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reaffirm our conclusions, theoreti- 
cal framework, and interpretation of 

results pertaining to the acquisition of firms 
in the 1960s, showing how Fligstein mis- 
characterizes each of these components of 
our paper. We maintain that our framework 
of organization analysis, which focuses on 
the interests and capacities of corporate 
elites, is compatible with Fligstein's pro- 
posed institutional, historical approach. 
However, we contend that Fligstein's finance 
conception of control theory fails as a single- 
handed explanation of the likelihood of ac- 
quisition in the 1960s. To accommodate our 
diverse findings, Fligstein strips his argu- 
ment of its distinctive focus. 

Fligstein claims that our results fail to show 
that "the American capitalist class is mainly 
organized through network interlocks, par- 
ticularly interlocks with banks, and that this 
interlock structure explains the 1960s merger 
movement" (p. 500) and "do not add up to a 
sociological theory of the social organization 
of capitalism" (p. 502). This criticism is 
moot, because we do not contend our results 
support these conclusions. Fligstein correctly 
quotes us as saying that "ownership relation- 
ships and network ties among the business 
elite had a significant impact on acquisition 
behavior in the 1960s" (Palmer, Barber, 
Zhou, and Soysal 1995:493). However, he 
neglects our other conclusions: That re- 
source-dependence relations also influenced 
the likelihood of acquisition and that "eco- 

nomic factors were powerful determinants of 
corporate acquisitions in this period" (p. 
491). Our last sentence reads "Taken together, 
these results imply that future research 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 comprehensive account of 
the subject" (p. 495). 

Fligstein asserts that our results on owner- 
ship and interlocks, which we argue under- 
mine his earlier claim that ownership and in- 
terlock relations have little influence on cor- 
porate behavior (Fligstein and Brantley 
1992), are insignificant. He is wrong, largely 
because he incorrectly equates the frame- 
work underpinning our hypotheses with a 
highly simplified version of power-structure 
theory. In fact, our framework is based on 
four assumptions: (1) The elites (managers 
and directors) who run large corporations oc- 
cupy positions in the class structure of 
American society; (2) the class positions of 
corporate elites have two dimensions-loca- 
tion in the mode of production (in which 
ownership relations are crucial) and location 
in elite social networks (in which corporate 
board positions are important); (3) the class 
positions of corporate elites shape their in- 
terests and capacities for economic and po- 
litical action, which in turn shape the behav- 
ior of the firms they command; and (4) the 
class interests and capacities of corporate 
elites and their impact on corporate behavior 
are-to use two of Fligstein's favorite 
words-historically and institutionally con- 
tingent. We address Fligstein's assessment of 
our results regarding ownership and inter- 
locks in light of this characterization of our 
framework. 

Fligstein contends that the reported nega- 
tive effect of stock ownership by managers 
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on the likelihood of acquisition "has little to 
do with interlocking directorates or a 'uni- 
fied' capitalist elite" (p. 500). We agree, but 
then our framework assumes that ownership 
and interlock relations tap two different di- 
mensions of the class positions of corporate 
elites and assumes nothing about the level of 
elite unity in the 1960s. Fligstein goes on to 
say that "we miss the point" of the debate 
about the separation of ownership and con- 
trol. "The argument about owner versus man- 
ager control centers on why interests differ 
between these groups and how these differ- 
ences would affect strategic behavior, like 
the choice between pursuing growth in prof- 
its versus growth in sales. It is hard to see 
how avoiding being a target of a merger be- 
cause one owns stock is a strategic behavior" 
(pp. 500-501). Here Fligstein incorrectly 
equates our analytic framework with one side 
of the ownership and control debate and thus 
fails to grasp how ownership relations may 
shape the capacities of corporate elites. We 
hypothesize (and our results support the hy- 
pothesis) that owner-managers are better able 
than professional managers to avoid preda- 
tory takeovers. Fligstein also fails to see how 
the ownership-related interests of corporate 
elites and their impact on strategic decision- 
making may affect the likelihood of acquisi- 
tion, presumably because he overlooks the 
strategic choice that can be exercised by sub- 
ordinate partners in friendly acquisitions. 
Corporate elites may seek friendly acquisi- 
tions of their firms to cash out their invest- 
ments, to step onto longer job-mobility lad- 
ders and enhance their salaries, or to obtain 
infusions of capital. We hypothesize (and our 
results support the hypothesis) that, on aver- 
age, professional managers have more to 
gain and less to lose than do owner-manag- 
ers by welcoming and even engineering a 
friendly acquisition. 

