Social Capital, Networks and Interlocked Independent Directors: A Mexican Case
1. Introduction

This research concerns the interlocking direcesratnd their potential implications
for corporate governance practices in Mexico. Rebanking failures have seriously brought
into question both corporate governance framewaykserally and the protection of
shareholders more specifically (Heemskerk & Schny#608; Kirkpatrick, 2009; Shankar
and Bhattacharya, 2011; lonescu, 2011). The rolmadpendent directors and interlocked
directorates in relation to protection of sharelkadespecially minority shareholders have
been widely researched and debated in the literd#attoni & Cuomo, 2010; Conyon &
Muldoon, 2006). Nevertheless, these studies wesslgoninately located in developed
markets (Fama & Jensen, 1983; Huse, 2005; Johm3aihy, & Ellstrand, 1996; Stiles &
Taylor, 2001). Interlocking boards and independdinéctors have critical importance in
emerging economies given the high concentratioavafership and absence of institutional
investors (La Porta et al., 1999; 2000; Berglof &d&3sens, 2006; Uddin & Choudhury,
2008). Despite this, research is scarce in emergmogomies with some exceptions (Lim &
Porpora, 1987; Peng et, &001; Ong et al., 2003; Silva et al., 2006; S&asas, 2006).
Mexico, one of the emerging economies, is our mebeaite to investigate network of

independent directors, its emergence and implinatior corporate governance mechanisms.

For several reasons, the Mexican situation is @adrly useful for developing our
understanding of networks of directors. Mexico maeently undergone huge corporate
governance reforms and has assimilated the cogpg@ternance model proposed by the
OECD. One of the main obligations imposed by thee€Cand the New Securities Lawefy
del Mercado de ValoresLMV) on publicly listed corporations is the insion of

independent board members on the board of direcidie background to the OECD’s



prescriptions is that the previous governance maoded inadequate for monitoring and
controlling company affairs in the best interests shareholders, especially minority
shareholders. Strengthening corporate boards Img usdependent directors was seen as a
panacea for corporate governance problems. Themsfpresent an opportune moment to

investigate their implications for board structumes/exican corporations.

Furthermore, certain preconditions are requiredraer for the OECD reforms to be
moderately successful. Previous studies on corp@aternance have identified a number of
essential elements in governing corporations, doly well-developed capital markets,
professional bodies, democratic institutions anpastice system free from political influence
(Hopper et al., 2009; Tsamenyi & Uddin, 2008; Ud&irChoudhury, 2008). Studies of UK
and US settings have indicated that these ingitatare independent but inextricably linked
with each other (Chua & Poullaos, 1993), while ssdf emerging economies have often
argued that they are politically charged and fanoitiented (Uddin & Choudhury, 2008).
Studies in Mexico and in other Latin American coi@# have also argued that institutions in
these countries show similar traits (Chong and kegeSilanes, 2007; Santiago et al.,
2009). Given the lack of well-developed instituspthe study of interlocking boards and the
identification of powerful actors in Mexico raisetpntially interesting questions and issues.
Nevertheless, previous studies have not taken terag$ic account of whether a pattern of
interlocking boards does really exist in Mexico.edretical explanations of emergence of
interlocked directorates are important given thBose consequences it has on corporate
governance mechanisms. Surprisingly, previous ssudin interlocked directorates in Mexico
or elsewhere are devoid of theoretical explanatiasbroader understanding of emergence

of networks. This study fills this gap drawing dre tBBourdieusian notion of social capital.

This study poses two empirical questions: doesttenmaof interlocking boards exist

in Mexico, and what positions do actors occupy he thetwork structure of interlocking



boards in Mexico? Social network analysis (SNA) vemopted to determine the social
relationships linking board members and corporatiddrevious accounting studies have
adopted this type of analysis to identify netwoids accountants, standard setters and
managers (Chapman, 1998; Richardson, 2009; Tichgt.e1979). This study investigates
networks of boards of directors. It links individsiawith corporations and allows the
production of spatial maps to visualize the netwatkucture of interlocking boards

(Freeman, 2004). The basic concepts of SNA wilbhtesented later.

