ac- 
quisitions and the adoption of antitakeover 
defenses and the multidivisional form 
(Clawson, Neustadtl, and Bearden 1986; 
Clawson and Neustadtl 1989; Mizruchi 1989, 
1990; Davis 1991; Haunschild 1993; Palmer 
el at. 1993; Davis, Diekmann, and Tinsley 
1994; Mizruchi and Stearns 1994). We agree 
with Fligstein and Brantley's admonition to 
consider the effects of social networks on 
corporate behavior only when theory sug- 
gests they predominate. However, recent evi- 
dence suggests there are many instances in 
which this is the case (e.g., lending decisions 
by commercial banks, the likelihood of ac- 
quisition, the adoption of antitakeover de- 
fenses, similarities in political ideology, and 
campaign contributions). 

We find that ownership relations and net- 
work ties among the business elite had a sig- 
nificant impact on acquisition behavior in the 
1960s. Further, we maintain that our results 
in this regard, which contradict recent cri- 
tiques, are not the product of our focus on an 
unusual historical period but instead are the 
consequence of our more precise measure- 
ment of crucial theoretical constructs. We do 
not contend, however, that the significance of 
ownership relations and ties among the busi- 
ness elite is temporally invariant. In fact, we 
suspect that the impact of interlock connec- 
tions on the likelihood of acquisition was 

23 This source uses information from the busi- 
ness press (e.g., articles in The Wall Street Jour- 
nal) in addition to data from the more standard 
sources available at the time (e.g., proxy state- 
ments) to identify both the existence of large 
blocks of stockholders and the kinship-business 
relationships linking them-identifying blocks of 
stock under the control of single decision-making 
entities that would otherwise go undetected. 
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quite different in the massive wave of merg- 
ers in the 1980s as the market for corporate 
control became legitimated and formalized. 
In that period, central members of the busi- 
ness elite were more accepting of predatory 
takeover tactics, and investment banks ex- 
panded their roles as brokers in the corpo- 
rate marriage market. As a result, the modest 
negative effect of neutral commercial bank 
interlocks on the likelihood of a predatory 
acquisition observed here for the 1960s may 
have disappeared by the 1980s, while the 
positive effect of directional investment bank 
interlocks on the likelihood of a friendly ac- 
quisition may have increased. 

Economic and Social Embeddedness 
Accounts of Acquisitions 

While the traditional economic view and so- 
cial embeddedness accounts of corporate ac- 
quisitions may rest on different assumptions 
(e.g., an atomized as opposed to a relational 
conception of managers and firms) and em- 
phasize different processes (e.g., maximiza- 
tion of shareholder wealth as opposed to 
maintenance of elite power), the two may be 
compatible. In fact, one variant of the em- 
beddedness perspective not evaluated here 
draws on elements of the "new institutional- 
ism" in organization theory (Powell and 
DiMaggio 1991) and has the same empirical 
implications as the economic view. Fligstein 
(1990) maintains that a corporation's behav- 
ior is largely shaped by the "conception of 
control" in which its top managers are im- 
bued. The finance conception of control pre- 
dominated in the 1960s. Managers steeped in 
it viewed corporations as bundles of invest- 
ments to be bought and sold and evaluated 
acquisition opportunities on the basis of the 
stock market gains they might generate (Flig- 
stein 1990:226, 242, 247, 250). Thus, Flig- 
stein's embeddedness account would also ex- 
pect the market valuation, price/earnings ra- 
tio, and profitability of firms to influence 
their chances of acquisition. Interestingly, 
Fligstein also maintained that firms that did 
not embrace the finance conception of con- 
trol-as indicated by their dominant product 
strategy, functional structure, low growth 
rate, and disinterest in acquisitions, as well 
as the nonfinancial background of their chief 
executive officers-were at greater risk of 

acquisition in the 1960s (Fligstein 1990:229, 
260, 289, 291). However, our auxiliary analy- 
ses (not reported but available on request 
from the first author) indicate that diversified 
and divisionalized firms that were growing 
rapidly through corporate acquisitions and 
that were led by chief executive officers with 
finance backgrounds were no less likely to be 
acquired in the 1960s than were other firms. 
This is not to say that Fligstein's version of 
the new institutional account of corporate 
behavior provides nothing new in addition to 
the economic explanation of mergers. We 
strongly suspect that institutional processes 
shaped the extent to which and manner in 
which corporations acquired other firms in 
the 1960s. In fact, two studies already sug- 
gest just this (Fligstein and Brantley 1992; 
Haunschild 1993). 

Further, to the extent that the social em- 
beddedness and traditional economic ac- 
counts of corporate behavior differ in their 
empirical predictions, they may still be com- 
plementary. On the one hand, the empirical 
tendencies apprehended by each perspective 
may operate orthogonally to one another. For 
example, corporate executives may simulta- 
neously maximize shareholder wealth (as 
manifested in high q-ratios) while establish- 
ing ties among the elite that allow them to 
pursue attractive suitors and escape feared 
predators. On the other hand, the empirical 
tendencies apprehended by each perspective 
may be interrelated. For example, our theo- 
retical arguments imply that stock ownership 
by inside directors reduces a firm's chance 
of predatory acquisition directly, by inhibit- 
ing potential predators' purchase of its stock 
(a social embeddedness effect), and indi- 
rectly, through its association with policies 
that maximize stockholder wealth (an eco- 
nomic effect).24 Further, other analyses (not 
reported here but available on request from 
the first author) suggest that ownership by 
managers may have regulated the effects of 
the economic motivations underpinning the 
likelihood of acquisition in the 1960s. While 

24 In fact, financial economists have found a 
curvilinear relationship between stock ownership 
by management and q-ratios: q-ratios are greatest 
at intermediate levels of management ownership 
(Morck, Shleifer, and Vishny 1988b; McConnell 
and Servaes 1990). 
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market valuation, profitability, size, and 
price/earnings ratio all influenced the likeli- 
hood of acquisition among firms with widely 
dispersed stock, none of the hypothesized 
economic predictors influenced acquisition 
rates among firms with more than 3 percent 
of their stock owned by inside directors. In a 
sense, the embeddedness of a firm's manag- 
ers in ownership relations may determine 
whether it is on the market for corporate con- 
trol.25 

CONCLUSION 

We have provided a broad and detailed as- 
sessment of the social embeddedness view of 
corporate behavior as it applies to acquisi- 
tions of firms in the 1960s. Our results sug- 
gest the overall merit of the embeddedness 
approach and the gains to be reaped from for- 
mulating it in all of its dimensions and in a 
historical context. However, our results also 
reveal the resilience of the traditional eco- 
nomic view of corporate behavior. Taken to- 
gether, these results imply that future re- 
search should eschew attempts to develop a 
unified theory of corporate acquisitions, 
however appealing it might be on grounds of 
parsimony, if it hopes to provide a compre- 
hensive account of the subject. 
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