Fligstein states that the observed positive 
effects of interlocks on the likelihood of a 
friendly acquisition constitute "a weak result 
in that it indicates some social organization 
of firms through networks, but not a strong 
enough organization to prevent a takeover. 
The result is ambiguous in that it is unclear 
who benefits from the network. Power-struc- 
ture arguments would maintain that those 
who accomplish the takeovers are the ones 
who benefit. But it is equally plausible that 

managers who were 'connected' could 
choose their partners and thereby retain con- 
trol" (p. 500). Here Fligstein confounds ar- 
guments underpinning the hypothesized 
positive effect of interlocks on the likelihood 
of a friendly acquisition with arguments un- 
derpinning the hypothesized negative effect 
of interlocks on the likelihood of a predatory 
acquisition. He also imposes on us yet an- 
other false stereotype of power-structure 
theory. While some power-structure theorists 
might argue that "those who accomplish the 
takeovers are the ones who benefit," we do 
not argue that the acquirers are the only ones 
to benefit from acquisition activity. Indeed, 
we explicitly assume that friendly acquisi- 
tions are often engineered by the acquired 
firms. 

Fligstein states that "firms that were net- 
worked were no more likely than firms that 
were not networked to avoid being targets of 
predatory mergers" (p. 500). Yet, the results 
presented in Tables 2 and 3 of our paper 
clearly show that neutral interlocks to com- 
mercial banks were negatively associated 
with the likelihood of predatory acquisition. 
Moving from the 95th to the 5th percentile 
on the neutral commercial bank interlock 
variable (i.e., establishing four neutral com- 
mercial bank interlocks) reduced by sixfold 
a firm's chances of being taken over in a 
predatory acquisition. We suspect that most 
corporate executives would consider this re- 
sult indicative of a useful takeover defense. 

Fligstein concludes that interlocks "ex- 
plain very little about corporate behavior in 
the United States" (p. 501) and that our re- 
sults provide only "weak" support for an al- 
ternative interpretation. He lists two reasons 
why "bank and other interlocks have been so 
slippery as predictors of the behavior of 
firms in the United States" (p. 502). First, 
"usually there are no theoretically compel- 
ling arguments about why the interests of fi- 
nancial firms involved in the interlocks 
would diverge from the interests of manag- 
ers and owners" (p. 501). Second, "there are 
good institutional reasons why interlocks are 
not important.. .. [T]he Federal Trade Com- 
mission Act made it illegal to use interlocks 
to control other firms, . . . [and] the Glass- 
Steagall Act required banks to choose be- 
tween being commercial banks or investment 
banks" (p. 501). We strongly disagree. First, 



506 AMERICAN SOCIOLOGICAL REVIEW 

taken alone, our results support the view that 
interlocks influence a firm's chance of being 
acquired. Second, together with the many 
studies showing that interlocks influence the 
investment decisions of banks and the struc- 
tures, public policy group memberships, ac- 
quisitiveness, and takeover defense tactics of 
industrial corporations, our results indicate 
that Fligstein's blanket dismissal of interlock 
research is highly inappropriate (Mizruchi 
1994). Fligstein may find the theoretical ar- 
guments of those who hypothesize and ob- 
serve the effects of interlocks on corporate 
behavior uncompelling because he underes- 
timates these arguments. For example, he as- 
sumes that interlocks are theorized to facili- 
tate interfirm control only. But interlocks are 
theorized to facilitate a wide range of rela- 
tionships (Mintz and Schwartz 1981). We 
characterized interlocks as conduits of infor- 
mation and social influence between direc- 
tors. While cross-national differences in laws 
and policies help explain cross-national dif- 
ferences in the pervasiveness, structure, and 
function of interlocks, the mere existence of 
laws regulating interlocks does not preclude 
their creation and use in violation of the law 
in a single country. For example, it would be 
naive to conclude that interlocks never affect 
control relationships simply because a Fed- 
eral Trade Commission law forbids it. In the 
1960s, several public corporations were 
heavily interlocked with each other and si- 
multaneously linked by stock ownership re- 
lationships (e.g., General Cable, Revere Cop- 
per and Brass, and American Smelting and 
Refining). 

Fligstein advocates an institutional, his- 
torical alternative to our theory of corporate 
behavior, maintaining that such an approach 
takes into account three elements that our 
approach ignores: "[S]tates, politics, and 
laws affect the shape of institutions across 
societies, . . . the constitution of capitalist 
elites across societies and the roles of fami- 
lies and managers reflect the historical and 
institutional interplay between elites, firms, 
and states, . . . [and] cultural frames of ac- 
tion, like the finance conception of the firm, 
can be used to understand and characterize 
action in different societies" (p. 502). How- 
ever, this critique applies primarily to stud- 
ies of differences in corporate behavior 
across societies, whereas we study differ- 

ences across firms in a single society. Fur- 
ther, this critique incorrectly assumes that 
focusing on elite interests and capacities pre- 
cludes attention to institutional and histori- 
cal dynamics. In fact, our hypothesis that in- 
terlocks insulated firms from predatory ac- 
quisition in the 1960s is predicated on the 
assumption that a particular "cultural frame 
of action" operated in the 1960s-the taken 
for granted belief among the core members 
of the corporate elite that predatory acquisi- 
tions were an improper means of growth. 