This study also aims to answer some theoreticaktipns: why do networks occur,
and what are their implications for corporate goeeice practices? In order to provide
further explanations, this study draws in particuba the Bourdieusian notion of social
capital (Bourdieu, 1986; Bourdieu & Wacquant, 19Rpurdieu defines social capital as
“the aggregate of the actual or potential resourgesh are linked to the possession of a
durable network of more or less institutionalisethtionships of mutual acquaintance and
recognition — or in other words, to membership igraup — which provides each of its
members with the backing of the collectively-ownzapital, a ‘credential’ which entitles
them to credit, in the various senses of the wlise relationships may exist only in the
practical state, in material and/or symbolic exd®mn which help to maintain them”
(Bourdieu, 1986:248-9). As will be explained later,our case, social capital is created by
sharing different boards of directors. In other dgrthe ensemble of connections, contacts,
relationships, friendships and obligations givesniithe power to act in relation to the quality
and quantity of their relationships, and of relasbips with other board members and
businesspeople. We wish to examine whether theanktstructure of interlocking boards in
Mexico reveals the relational practices of boardniners and the social capital created by

interlocking boards. This will also help us to ursland the emergence of networks.



The paper begins with a brief literature reviewndérlocking boards and an overview
of the independence of directors in both Anglo-Aiceen and less developed countries.
Detailed accounts of SNA are then provided, folldvixy an empirical section focusing on
interlocking boards, relationships, networks andavgdul actors. The discussion section,
drawing on the notion of ‘social capital’, providaa account of why networks occur and
how they perpetuate the current status of boaraiemzy and corporate governance affairs
in Mexico. The concluding remarks briefly presetiits implications of networked directors
on the effectiveness of governance and protectiomiaority shareholders and explains

avenues of future research.
2. Previous studies

Studies of interlocking boards go back a centurynore (Jeidels, 1905; Hilferding,
1910; Brandeis, 1914; National Resources Committ®89). According to Mizruchi &
Bunting (1981), the causes and consequences afoickeng boards have been a source of
debate since the Pujo Committee identified intdilog as a problem of corporate
concentration in the early twentieth century. Hore\critics of research into interlocking
boards have argued that interlocking boards ageharrrelevant and that research on the
interlocking network represents the dominance otho@ over substance (Stinchcombe,
1990, cited in Davis, 1996:154). Nevertheless, nigjof the research found interlocking
boards are extremely relevant because, through,tlitems possible to trace the social
embeddedness of corporate governance (Davis, 19868pugh their experiences on other
boards, interlocking directors act as a conduit fmcial influences that create an
informational and normative context — “an embed@ésdh — for board decisions

(Granovetter, 1985, cited in Davis, 1986:154).

Research on board interlocks focuses also on hmasdbmembers serve as a means

for political and ideological preservation of thdarests of the capitalist class (Mariolis &



Jones, 1982; Ornsten, 1984). The likelihood thegriocking companies will be audited by
the same public accountancy firm is partially expd by ties between client companies
created by interlocking directorates (Davison, Bign& Wai, 1984). This is possible
because directors who sit on many boards do sbeicémpany of other directors who also
sit on many boards (Conyon & Muldoon, 2006). Galasicz et al. (1985) found that where
the CEO was also a member of the social elite, neesnbf this elite were most likely to be
represented on local boards and tended to choabeotiaer to sit on their own boards. This
has significant implications because companies imbiaformation on their respective

markets through their other directors (Galaskieweical., 1985).

In Latin American corporations, a few shareholdensstly family and friends) have
significant control rights, and business groups #&pically run by the controlling
shareholders, rather than by professional managénslittie equity ownership (Santiago &
Brown, 2009; Santiago, Brown, & Baez-Diaz, 2009;tkifess, Van Dijk, & Spronk, 2006;
Salas-Porras, 1992, 2006). Thus, the degree oftdiee independence potentially affects
minority shareholders’ rights because independergcibrs may not play an important
monitoring role, increasing the opportunity for esgriation by majority shareholders
(Santiago & Brown, 2009). Hence, understanding aaking account of interlocked

directorates are important to explore especiallgnrerging economies.

