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Do the ties of corporate executives and directors affect
short-term M&A return growth? Evidence from China

Linyu Wanga, Zhangzhe Shenb, Ardjouman Diabateb and Liying Yub

aSchool of Economics, Zhejiang University of Finance and Economics, Hangzhou, China; bSchool of
Management, Shanghai University, Shanghai, China

ABSTRACT
This article investigates whether the social ties of corporate exec-
utives and directors affect short-term return growth during the
announcement period of mergers and acquisitions (M&A). We
consider both the educational background and employment his-
tory of the corporate executives and directors to measure social
ties. Specifically, a text analysis algorithm is employed to match
employment history. Then, we choose the cumulative abnormal
returns to measure the short-term return growth. Using a sample
of 157M&A deals in the Chinese market from 2000 to 2017, we
find that acquirer-target social ties have a significantly negative
effect on post-merger performance. However, the negative effect
of social ties on post-merger firms’ short-term returns will
decrease (become less negative) when the firms have good cor-
porate governance mechanisms. Moreover, social ties could also
affect the retention of the target firms. The executives and direc-
tors are more likely to remain in the post-acquisition firm when
the social ties are high. Our results have important implications
for policymakers and corporate governance.
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1. Introduction

As a resource allocation approach, mergers and acquisitions (M&A) are expected to
improve corporate productivity and market share, thus facilitating the implementa-
tion of diversification strategy (Andries & Virlan, 2017; Yang & Chen, 2021). In
recent years, the M&A market has been highly active. In 2017, for instance, Chinese
M&A transaction volumes were 5,480 (up by 16.45%), with a total transaction value
of about $368.07 billion. Although affected by the outbreak of the Novel Coronavirus,
322M&A cases were recorded in the first quarter of 2020 in China (Staszkiewicz
et al., 2020). Given the importance of M&A activities, researchers in various disci-
plines have investigated the factors that have correlations with post-merger perform-
ance, including managerial and technological innovation ability (Cui & Leung, 2020;
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Baghdadi et al., 2018; Cheng & Yang, 2017; Daniliuc et al., 2020), CEO tenure and
network centrality (El-Khatib et al., 2015; Zhou et al., 2020), the proportion of the
state shares (Changqi & Ningling, 2010), corporate social responsibility (Krishnamurti
et al., 2019), among others.

However, most of the factors in the above studies are extracted from corporate
and manager characteristics. Few studies have considered merger and acquisition per-
formance when embedding the enterprise in a social network and focused on the
cross-firm connections, especially in a developing economy. Indeed, M&A requires
complex decision-making from both firms involved. The interactive nature of the
negotiation and decision-making processes makes mergers corporate events where
cross-firm social ties are especially relevant. Understanding whether and how such
social ties between the acquirer and the target impact decision-making and ultimately
affect merger outcomes and shareholder value is, therefore, of particular importance.
Also, the concept of Guanxi (as a culture of Chinese interpersonal relationship) plays
a crucial role in Chinese society. It is a cultural characteristic that has substantial
implications for interpersonal and inter-organisational behaviours in Chinese society.
In some cases, it is a primary determinant of successful integration and merger per-
formance. Against this backdrop, it is vital to analyse whether social ties among firms
increase M&A return growth in the Chinese market.

This article aims to investigate the effect of cross-firm social ties on post-merger
performance, focusing on connections between the two merging firms. Following
Ishii and Xuan (2014), we define the relations among directors and executives of
acquiring and the target firms as acquirer-target social ties. As the key decision-mak-
ers, directors and corporate executives occupy a rich and complex social ties network.
These ties can take many forms, including alumni networks from educational institu-
tions, connections through employment activity, or other activities. However, it is dif-
ficult to pinpoint the existence or strength of prior social ties between two
individuals based on biographies or data sources. Our baseline measure of social ties,
therefore, encompasses connections based on both educational background and
employment history.

In total, 157M&A events of A-share listed companies in Shanghai and Shenzhen
from 2000 to 2017 are sampled. The cumulative abnormal returns (CAR) are
employed to measure short-term M&A return growth. Moreover, we define a matrix
consisting of all the directors and executives of the two companies to measure the
acquirer-target social ties. Each element of the matrix is a pair of individuals com-
posed of one member from the acquirer and one member from the target. Our find-
ing shows M&A deals with higher social ties are more likely to get lower short-term
M&A return growth. However, the negative effect of social ties on post-merger firms’
short-term returns will decrease when the firms have good corporate governance
mechanisms. This indicates that corporate governance mechanisms could moderate
the relationship between social ties and post-merger performance. Additionally, using
two methods to measure the target retention, we find that executives and directors
are more likely to remain in the post-acquisition firms when the social ties are high.

The contribution of this study is threefold. First, this article provides a novel influ-
ence factor of post-merger performance from the social network perspective and
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showcases how the connections between acquirer and target affect short-run merger
performance. Second, our study is based on the Chinese market, where the Guanxi
culture plays an important role in the economic and social activities. Third, our study
provides some practical guidance for investment decisions in M&A.

The remainder of the article is structured as follows: Section 2 introduces the the-
oretical background and research hypotheses. Sections 3 and Section 4 present the
methodology and results. Section 5 provides a robust check in which the main varia-
bles are measured with other methods. Further discussion is shown in Section 6.
Section 7 concludes our study.