More important, Fligstein maintains that 
his particular institutional, historical theory 
provides a better explanation of why firms 
were acquired in the 1960s than do the so- 
ciological and economic theories we evalu- 
ate in our study. In his view, our results 
"show that the 1960s merger movement was 
about the emergence of a financial perspec- 
tive on American corporations" (p. 502). On 
the one hand, this explanation pertains to 
only one of the two types of acquisitions we 
study-predatory acquisitions. On the other 
hand, it extends Fligstein's previous account 
of acquisitions in the 1960s so far (in an at- 
tempt to incorporate our diverse results) that 
it strips the finance conception of control ar- 
gument of its distinctive focus-metaphori- 
cally transforming it into "The Theory That 
Ate New York." 

Previously, Fligstein (1990) maintained 
that firms whose managers were slow to 
adopt the finance conception of control-an 
outlook that views firms primarily as bundles 
of investments to be bought and sold (in 
whole or part) to maximize stockholder 
wealth-were susceptible to acquisition in 
the 1960s. Corporations embracing the fi- 
nance conception of control can be distin- 
guished not only by the financial back- 
grounds of their top managers, but also by 
their diversified product mix, multidivisional 
structure, and growth through acquisition of 
other firms. However, we found that none of 
these factors influenced a firm's chances of 
friendly or predatory acquisition in the 
1960s. In his comment, Fligstein asserts that 
firms were susceptible to acquisition in the 
1960s if they were "vulnerable to the finance 
conception [of control]" (p. 501). To support 
this somewhat different argument, he cites 
our results showing that small size, little 
ownership by managers, and low q-ratios in- 
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crease a firm's chance of a predatory take- 
over. But, Fligstein (Fligstein and Brantley 
1992) previously claimed that ownership re- 
lations had little influence on corporate be- 
havior. Further, there is no evidence that 
these three conditions made firms more sus- 
ceptible to takeover by firms imbued with the 
finance conception of control than to take- 
over by firms not influenced by the finance 
conception of control. Managers steeped in 
the finance conception of control should be 
no more attentive than managers embracing 
other outlooks to the size and ownership 
structure of potential acquisition targets. 
Managers imbued with the finance concep- 
tion of control may be particularly attentive 
to the q-ratios of potential targets because q- 
ratios contain information about the financial 
structure of these firms-specifically, the ex- 
tent to which they are undervalued by the 
stock market and thus are "bargains." How- 
ever, if this is all Fligstein contends, then his 
explanation of acquisitions in the 1960s is 
essentially indistinguishable from the domi- 
nant financial economics explanation of cor- 
porate takeovers: Managers seek to takeover 
firms with low q-ratios, not only because 
their assets are undervalued, but because un- 
dervaluation reflects managerial inefficiency 
that can be eradicated by applying stock- 
holder discipline after acquisition, thus gen- 
erating increased profits. 

The interpretation of the q-ratio parameter 
as a finance conception of control effect 
could be distinguished from the financial 
economics interpretation if it were extended 
to say that managers in the 1960s focused on 
particular institutionalized financial indica- 
tors that were taken for granted, but not nec- 
essarily true measures of a potential acquisi- 
tion target's managerial efficiency. However, 
our results do not support this elaborated 
view. Managers could not have been fixated 
on q-ratios in the 1960s because q-ratios 
were not theorized until the end of the 1960s, 
when Tobin, the Nobel Prize-winning econo- 
mist, developed them to assess economy- 
wide investment opportunities (Tobin and 
Brainard 1968; Tobin 1969). If institutional- 
ization were the mechanism linking q-ratios 
and acquisition likelihood, it would have to 
operate indirectly through the association of 
q-ratios with other financial indicators that 
corporate leaders were familiar with. We did 

find that an alternative measure of asset un- 
dervaluation known to managers in the 
1960s-market-to-book ratio-influenced 
the likelihood of predatory acquisition in the 
1960s. However, we found no relationship 
between the likelihood of predatory acquisi- 
tion and related financial indicators that ex- 
ecutives of this period were thought to be fix- 
ated on (e.g., accounting performance, mar- 
ket performance, and price-earnings ratios). 