In Mexico there is a legal basis for minority s#taslders’ rights, but a lack of specific
regulations makes it possible for majority shardbm to take advantage of the situation to
benefit from minority shareholders (Babatz-Torrd€97). Given the under-developed
markets and democratic institutions in Mexico (Cipna@h Lopez de Silanes, 2007; Gomes,
2000), majority shareholders tend to have freenréagoccupy top management positions, sit
on the board of directors, limit trade in sharex] areate business conglomerates (Santiago

& Brown, 2009). Predictably, these issues have ttedserious debate about the severe



consequences of interlocking boards for minoritareholders, especially in concentrated
shareholding companies. Interlocking boards gige to powerful and influential actors in
the field, which may prevent independent directivosn playing a role in protecting the
interests of shareholders, especially minority shalders, in the context of emerging
economies (Salas-Porras, 1992, 1997, 2006). SalaasPworks have researched Mexican
corporate elites and finds that boards of direcharge been selected for economic, regional
and political interests. Although the corporate rbo&s of particular interest to accounting
researchers, few studies have focused on estalgisivhether there is a pattern of
interlocking boards or identifying the most poweérfand influential actors and the
implications for the corporate governance fieldeimerging economies including Mexico
(Boyd, 1990). Surprisingly, most of the existingearch devoted to find out the positive
links of independent directors and book value apoaations. This paper departs from this
argument and attempt to investigate whether inddgreindirectors in a network at all useful

to governance mechanisms.
3. Research method: SNA

The empirical aim of this paper is to identify timelependent directors in a network
utilising SNA. The main components of any sociatwoek are the actors and their
connections. Social networks can be measured aderstood in several ways (Tichy et al.,
1979; Borgatti & Foster, 2003; Wamg al, 2009) In this study, we use a two-mode network
analysis. A two-mode network is also known asaffiliation network representing the
association between two or more sets of nodes,evbach set is a different social entity
(Wanget al, 2009:12). In our case, one set of nodes reptesmard members while the
other represents corporations, with ties represgndiirectors sitting on company boards.

Graphical representatiohare used in the paper to capture the visual imafgeetwork.



Knove and Yang (2008:62) observe that a primaryaiggaph theory in SNA is to identify

the important or prominent actors at both the irlial and group levels.

One of the main purposes of SNA of interlockingrosas to search for the most influential,
important and powerful members and their netwo@antrality is an important conceptual
tool for analysing power in social networks. Ditfat positional measures reflect the location
of actors in a network. The focus is on the ceityralf the board member or the location of
the board member in the network. The concept ofrakty may be operationalized and
measured in a variety of ways. In this study we kEseman’s approach (1979) with two
measures of centrality: degree centrality and eigleres. These measures of degree

centrality for two-mode networks are calculatechgd) CINET?

In a two-mode network, the degree centrality fdsoard member is the number of
corporations in which he or she sits on a boar@ laximum degree for a board member is
the total number of corporations (Everett & Borgd&005). For Freeman (1979), the degree
centrality of a network is calculated by countitg humber of adjacent links to or from a
board member. This is based solely on direct cdiorecand is an appropriate measure to
capture power-enhancing behaviours that occurivéidinteraction, such as ingratiation and
reciprocation (Brass & Burkhardt, 1993). Another asiwe of centrality is eigenvalue
centrality, an indicator of popularity, indicatitbe node or board member with the most
connections to other nodes or board members wiloeatame time are connected to other
highly-connected board members. In other wordssraeiglue indicates board members with
the highest social capital in terms of the possessf a durable network. The eigenvalue also
identifies the centre of cohesive groups, and helpdentify those board members with the
smallest distance from others in terms of the divetaucture of the social network. The
highest scores indicate that board members are osorteal to the main pattern of distances

among all board members; lower values indicatelibatd members are more peripheral.