2. Theoretical background and hypotheses

Personal connections provide an effective channel for information exchange, allowing
the transmission of knowledge, ideas, or private information. These connections can
facilitate certain value-creating financial transactions while altering behaviour and
even destroying value in other settings (Shanley & Correa, 1992; Borlea et al., 2017).
In the context of M&A, many researchers focus on CEO and board networks’ influ-
ence on acquisition performance. For example, El-Khatib et al. (2015) used centrality,
structural autonomy, structural equivalence, and density to measure network central-
ity (Sasaki et al., 2020) and studied the effect of CEO network centrality on M&A
outcomes. They found that high centrality CEOs use their power and influence to
increase entrenchment and reap private benefits. Hence, increasing CEO centrality
from the 25th to 75th percentile of the sample decreases acquirer CARs by 3.42 per-
centage points and total synergies by 3.06 percentage points, on average. In other
studies, whereas Cai and Sevilir (2012) found that acquirers earn higher announce-
ment returns when board interlocking connections exist between acquirers and tar-
gets in the United States. Renneboog and Zhao (2014) found no such a positive effect
in the United Kingdom. Based on Chinese data, Tao et al. (2019) defined firm-level
board network centrality and found that greater board network centrality is associated
with lower acquirer returns. Besides, Ishii and Xuan (2014) identified connections
between board directors and executives in acquiring and target firms. They showed
that such connections have negative impacts on post-merger performance.
Furthermore, Nguyen et al. (2022) investigated the effect of acquirers’ social capital as
reflected through their network position on the level of acquisition premiums and
found alliance network social capital provides acquiring firms with information bene-
fits. However, such information benefits are also contingent on target valuation
uncertainty and acquirers’ structure exploitation tendency. Given these contrasting
findings, this article seeks to provide new evidence on how social ties affect M&A
short-term returns, using a sample of Chinese firms.

There are mainly two effect mechanisms about the relation between social connec-
tions and post-merger performance. One is that extensive social ties across merging
firms foster an enhanced flow of information, leading to better decision-making.
According to resource dependence theory, organisations depend on various resources,
and the successful procurement of resources is critical. Corporate executives and
directors play a crucial role in providing valuable information and strategic advice
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(Pugliese et al., 2014). Well-connected executives and directors of acquiring firms have
access to target firms’ valuable information. Therefore, their connections could lower the
information asymmetry between two firms and increase the post-merger performance.

An alternative hypothesis is that extensive social connection between an acquirer
and a target leads to lower merger performance due to flawed decision-making. First,
social ties could lead to a heightened sense of trust. Uzzi (1996) found that social ties
can easily bring policymakers closer and promote cooperation. Decision-makers could
be more comfortable with one another and shift from a purely exchange-based inter-
action mode to one based more on trust norms. This trust may cause the acquiring
firms to lower due diligence standards or overestimate the merger gains and make
acquiring firms ignore better opportunities outside the network, thus lowering the
M&A performance. Second, many researchers verify the existence of familiarity bias.
That is, individuals prefer status quo choices and familiar goods or people. Dodd
et al. (2015) found that investors are more willing to invest in familiar firms.
Malmendier et al. (2020) argued that investors have a home bias. In the context of
corporate mergers, this familiarity bias can make top managers and directors pay
more attention to their familiar targets and neglect better candidates. Third, social
ties are only a potential information resource. Whether they can be transformed into
information advantages depends on executives and directors. However, many of them
are irrational or overconfident, thus leading to the information advantages are not
fully used. Finally, the agent problem has always been critical in an enterprise.
Conflicts of interest exist between principals (shareholders) and agents (managers and
board directors). The acquirer-target connections provide executives and directors
with more convenience for seeking individual interests.

Based on the above discussions, we can find that though social ties across merging
firms foster an enhanced flow of information, they could affect the decision-maker’s
judgements and intensify the agent problem. China has been a ‘relationship-oriented’
society since ancient times. Guanxi is the essential feature of interpersonal relation-
ships (Barbalet, 2021; Li et al., 2021). The decision-makers are more susceptible to
social connections and make inappropriate decisions. Besides, the agent problem can
become more prominent in a transitional economy, such as China, due to the weak
legal enforcement (Peng & Luo, 2000). Therefore, we develop our first hypothesis on
the relationship between social ties and merger performance.

Hypothesis 1: The extensive social ties between an acquirer and a target have a negative
effect on the abnormal returns to the combined entity upon the merger announcement.

The above analysis has shown that merger performance largely depended on the deci-
sion-making of acquiring firms. In essence, corporate governance is a set of mechanisms
based on the institution and market to guide a company’s self-interest controller to make
decisions that maximise corporate shareholders’ value (Denis & McConnell, 2003).
Masulis et al. (2007) examined the corporate governance mechanisms on firm acquisi-
tions and found that if the quality of corporate governance is low, the abnormal return is
negative. Chae et al. (2009) also found that various corporate governance mechanisms
could mitigate agency problems. We argue herein that when the corporate governance of
the acquirer is improved, the stockholders will supervise the operator more effectively.

4 L. WANG ET AL.



Then, the agency conflict will be reduced, and the M&A performance will be improved.
Thus, the second hypothesis is as follows.