In summary, Fligstein exaggerates our 
claims for our results regarding ownership 
and interlocks while underestimating the ac- 
tual significance of these results, largely be- 
cause he misstates our conclusions and cari- 
catures our analytic framework. Our paper 
demonstrates that ownership and interlock 
relationships were important determinants of 
the likelihood of acquisition in the 1960s. In 
the context of other recent research, our re- 
sults indicate that scholars should incorpo- 
rate these relationships in future studies of 
acquisitions as well as in studies of other cor- 
porate behaviors. We also contend that the 
broad institutional, historical approach 
Fligstein advocates is compatible with our 
framework, which focuses on the interests 
and capacities of corporate elites. However, 
Fligstein's finance conception of control ver- 
sion of this approach falls short in its single- 
handed attempt to explain the acquisition of 
firms in the 1960s. In his effort to make our 
results serve his all-encompassing finance 
conception of control theory, Fligstein strips 
his perspective of its distinctive focus. 

One question remains: Whether or not the 
q-ratio effect on the likelihood of predatory 
acquisition is interpreted from an economic 
or institutional perspective, what are the im- 
plications of this effect for the analytic 
framework we propose? The q-ratio effect 
was almost 250 times larger than the owner- 
ship effect and 600 times larger than the cor- 
responding interlock effect. As noted in our 
paper, q-ratios influenced the chance of 
predatory acquisition only for non-owner- 
managed firms (i.e., ownership relations 
regulated the impact of financial structure on 
a firm's susceptibility to takeover). This in- 
dicates that researchers should think about 
the ways in which different theoretical pro- 
cesses interact, rather than fixate on proving 
that one process operates to the exclusion of 
another. 



508 AMERICAN SOCIOLOGICAL REVIEW 

REFERENCES 

Fligstein, Neil. 1995. "Networks of Power or the 
Finance Conception of Control?" American So- 
ciological Review 60:500-503. 

. 1990. The Transformation of Corporate 
Control. Cambridge, MA: Harvard University 
Press. 

Fligstein, Neil and Peter Brantley. 1992. "Bank 
Control, Owner Control, or Organizational Dy- 
namics: Who Controls the Large Modern Cor- 
poration?" American Journal of Sociology 98: 
280-307. 

Mintz, Beth and Michael Schwartz. 1981. "The 
Structure of Intercorporate Unity in American 
Business." Social Problems 29:87-103. 

Mizruchi, Mark. 1994. "What Do Interlocks Do?" 
Paper presented at the annual meeting of the 
American Sociological Association, August, 
Los Angeles, CA. 

Palmer, Donald, Brad M. Barber, Xueguang 
Zhou, and Yasemin Soysal. 1995. "The 
Friendly and Predatory Acquisition of Large 
U.S. Corporations in the 1960s: The Other 
Contested Terrain." American Sociological Re- 
view 60469-499. 

Tobin, James. 1969. "A General Equilibrium Ap- 
proach to Monetary Theory." Journal of 
Money, Credit, and Banking 1: 15-29. 

Tobin, James and William Brainard. 1968. "Pit- 
falls in Financial Model Building." American 
Economic Review 58:99-122. 


	Article Contents
	p.504
	p.505
	p.506
	p.507
	p.508

	Issue Table of Contents
	American Sociological Review, Vol. 60, No. 4, Aug., 1995
	Front Matter [pp.i-iv]
	The Friendly and Predatory Acquisition of Large U.S. Corporations in the 1960s: The Other Contested Terrain [pp.469-499]
	Networks of Power or the Finance Conception of Control? Comment on Palmer, Barber, Zhou, and Soysal [pp.500-503]
	The Finance Conception of Control--"The Theory That Ate New York?" Reply to Fligstein [pp.504-508]
	Organizational Evolution in a Multinational Context: Entries of Automobile Manufacturers in Belgium, Britain, France, Germany, and Italy [pp.509-528]
	Cultivating an Institutional Ecology of Organizations: Comment on Hannan, Carroll, Dundon, and Torres [pp.529-538]
	Theory Building and Cheap Talk About Legitimation: Reply to Baum and Powell [pp.539-544]
	Habermas, Goffman, and Communicative Action: Implications for Professional Practice [pp.545-565]
	The Question of Caste in Modern Society: Durkheim's Contradictory Theories of Race, Class, and Sex [pp.566-585]
	Prejudice as a Response to Perceived Group Threat: Population Composition and Anti-Immigrant and Racial Prejudice in Europe [pp.586-611]
	The Institutional Environment: Implications for Race and Gender Inequality in the U.S. Labor Market [pp.612-633]
	Back Matter