The data used in the study consisted of 1,442nat@and external board members of
the population of 126 Mexican corporations thatléih in the Mexican Stock Market as of
January 2011. The population included 19 natursbusces companies, 27 industrials, 18
services and goods of non-basic consumption, 2ué&et consumption products, 5 health, 21
financial services, and 12 telecommunications. §twaces of data were the corporate annual
reports published on the web page of the MexicatkSExchange Directory in January
2011. The information provided in the corporateortp includes the names of board
members, which are classified as main, substipda&jmonial, related and independent. In
some cases, the annual report also includes bibigagnformation on board members. In
the next section, the centrality, power and presty{ interlocking boards in Mexico are

demonstrated.
4. Power, Centrality and Prestige of Board Members

Power is a fundamental property of social striegurand the location of a board
member within the network directly represents hisher access to information. This is
relevant if board members are seen as conduitg@fnation between corporations (Everard
& Henry, 2002). In the social network approach, povs inherently relational, and analysis
of a network reveals whether an actor is embedded relational network. An actor’s
location in a social network determines his orpr@minence and importance in the network.
Hence, the measures of centrality (degree cemntrahiti eigenvalue) were calculated using
UCINET 6 for the entire population of board membargl corporations in the Mexican

Stock Market as of January 2011.

In order to visualize the network structure of @amies sharing two or more board
members, a technique callegring embeddingvas applied. The rationale is that board
members connected by lines are drawn closely teg&thereas unconnected board members

are pushed apart. Tlspring embeddingechnique treats the lines of the networks asgpri



with a particular elasticity and strength. The gaure searches for a situation in which the
system of springs is stable (De Nooy, 2003). Thaulteis a graphical representation of
linkages between board members and corporatioresn&twork is visualized using Netdraw

software included in UCINET 6, as shown in Figure 1
[Insert Figure 1]

In Figure 1, red bullets represent board memberd hlue squares represent
companies, while lines represent ties between bosthbers and corporations. Figure 1
demonstrates the connectedness of these corpaaimiboard members, suggesting that the
corporations employ the same people on their boards may reveal little in isolation.
Nevertheless, it does suggest that independerttdischave little time to focus on protecting
shareholders (in the Mexican case, minority shddeng' interests). It also indicates that
independent directors may belong to a large sooetwork. This figure shows the
interconnections between two or more board membads corporations. Another way in
which to visualize the implications of interlockingpards in Mexico is to analyse how
corporations are directly linked. We transform tive-mode network (board members and
corporations) into a one-mode network for corporaionly. This one-mode network draws
a direct line between any two companies: if thegrghtiwo or more board members, this line
has a value (multiplicity) of two or more (De No@&Q03). We calculate a one-mode network
for the companies to establish the relational stinecbetween corporations. Figure 2 shows

the interconnections between corporations in thgidée Stock Market.
[Insert Figure 2]

In Figure 2, we can see strong links between gatfmms through board membership.
On the left hand side are companies with no commeetith other companies in the network.

These are isolated companies with no relationgtipugh interlocking boards. Of the 126



corporations in the Mexican Stock Market, only b/robt share a board member. This shows
a strong structural relationship between companreated by board member linkages in
publicly traded corporations in Mexico. In the negttion, we examine the location of actors
in the network structure of interlocking boardsMexico. The actors’ level of centrality is

calculated using Freeman’s measures of centralggree centrality and eigenvalues.
4.1 Actorsin Networks

The board of directors is a determinant of corf@mgovernance as it represents the
primary decision-making body. Boards of directams iaterlinked through a shared director.
This is an important characteristic, because thevar& represents connections between
directors and companies and opportunities for faekce interaction. A matrix table was
constructed of the 1,442 board members and 126 aoiep traded on the Mexican Stock
Exchange. The two-mode data were transformed in®mode data to carry out analysis
using Freeman’s measure of centrality. Freemartigsubwanks actors from high to low levels

of centrality. The results for the top fifteen bedanembers are shown in Table 1.
[Insert Table 1]