Hypothesis 2: High-quality corporate governance of the acquiring firms will mitigate social
ties’ negative effect on the short-run merger performance.

Krug and Hegarty (1997) found that senior managers’ replacement rate of target
firms is higher than acquiring firms after acquisition. Weber and Tarba (2012)
pointed out that more than 60% of managers choose to leave the enterprise within
five years after acquisition. One possible reason for this is that employees need adapt
to the new corporate culture and organisational structure after M&A. However,
Agrawal and Walkling (1994) found that most executives of target firms could not
find a better new job after leaving office. Under such circumstances, executives and
boards will tend to use personal connections to seek retention opportunities. Thus,
we put forth the third hypothesis, as follows:

Hypothesis 3: Social ties will increase the retention of the target firm’s executives
and directors.

3. Research methodology

3.1. Sample selection and data sources

Our data are from the China Stock Market & Accounting Research (CSMAR) data-
base, which belongs to GTA Education Tech Ltd., a leading Chinese financial data
provider. We remove unsuccessful trading samples and exclude the samples belonging
to the financial industry. If the listed company announces two or more M&A transac-
tions on one day, the target company is the same, accounting and merging it into
one deal. We also exclude the samples of two or more M&A transactions announced
by the same listed company on the same day, while the targets are different. Besides,
we delete these samples in which the distance between two M&As for the same
acquiring firm is less than three months. Among the commonly used selection crite-
ria, we filter out samples with a lot of missing data. Our final sample consists of 157
acquisitions in which both the acquirer and the target are Chinese public companies
between 2000 and 2017.

3.2. Variable Definition

3.2.1. Short-term M&A return growth (SRG)
Short-term return is a performance measure used to evaluate an investment’s effi-
ciency or compare several different investments’ efficiency. In this article, we focus
on the short-term M&A return growth.

We identify the event’s cumulative abnormal returns (CARs) to measure the short-
term M&A return growth. For the current study, the event is the acquisition
announcement. After identifying the event’s CAR, the results are estimated and statis-
tically analysed to determine the magnitude and direction of the effect of the event
on a firm’s performance.

The market model, shown in Equation (1), is a well-known one used to estimate
CARs.
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Rit ¼ ai þ biRmt þ eit , t 2 ½�180, � 30� (1)

where Rit is the return of stock i at time t, Rmt is the market return at time t, and eit
is the random disturbance term. The excess return for each stock can be calculated
using formula (2).

ARit ¼ Rit�ai � biRmt (2)

The cumulative abnormal return in the interval t1, t2½ � is denoted as:

CARi t1, t2ð Þ ¼
Xt2

t1
ARit (3)

We report CARs for the acquiring firm, the target firm, and the combined entity
over the three-day event window (one day before the announcement to one day after
the announcement [-1, þ1]), the five-day event window ([-2, þ2]), and the seven-day
event window ([-3, þ3]).

3.2.2. Acquirer-target social ties
We construct social ties by focusing on the executives’ and directors’ educational
background and employment history. In the CSMAR database, the executives’ and
directors’ employment history is shown as a text file. It is very time-consuming to
extract the information by hand clearing. Therefore, we first extract employment-
related keywords from the text file. Then we use the Levenshtein distance algorithm
proposed by Dr. Levenshtein to pairwise match the executives’ and directors’ employ-
ment backgrounds. Levenshtein distance is a measure of the similarity between two
strings. It calculates least expensive set of insertion, deletion or substitutions that are
required to transform one string into another. In this article, we refer to the approach
of Putra and Suwardi (2015) to identify two individuals (executives or directors) as
sharing a past employment tie if the similarity of their employment background is
larger than 0.6. For educational background, we define two individuals as sharing an
educational tie if they both obtained degrees from the same school. These could be
either undergraduate or graduate degrees. For example, two executives or directors
who attended Tsinghua University would be classified as sharing a connection.

The social ties are then defined in the following manner. For each acquisition,
there is a relationship matrix constructed by the executives’ and directors’ social ties.
Each element of the matrix is a pair of individuals composed of one member from
the acquirer and one member from the target. Setting the element equals 1 if the two
people have the same educational background or employment history. The social ties
are measured by the percentage of 1 in the relation matrix on the matrix’s total ele-
ments. For brevity, we label the social ties as ST. Besides, we also construct a dummy
variable to describe the connections between two firms. The dummy variable is
defined in formula (4) as:

Lock ¼ 1, if ST 6¼ 0
0, if ST ¼ 0

�
(4)
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3.2.3. Corporate governance quality
A company’s corporate governance is vital to investors since it shows the direction of
a company and business integrity. Bargeron et al. (2008) defined the shareholding
ratio as the proxy of corporate governance and investigated the relation between cor-
porate governance and M&A performance. Zhang (2014) chose the shareholding ratio
of the second to tenth shareholders as the proxy of corporate governance to study the
M&A activity. These studies indicate that the shareholding ratio is often treated as
the proxy of corporate governance quality.

In hypothesis 1, we argue that the agency problem is one reason for the negative
relationship between social ties and merger performance. To gain from M&A, manag-
ers might ignore the information advantages brought by social ties and make deci-
sions that go against shareholders. Demsetz and Lehn (1985) found that the high
shareholding concentration could help shareholders supervise managers and reduce
agency cost. Therefore, this article chooses the shareholding ratio of the top 10 share-
holders as the proxy of corporate governance quality which is denoted as CGQ.

