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Transform from Interlocking Directorates’ Capital to Firm Capital
Mechanisms, Incentives and Influence Factors
WANG Li-xiang, YAO Xiao-tao, WU Han
(School of Management, Xi’ an Jiaotong University, Xi’ an, Shaanxi, 710049, China)

Abstract ; Interlocking directorates are directors who hold multiple director positions in more than one firms.
Their multiple directorships build up interlock relations and networks among firms. As a widespread and unique
phenomenon, interlocking directorates have significant influence on firms’ behaviors and performance. There are
numerous viewpoints, different conclusions and controversies in researches on interlocking directorates which need
review, integration and discussion.

On the base of the review of researches on interlocking directorates of the past 30 years, firstly, this study in-
tegrate numerous theoretical viewpoints and argue that interlocking directorates have double-edged influences on
firms. On the one side, interlocks could transform their abundant human and social capital to firm advantages and
performance via conduit mechanism and signal mechanism. As the boundary spanners among firms, interlock direc-
tors could facilitate the turnover and co-optation of resources and become the channel for information transfer and
communication among firms. Multiple directorships and interlock relations can be reliable signals for firms’ status,
reputation and legitimacy, which is helpful for firms to get supports and trusts from stakeholders. On the other side,
possessing multiple directorship and interlock relations, especially exceed certain boundary conditions, could de-
crease their incentives like work engagement and independence, which could damage the efficiency and effective-
ness of board operation and even firm performance. Busy directors and overloaded boards do not have enough time
and energy to engaged in their jobs and their motivations for hardworking would be influenced by the potential costs
and low revenues from job involvement. At the same time, interlock directors are embedded in inter-organizational
and interpersonal relations and elite class, they could not do their job independently.

Secondly, this study bring in some contextual factors from institution, organization, team and individual levels
to analyze the influence of external situation and inner process on interlocks’ values and incentives. On the one
side, institutional voids, development difficulties of firms and composition incompleteness of boards would deter-
mine firms’ demand on interlocking directorates’ capital, which could positively moderate the value of interlocks
for firms. As these conditions bring great uncertainties to firms and compel firms rely more on their board capital.
On the other side, as a boundary spanner, interlocking directors have the problem of multiple identifications which
could influence their performance incentives. Firms’ reputations and goals, team members’ interpersonal relation-
ship, interactions and reputations, and work incentives and supports, tenure and expertise of directors are all help-
ful for interlocking directors to strengthen their organizational, team or role identification and work incentives and o-
vercome above negative effects caused by multiple directorship and interlock relations at the same time.

Thirdly, this study present an integrated research framework for interlocking directorates which describe the re-
lations among interlocking directors’ capital, incentives and influential factors. This study argue that effective inter-
locking directors must have high expertise and reputation, strong motivation for engagement and independence and
favorable inside and outside contextual factors at the same time, none is dispensable. Future research should pay
more attention on micro mechanisms and realistic background of interlocks, study the relationship between firms’
demand on directors and interlocking directors’ functions, and try to solve the problem of interlocking directors’
multiple identifications and low engagement and non-independent. Several practical implications for firms and mar-
ket regulators are discussed at the end of the paper.

Key Words: interlocking directorates; resource dependency theory; director incentives; uncertainty;
identity theory
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