Table 1 shows the (interpersonal) network of biswh contacts among the top
fifteen board members in the Mexican Stock Markée actor sitting on the highest number
of boards is Mr Fernando Ruiz Sahagun, who sitaine boards of directofsHe is a public
accountant who has sat on the board of GCC asdapémdent board member since 2006
and works as a consultant in Chavez, Ruiz, Zamaaipl Cia, S.C., a consulting firm. He is
a member of the College of Public Accountants okide and has studied fiscal studies at
the Universidad Anahuac and the Universidad Panaarex. Mr Alberto Bailleres Gonzalez
sits on eight boards of directdt$ie holds a bachelor's degree in economics andschiae

governing body of the Mexican Autonomous InstitateTechnology (ITAM). Mr Fernando



Senderos Mestre sits on seven boaadts is in third place in the table. He is 61 yesadsand

holds a bachelor’'s degree in business administratie is chairman of Grupo Kuo and Dine,
S.A. Mr Valentin Diez Morodo sits on seven boafdde is 72 years old and holds a
bachelor's degree in business administration. Bleigtion has highlighted actors with the

highest level of centrality, that is, actors sition many boards.
[Insert Table 2]

In Table 2, eigenvalues provide a different pietaf the position of board members in
the network structure of interlocking boards in Neex Here, we examine the most
influential board members in the network structafanterlocking boards in Mexico. The
most influential board members are ranked from haglthow according to this measure. It
shows the fifteen most central actors in termshefdverall structure of the network. Board
members with the highest scores are the most ¢tdatthe pattern of distances among all
board members in the global structure of the ndkwdhe board member with the highest
eigenvalue (0.252) and hence the most central bowchber in the overall structure of
interlocking boards in Mexico is Mr Alberto Bailes Gonzalez, who is in a structural
position from which he can reach those with thellestdistance from others in the global
structure of the network. He is better connectethémy board members who are also well-
connected to other board members. He is in a veond gosition within the network to
transmit information and to influence other boardmmbers in the network structure. The
second highest eigenvalue (0.224) is for Mr Artbesnandez Perez, who is chancellor of the
Mexican Autonomous Institute of Technology (ITAM)he third highest eigenvalue (0.219)
is for Mr Tomas Lozano Molina, who holds a Law dsgand is public notary and lecturer at

the Escuela Libre de Derecho.

The interlocked directorates and powerful actbisasy above needs to be understood

in the context of under developed capital and deatmcinstitutions and family dominated



companies in emerging economies. According to Sgat& Brown (2009), in a typical large
Latin American firm, the CEO is usually part of tbentrolling family; therefore, his or her
influence over the board of directors is unlimit@dten the independent directors receive the
multiple directorships from the same business grand enjoy material and symbolic
benefits come with it (Santiago & Brown, 2009). Wdut a doubt, this has consequences for
maintaining the independence, transparency anduataoility of corporate governance
affairs in relation to minority shareholders. Theegtion arises to what extent the
independent directors are in a position to cureepibwer of a CEO of large business group?
Alternatively, one could ask a question whethes ih independent director’s interests to go
against the CEO. Is it more important for indeperndsirectors to be in the network and
exploit the power they apparently enjoy? These tjues are better addressed if further
explanations of networks and their inherent featun® provided. The next section discusses

this.
5. Social capital and interlocked boards

This paper mobilizes the notion of social capétdvanced by Bourdieu and draws on
previous studies in order to provide further exptaons of emergence of networks. In order
to determine theocial capital of board members, we calculated tretwork of connections
which each board member can effectively mobilize. Bourdieu (1986:249) stated, “The
volume of the social capital possessed by a gigentathus depends on the size of the
network of connections he can effectively mobilaed on the volume of the capital
(economic, cultural or symbolic) possessed in s oight by each of those to whom he is
connected”. Table 1 shows the name of the boardbeemnd the size of the network of
connections he/she can mobilize. Furthermore, tiseeebrief description of the volume of
capital economic, cultural, andsymbolic) possessed in their own right by the first twordoa