3.2.4. Retention rate
We construct two measures for target retention to investigate the relationship
between social ties and the target’s retention. The two measures are denoted
as follows.

Rete_1¼ The number of the target’s executives and directors retained in the combined
firm/Target’s pre-acquisition board size;

Rete_2¼ The number of the target’s executives and directors retained in the combined
firm/The combined firm’s post-acquisition board size.

3.2.5. Control variables
This article controls for the deal characteristics (Ishii & Xuan, 2014) and acquiring
firms’ characteristics (Ahuja & Katila, 2001). The definition and measurement of
these variables are shown in Table 1.

Table 1. Definition and measurement of control variables.
Variable symbol Variable name and measurement method

RS Relative size. The ratio of the target company’s logarithmic total assets to the acquirer’s
logarithmic total assets.

Q Tobin Q value of the acquiring firms. It is defined as the company’s market value / (total
assets - net intangible assets - net goodwill).

Lev Lev is defined as the ratio of total liabilities to total assets.
Cash_flow Cash_flow is defined as the ratio of cash flow to total assets.
Tran_value Tran_value (million) is the transaction value of M&A.
Stock_deal Dummy variable, A stock deal implies that the acquisition is paid with stock.
Related Dummy variable. When a deal is related transaction, the dummy variable equals 1,

otherwise 0.
Touched_offer Dummy variable. When the transaction is a tender offer, the dummy variable equals 1,

otherwise 0.
Year Dummy variable. When the M&A event belongs to a specific year, the dummy

variable takes 1; otherwise, it takes 0.
Industry Dummy variable. Whether the acquirer and the target are in the same industries.

This table provides variable names used in this article and measurement methods. The sample period is from 2000
to 2017. Source: The variables are selected by referring to the studies of Ishii and Xuan (2014) and Ahuja and Katila
(2001). The data are from CSMAR database.
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3.3. Model Specification

Our multivariate analysis model is shown in Equation (5). The dependent variable is
the three-day cumulative abnormal returns. Our key independent variables are Lock
and ST. For robustness, we also control for variables about M&A deal characteristics
and acquiring firm characteristics.

CAR ¼ b0 þ b1ST þ aX þ e (5)

where CAR is the cumulative abnormal return over the three-day event window, X
represents the control variables, and e is the error term which contains other infor-
mation that might affect CAR. We first test the multicollinearity of the variables. The
VIF values of all the variables are smaller than 10, indicating no serious
multicollinearity.

To examine how social ties affect target retention, we construct our regression
model as follows:

Rete ¼ c0 þ c1ST þ c2Ability þ aX þ e (6)

where Rete represents the target retention, X represents the control variables, Ability
is defined as the average number of firms that the executives and directors work for,
and e is the error term. We add the variable Ability in formula (6) to control the
effect of executives’ and directors’ ability on their retention.

4. Results

4.1. Descriptive Results

Our final sample consists of 157 acquisitions in which both the acquirer and the tar-
get are Chinese public companies. Figure 1 reports the transaction amount from 2000
to 2019 (note: the data are from CVSource: http://www.cvsource.com.cn/). The figure

Figure 1. The transaction amount from 2000 to 2019 in China.
This figure shows the M&A transaction amount from 2000 to 2019 in the Chinese market.
Source: the data is from http://www.cvsource.com.cn/
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shows an increasing transaction amount with the maximum transaction occurring
in 2016.

Table 2 reports the number of acquisitions categorised by the acquiring firms’
industry. It can be seen that most enterprises belong to the heavy and light industry,
accounting for 69.43% of the total sample. Subsamples based on whether the ST is
below or above its median indicate that acquisitions in most industries are fairly dis-
tributed. The majority of acquisitions in the public utility, business, and comprehen-
sive industries show high social ties. Therefore, in later analysis, we will control the
industry fixed effects and year fixed effects.

The summary statistics of CAR are presented in Table 3. The acquirer’s stock, on
average, reacts negatively to the acquisition announcement for the full sample. This
adverse reaction is more pronounced when social ties are high. Acquirers with a high
social connection experience a negative abnormal return of 2.64% over the seven days
around the acquisition announcement. For the combined firms, the CARs are also
more negative in the high ST sample. These results suggest that cross-firm social ties
are associated with a loss of value to the acquirer’s shareholders upon the merger
announcement.

Table 4 shows the correlation analysis of major variables. Co_CAR represents the
CAR of the combined firms. All the CARs in Table 4 are calculated over the three-
day event window. It can be seen that Co_CAR is negatively related with ST and
Lock, namely, the stronger social connections, the lower short-run merger perform-
ance. This also preliminarily verified hypothesis 1.

Table A1 in the Appendix presents the summary statistics and the correlation of con-
trol variables used in our article. The mean value of Tran_value is 160.69, indicating the
average transaction value of M&A is 160.69 million between 2000 and 2017. Average
social ties, our main variable of interest, is 0.12, with a standard deviation of 0.16. Panel
B of Table A1 reports the correlation matrix of the control variables. The main takeaway
is that ST does not significantly co-vary with any of the other variables.

4.2. Regression results

This part investigates the impact of social ties on the announcement period abnormal
returns. Table 5 displays the regression results when controlling for the year fixed
effects and industry fixed effects. Column 1 and Column 2 focus on acquirer returns.
The coefficients on Lock and ST are negative and significant at the 1% level. In

Table 2. The number of acquisitions.

Industry
Full

sample
Percent
(%)

High
ST sample Percent (%)

Low
ST sample

Percent
(%)

Public utility 13 8.28 9 11.54 4 5.06
Real estate 8 5.10 2 2.56 6 7.59
Comprehensive industry 13 8.28 8 10.26 5 6.33
Heavy and light industry 109 69.43 50 64.10 59 74.68
Business 14 8.92 9 11.54 5 6.33
Total 157 100 78 100.00 79 100.00

This table reports the number of acquisitions categorized by the acquiring firms’ industry. The sample is denoted as
High ST sample when the ST value is greater than its median. Source: Created by the authors based on
CSMAR database.
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Columns 5 and 6, we regress the social ties on combined firm returns. We can see the
coefficient of Lock is �1.2285, which is very significant, indicating that compared with
M&A events without social ties, M&A events with social relations will lower the perform-
ance of the combined firms. Similarly, the negative coefficient of ST in column 4 also
suggests that the abnormal return will decrease by about 1.3% when the social ties
increase by 1%. This indicates the extensive social connection between an acquirer and a
target might lower due diligence standards and make acquiring firms ignore better
opportunities outside the network. In Columns 5 and 6, we calculate the effect of ST on
targets’ short-term returns. The insignificant coefficients of ST and Lock indicate that
social ties will not reduce target firms’ short-term performance.

To test hypothesis 2, we add the cross term CGQ�ST in Equation (5). The results
are reported in Table 6. It can be seen that the cross-term coefficient of ST and CGQ
is significantly positive in Column (10). This indicates the good corporate governance
of acquiring firms could improve the detracting effect of social ties on post-merger
performance. In terms of economic significance, the negative coefficient of ST in col-
umn (10) suggests that the abnormal return will decrease by about 1.4978% when the
social ties increase by 1% and the acquiring firms have poor corporate governance. In
contrast, the abnormal return of the combined firms will lower 1.4927% when the
acquiring firms have good corporate governance. Furthermore, the coefficients of
CGQ in columns 9 and 10 are also positive, consistent with the conclusions of

Table 3. Summary statistics of CAR.

CAR

Full sample High ST sample Low ST sample

Mean
Standard
deviation Mean Standard deviation Mean Standard deviation

Acquirer
[-1,þ1] �0.97 1.29 �1.12 1.26 �0.82 1.30
[-2,þ2] �1.63 2.14 �1.88 2.09 �1.37 2.17
[-3,þ3] �2.29 2.99 �2.64 2.92 �1.94 3.04
Target
[-1,þ1] �0.89 1.17 �0.84 1.17 �0.90 1.17
[-2,þ2] �1.45 1.93 �1.39 1.95 �1.51 1.92
[-3,þ3] �2.04 2.70 �1.95 2.73 �2.13 2.69
Combined
[-1,þ1] �0.99 1.09 �1.08 1.02 �0.90 1.16
[-2,þ2] �1.66 1.81 �1.79 1.69 �1.53 1.91
[-3,þ3] �2.34 2.53 �2.52 2.37 �2.16 2.67
Number of observations 157 78 79

This table provides summary statistics for CAR of acquiring firms, target firms, and combined firms, respectively.
Source: Created by the authors based on CSMAR database.

Table 4. Correlation analysis of major variables.
Acquirer_CAR Target_CAR Co_CAR ST Lock

Acquirer_CAR 1
Target_CAR 0.19��� 1
Co_CAR 0.67��� 0.71��� 1
ST �0.21��� �0.08 �0.24��� 1
Lock �0.22��� �0.11�� �0.23��� 0.59��� 1

This table provides the correlation matrix for the following variables: Acquirer_CAR, Target_CAR, Co_CAR, ST, and
Lock. Asterisks denote statistical significance at the 1% (���), 5% (��), or 10% (�) level. Source: Created by the
authors based on CSMAR database.
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Masulis et al. (2007) and Thraya et al. (2019). However, they are not significant, indi-
cating that CGQ could not significantly improve the short-run merger performance.

Table 7 reports the relations between social ties and target retention. Across all
measures and specifications, the degree of social connection between the acquirer and
the target is positively correlated with target board retention after the merger. The
effect remains strong after we control for year fixed effects, industry fixed effects, and
managers’ ability. For example, based on the regression results in column 14, the ST
coefficient is 0.0759, which is significant at 1%.

5. Robustness analysis

5.1. Changing the event window

We first change the event window and choose CAR[-2, þ2] and CAR[-3, þ3] as
dependent variables to test the hypothesis. The empirical results are reported in Table
8. In Columns 3 and 4, the coefficients of ST are significantly negative at 5% level.
This suggests that the abnormal returns will decrease by about 1.9% and 2.63%,
respectively, when the social ties increase by 1%. The relevant conclusions remain
robust when changing the event window.

5.2. Alternative measure of corporate governance quality

Referring to Bizjak et al. (2009), we use the shareholding ratio of executives to meas-
ure corporate governance quality. The results in Table 9 are consistent with our pre-
vious evidence.