members in the table. For example, in Table 1 wewskhe interpersonal network of



boardroom contacts among the top 15 board membéhg iMexican Stock Market, showing
that the actor with the highest centrality rankisigs on ten boards of directors. Board
members are arranged from high to low levels ohtmxtions” in Table 1. Figure 1 and 2
also revealed board members have created a nestradture of social relationships through
interlocking boards. For Bourdieu, the netwofkrelationships is “the product of investment
strategies” which the independent board memberobéained, individually or collectively,
with the objective of establishing or reproducimgial relationships “that are directly usable
in the short or long term” (Bourdieu, 1986: 249paBd members also have cultural capital
demonstrated in the credentials they have (e.geddg Stanford) and symbolic capital (e.g.
chairman of the chamber of commerce). These caggalial, cultural and symbolic) further
strengthened board members’ investment strate@lesy will accumulate as much capital

(social, cultural and symbolic) as that benefitnth

The networking structure of interlocking boards Mexico shows the relational
practice of board members and the social capitsted by interlocking boards. As Portes
(1998) has argued, social networks are not a rftugaven; on the contrary, they must be
constructed by investing in strategies orientedth® institutionalization of relationships
between groups as a function of other benefits. Agtevork of configurations demonstrated
that board members share a board and related gth peers in the boardroom. Bourdieu
observed that individuals’ interactions reinforcatual recognition and acknowledgment as
members of a network or group (Lin, 1999). Thesatagies of investment in social
connections are created to perpetuate the goverslitgy in Mexican corporations. Our
empirical results demonstrated that few independi@ctors dominated majority of the

corporations in Mexico.

The main motivation of securing social capital @ted in material or symbolic

profits. Being in a network, as evidenced in earfigures, provides enormous benefit to



individual independent directors. According to Bdieu, the existence of a network of
connections “... is the product of an endless effbrinstitution, of which institution rites —
often wrongly described as rites of passage — niakessential moments and which is
necessary in order to produce and reproduce lastisgful relationships that can secure
material or symbolic profits” (Bourdieu, 1986:249)e observe in Figure 1 above, the
configuration of the network of connections amomgl members in the entire population
of Mexican corporations traded in the Mexican Stdd&rket as of January 2011. This is
materially useful for individual members. The mthey are connected the more capital they
can exploit to their advantage. In Table 1 abowe,olvserve the top 15 board members who
sit on several boards. And in Table 2 above, weemdes the top 15 board members
strategically position in the network of directansViexican corporations and who can secure
material and symbolic profits through the interactiwith other board members in the
network. Therefore, the process of articulation #redconcentration and distribution of links
between board members show the positions of then naerlocking actors and the
mechanisms that influence the structure of the ok¢wn Mexico. Hence, the network
structure of interlocking boards in Mexico is thequct of a continuous series of exchanges

between board members in which recognition is esstifeaffirmed and reaffirmed.

What are the implications for corporate governarpactices of interlocking
directorates created to gain social capital (ecaopoultural or symbolic)? Board members
in Mexican corporations serve as a means of comeation and control for both the
individual corporations and the majority sharehoddef Mexican corporations through the
network of connections they have created and tlwalscapital (economic, cultural or
symbolic) which each board member possesses. &isssr the question of whether the
traditional monitoring role of external directors present and efficient in Mexico and

whether the mere inclusion of an external direotoa small board may improve the minority



shareholders’ situation, because the incentivasnilake external directors work on behalf of
minority shareholders, such as the market for aatgocontrol or compensation, are lacking

in Latin America.