Table 5. The effect of corporate social ties on M&A performance.
Acquirer_CAR Co_CAR Target_CAR

(1) (2) (3) (4) (5) (6)

Lock �1.7619��� �1.2285��� �0.4209�
(-4.01) (-3.38) (-1.89)

ST �1.6966��� �1.2776�� �0.2141
(-2.79) (-2.56) (-0.33)

RS 1.3831�� 1.9739��� 0.6240 0.9803 �0.6081 �0.5068
(2.46) (2.72) (0.42) (0.65) (-0.34) (-0.28)

Cash_flow �0.0811 0.0431 0.4128��� 0.4251��� 0.6852� 0.6720�
(-0.33) (0.17) (3.72) (3.76) (1.71) (1.67)

Lev �0.9798�� �1.0555�� 0.6849 0.5522 0.0012 0.0012
(-2.46) (-2.58) (1.08) (0.85) (0.68) (0.68)

Q 0.0575 0.0466 0.0956 0.0870 0.0227 0.0294
(1.01) (0.80) (1.12) (1.00) (0.55) (0.72)

Tran_value 0.00038 0.00031 0.000063 0.000016 0.0002�� 0.00018��
(1.43) (1.11) (0.28) (0.07) (2.39) (2.35)

Stock_deal 0.9788�� 0.9761�� 0.3582 0.3558 �0.3413 �0.3398
(2.19) (2.12) (0.99) (0.97) (-0.77) (-0.77)

Related 0.0739 0.1006 �0.8469 �0.0512 �0.0932 �0.0795
(0.38) (0.50) (-0.51) (-0.30) (-0.45) (-0.38)

Touched_offer �0.3182 �0.2267 1.0987 1.1339 0.7068 0.7104
(-0.23) (-0.16) (0.94) (0.95) (0.51) (0.51)

Intercept �5.4745�� �7.5465��� �1.5351 �2.8114� �0.3825 �0.7355
(-2.59) (-3.60) (-0.90) (-1.67) (-0.18) (-0.44)

Adj.R2 0.297 0.254 0.332 0.307 0.178 0.173

The table displays the regression results of corporate social ties on merger performance when controlling for the
year fixed effects and industry fixed effects. Asterisks denote statistical significance at the 1% (���), 5% (��), or 10%
(�) level. Source: Created by the authors based on CSMAR database.
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6. Discussion

Social ties have been demonstrated to have an impact on various economic activities.
This article builds on and contributes to two main strands of literature. First, it is
related to a growing literature on the role of social ties and networks on the influence
of managers’ corporate decisions. Several studies have investigated the impact of
directors’ networks (or the connections between CEO and directors) on corporate
decisions (Zhou et al., 2020; Ishii & Xuan, 2014; Hwang & Kim, 2009). However, few
studies investigate the effect of cross-firm connections on corporate decisions and
outcomes, especially in the Chinese market. We focus on whether the connections of
acquirer-target executives and directors affect short-run merger performance. Second,
this article is related to the M&A literature. Prior research has evaluated the influence
of deal characteristics and firm characteristics on merger performance (Travlos, 1987;
Cui & Leung, 2020; Baghdadi et al., 2018; Servaes, 1991). What has been less explored
is the social ties and their effect on post-merger performance.

This article sets out to address three questions. The first question concerns the
effect of social ties on short-term merger returns. The second question deals with the
moderating effect of the corporate governance environment on the relationship
between social ties and merger performance. The third research question is on
whether social ties increase target retention?

Table 6. Regression results under different corporate governance environments.
Acquirer_CAR Co_CAR Target_CAR

(7) (8) (9) (10) (11) (12)

Lock �1.9877�� �1.2763� �0.0687
(-2.48) (-1.95) (-1.06)

Lock�CGQ 0.0093� 0.0017�� 0.0053
(1.88) (2.12) (0.29)

ST �1.5985��� �1.4978��� �1.5830
(-3.20) (-2.83) (-1.07)

ST� CGQ 0.0502� 0.0051�� 0.0023
(1.81) (2.16) (0.06)

CGQ 0.0042 0.0059 0.0045 0.0029 �0.0054 �0.0104
(0.47) (1.05) (0.33) (0.48) (-0.31) (-1.45)

RS 1.4052 1.8086�� 2.2397 �0.0429 0.0530
(1.19) (1.99) (1.45) (-0.02) (0.03)

Cash_flow 0.0753 0.1841 0.3711��� 0.3811��� 0.0964 0.0875��
(0.32) (0.84) (3.39) (3.42) (0.56) (2.51)

Lev �0.5303 �0.4616 0.5896 0.4195 0.8832�� �0.8796��
(-1.42) (-1.31) (0.93) (0.64) (2.23) (-2.22)

Q 0.0485 0.0348 0.0052 �0.0259 �0.0052 �0.0011
(0.90) (0.69) (0.05) (-0.25) (-0.13) (-0.03)

Tran_value 0.000081 0.00006 0.000088 0.000035 0.00018�� 0.00019��
(0.32) (0.25) (0.41) (0.16) (2.60) (2.57)

Stock_deal 0.8613�� 0.7384� 0.3597�� 0.3495 �0.4328 �0.4370
(2.00) (1.80) (2.01) (0.97) (-1.11) (-1.02)

Related 0.1812 0.2155 �0.0629 �0.0221 �0.0436 �0.0377
(0.96) (1.21) (-0.39) (-0.13) (-0.22) (-0.19)

Intercept �0.3750 �1.2371 �2.4040 �3.7437�� �1.1195 �1.1800
(-0.39) (-1.58) (-1.26) (-2.13) (-0.48) (-0.57)

Adj.R2 0.359 0.323 0.345 0.323 0.206 0.203

This table reports the effect of social ties on merger performance under different corporate governance environ-
ments. Asterisks denote statistical significance at the 1% (���), 5% (��), or 10% (�) level. Source: Created by the
authors based on CSMAR database.
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Table 7. The effect of corporate social ties on the target retention.
Rete_1 Rete_2

(13) (14) (15) (16)

Lock 0.1333��� 0.4642���
(4.39) （2.64）

ST 0.0759��� 0.3247�
(3.71) (1.79)

Ability 0.0455� 0.0424�� 0.0933� 0.0598
（1.70） (2.19) （1.67） (1.16)

RS �0.222 �0.3078 �0.2182 �0.2967
(-0.81) (-1.46) (-0.50) (-0.68)

Cash_flow �0.0102 0.0335 �0.0622 �0.0773
(-0.12) (0.51) (-0.53) (-0.67)

Lev �0.1142 0.0679 �0.5134� �0.6113��
(-0.60) (0.45) (-1.75) (-2.03)

Q 0.0426�� 0.0043�� �0.0950�� �0.1565���
(2.01) (2.45) (-2.14) (-2.91)

Tran_value 0.00003 0.000004 �0.0001 0.00002
(0.50) (0.09) (-0.44) (0.08)

Stock_deal 0.0722� 0.0734 0.3235� 0.2576
(1.71) (1.01) (1.75) (1.42)

Related 0.0272 0.0092 0.0616 0.0489
(0.58) (0.26) (0.84) (0.70)

Intercept 1.000��� 1.2119��� 1.2536�� 1.8427���
（3.00） （4.10） (2.24) (3.31)

Year NO YES NO YES
Industry NO YES NO YES
Number of observations 105 105 78 78
Adj. R2 0.251 0.432 0.174 0.331

This table reports the effect of social ties on target retention. Rete_1¼ The number of the target’s executives and
directors retained in the combined firm/Target’s pre-acquisition board size. Rete_2¼ The number of the target’s
executives and directors retained in the combined firm/The combined firm’s post-acquisition board size. Source:
Created by the authors based on CSMAR database.

Table 8. The effect of corporate social ties on the M&A performance.
Acquirer_CAR Co_CAR Target_CAR

[-2, 2] [-3, 3] [-2, 2] [-3, 3] [-2, 2] [-3, 3]

ST �1.8072�� �1.8237�� �1.9142�� �2.6329�� �0.6846 �0.9049
(-2.29) (-2.27) (-2.20) (-2.16) (-0.63) (-0.59)

RS 1.2129�� 1.6626��� 1.579 2.1375 �0.9953 �0.9851
(2.19) (2.81) (0.97) (0.94) (-0.95) (-1.02)

Cash_flow 0.0975 0.1410 1.0351� 1.4304��� 0.5087� 0.7116�
(0.31) (0.22) (1.71) (3.76) (1.72) (1.88)

Lev �1.2212� �1.7087� 0.5106 0.6724 0.084 0.1177
(-1.68) (-1.69) (0.45) (0.43) (1.40) (1.44)

Q 0.1106 0.1620 0.1217 0.1508 0.0483 0.0554
(1.00) (1.05) (0.82) (0.73) (0.38) (0.31)

Tran_value 0.00042 0.00058 �0.00011 �0.00016 0.0002��� 0.00041���
(0.85) (0.85) (-0.27) (-0.30) (2.61) (2.62)

Stock_deal 1.5362� 2.1324� 0.4819�� 0.6532� 0.1233 0.1394
(1.89) (1.87) (2.40) (1.97) (0.16) (0.13)

Related 0.4848 0.6604�� 0.0631 0.0771 0.0053 0.0085
(1.36) (2.32) (0.22) (0.19) (0.02) (0.02)

Touched_offer �0.4624 �0.4994 1.9791 3.0181 2.2145 3.3497
(-0.18) (-0.14) (0.96) (1.04) (0.89) (0.96)

Intercept �3.5179 �4.8457 �4.1655�� �5.654�� �1.478 �2.325
(-1.38) (-1.36) (-2.00) (-1.94) (-0.53) (-0.59)

Adj. R2 0.1575 0.1595 0.2312 0.2306 0.1783 0.1797

This table reports the results when we change the event window and choose CAR[-2, þ2] and CAR[-3, þ3] as
dependent variables. Source: Created by the authors based on CSMAR database.
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Our results present a significantly negative relation between social ties and post-
merger performance, suggesting that the decision-making associated with social con-
nections could lead to undesirable effects. Tight social ties across firms lead the
acquiring firms’ decision-makers to lower due diligence standards for the target firms
because of trust or familiarity bias. The existence of principal-agent problem also
urges managers to seek benefits for themselves through social ties. Thus, high social
connections will negatively affect merger performance. However, when improving the
corporate governance mechanisms of the acquiring firms, we find the negative rela-
tion is mitigated, indicating that improving corporate governance quality is an effect-
ive way to help acquiring firms find appropriate target firms and supervise managers’
and directors’ behaviour. Moreover, we also find that social ties are positively related
to the retention of the target firms, suggesting that executives and directors are more
likely to remain in the post-acquisition firms when the social ties are high.

The limitations of this study are as follows. First, due to data availability, it is chal-
lenging to find appropriate instrumental variables to measure social ties. Thus, cau-
tion in the interpretation is warranted, because of the lacking of an endogeneity test.
Second, the matching algorithm (Levenshtein distance algorithm) used in our article
is a little bit time-consuming. With the development of machine learning, it will be
necessary to explore more time-saving methods in the future research. Third, this
study only focuses on the short-term return growth. The long-term merger return is
also well worth analysing.

Table 9. The moderating effect of corporate governance.
CAR[-1,þ1]

(1) (2) (3)

Lock �2.1052� �2.9219��
(-1.68) (-2.21)

Lock�CGQ 0.0263� 0.0382�
(1.83) (1.85)

ST �2.9091�
（-1.78）

ST� CGQ 0.0233�
(1.87)

CGQ �0.0149 �0.0290 0.0061
(-0.77) (-1.42) (0.96)

Cash_flow 0.0069 �0.0071 �0.0423
(0.04) (-0.04) (-0.22)

Lev 0.3994 0.7335�� 0.5799�
(1.43) (2.49) (1.89)

Q 0.0360 0.0419 0.0625
(0.86) (0.99) (1.42)

transaction_value �0.00021 0.000023 0.00042��
(-1.07) (0.11) (2.00)

Stock_deal 0.9523��� 0.7015�� �0.0863
(2.86) (2.09) (-0.24)

Related 0.1380 0.0443 0.1293
(0.97) (0.30) (0.84)

Intercept 0.0989 0.7358 �1.4092�
（0.08） （0.51） (-1.95)

Adj. R2 0.099 0.190 0.230

This table shows the moderating effect of corporate governance when using the shareholding ratio of executives to
measure corporate governance quality. Source: Created by the authors based on CSMAR database.
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7. Conclusions

In this study, we embed the enterprise in a social network and focus on the effect of
social ties across firms on post-merger performance in the Chinese market. Using a
sample of 157 merger events drawn from the CSMAR database, we test the relation
between cross-firm ties and short-term M&A returns. The social ties between two
merging firms are measured based on the educational background and employment
history of executives and directors. Our results show that more extensive social con-
nections between an acquirer and a target have a negative effect on the merger per-
formance. For every 1% increase in the corporate social ties, the cumulative abnormal
returns of post-merger firms will decrease by about 1.3% (Hypothesis 1 is proved).
The results are still robust when controlling for Q, leverage, cash flow, relative size,
and transaction values. Moreover, the negative effect of social ties on merger per-
formance will be alleviated when the acquirer has a higher governance environment
(Hypothesis 2 is confirmed). Besides, our results also indicate that acquirer-target
social ties significantly increase the target board retention after the merger, which
offers evidence to confirm Hypothesis 3.

Our main findings have important implications for policymakers in China and
other economies. Our evidence on the negative relation between social ties and acqui-
sition performance implies that policymakers and managers should pay more atten-
tion to the relationships between executives and directors coming from the acquirer
and the target. The social relationships could affect the filtering standards for target
firms and further affect post-merger performance during M&A. Policymakers should
also design more transparent evaluation processes and improve corporate governance
mechanisms to weaken the familiarity bias and agent problem when choosing tar-
get firms.

We identify several areas for further research. First, in this study, we only use the
educational background and employment history to measure social ties. However,
there are many other forms of connections between executives and directors. Future
studies could focus on whether two executives/directors work in the same office
building or love the same sports. Second, this study only focuses on the moderating
effect of corporate governance environments. Future studies could discuss other mod-
erator variables, such as media spotlight, corporate social responsibility, and economic
policy uncertainty. Third, this study only considers the short-term return growth.
The influencing mechanisms of social ties on long-term merger performance may
be different.
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Appendix A

Table A1. Summary statistics of the control variables.
ST RS Cash_flow Lev Q Tran_value Stock_deal Related Touched_offer

Panel A: Summary statistics of control variables
Mean 0.12 1.01 �0.08 0.54 2.21 160.69 0.06 0.39 0.01
Medium 0.05 1.01 �0.05 0.54 1.99 48.95 0.00 0.00 0.00
Std 0.16 0.09 0.22 0.14 1.18 404.21 0.23 0. 49 0.07
Skewness 1.74 �0.62 �3.15 �0.56 2.18 5.44 3.80 0.42 12.40
Kurtosis 2.35 3.85 21.51 0.53 7.81 33.37 12.50 �1.81 15.20
Panel B: Correlation matrix
RS �0.06 1
Cash_flow �0.04 0.04 1
Lev �0.05 �0.02 �0.04 1
Q �0.11 0.01 0.01 �0.45��� 1
Tran_value �0.06 0.13� 0.06 0.06 �0.07 1
Stock_deal �0.05 0.20��� 0.03 0.14� �0.05 0.37��� 1
Related 0.13 0.03 0.05 0.10 �0.13� 0.05 0.13� 1
Touched_offer �0.05 0.03 0.01 0.04 0.01 0.46��� 0.32��� 0.09 1
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