Santiago & Brown (2009) have observed that in Mexes in most Latin American
countries, the misalignment of interests betweejortya and minority shareholders, rather
than divergence between the goals and objectivesaohgement and owner, is at the root of
agency problems. Furthermore, corporate governaneehanisms to alleviate agency
problems are inefficient or non-existent, while theak legal environment enhances the
potential for agency problems, especially the egpadion of minority shareholders’ rights
(Santiago & Brown, 2009). It would not be far frahe reality if we can surmise that closely-
connected independent directors in the context awrlg-regulated and under-developed
market and political institutions have the potdralead to lack of transparency and control
as found in previous studies (Santiago & Bown, 2008ese problems have been illustrated
in a number of governance scandals in Mexico iremegears. Between 2005 and 2012,
several cases relating to corporate governancetiggacin publicly-listed Mexican
corporations have shown the arbitrariness of mgj@hareholders and how independent
board members and internal governance systems rajgpkave been non-existent or to have

failed in these Mexican listed corporations.

The most spectacular failures were the TV AZTECAnslals in 2005, COMERCIAL
MEXICANA in 2008 and the Wal-Mart case in 2012. Amber of other cases in Mexico are
revealed on the SEC webpage. As Jordan and Ahntddl2oint out, the COMERCIAL
MEXICANA case shows the perils of trying to makemag on financial instruments rather
than focussing on core businesses. This is a basshows exposure to risk, lack of control,
and the ineffectiveness of the audit committee smtbpendent board members. As the

chairman of the Mexican Banking and Securities C@sion points out: “we have detected



at least eight where we could infer there were lerob with disclosure” (Randewich &

Rojas Mena, 2008). Some of the best-connected @mikgmt board members also sat on
boards of affected or failing companfed/e do not wish to claim that these scandals are
entirely the result of interlocking boards of di@s, but suffice to say they have played their

part in failing to protect minority, and in somesea majority, shareholders.

These cases also show that in Mexican corporatraependent board members are
performing simply a symbolic role. As Bourdieu (19826) observes, “the legitimate
representative is an object of guaranteed belertjfied as correct. He lives up in reality to
his appearance, he really is what everyone belibirasto be because his reality — whether
priest, teacher or minister — is based not on @isqgnal conviction or pretension ... but rather
on the collective belief, guaranteed by the insbtu and made concrete through
gualifications like stripes, uniforms and otheribtites.” Like Bourdieu’s minister or priest,
Mexican independent directors seem to playing Hmesgame. Similar to previous studies
(Useem, 1984; Granovetter, 1985; Davis, 1996; Miaru1996) in Mexico, we claim that, by
participating in board meetings and sitting onetiéht boards, independent board members
are performing ritual practices that do not contt@éto the effective monitoring of the

company’s affairs.
6. Concluding remarks

We begin this section by considering the empirguastions set out earlier: namely,
whether there is a pattern of interlocking boaedsts] the positions which actors occupy in the
network structure of interlocking boards in Mexi®y applying SNA, this paper examines
the connections between Mexican corporations ardrsaacUsing the measures of SNA
developed by Freeman (1979), we identify the mastegrful and influential actors in the
network structure of board members in Mexico. Tabldescribes the eigenvalues of SNA

calculated using UCINET, in which board membersaranged from high to low levels of



“connections”. Board members with the greatest remdf connections occupy a central
position in the network and are able to transmibrimation and to influence other boards.
We also find that, in Mexico, independent board rbera have created a network structure
of social relationships through interlocking boarBler example, Figures 1 and 2 present the
network structure of companies sharing two or nirad members. For example, in Table 1
we present the (interpersonal) network of boardramntacts among the top 15 board

members in the Mexican Stock Market.

Turning to theoretical questions, why does thiswoek exist and what are the
potential implications for corporate governancecpcas? Drawing on Bourdieu’s notion of
social capital (1986), we have demonstrated that &aod why Mexican corporations have
created a durable network of institutionalized tiefeships. It is clear that the interlocked
directorate is a social space where members pursterial and symbolic exchanges. In
other words, the creation of a network of interlogkboards in Mexican listed corporations
aims to institutionalize a particular corporate gaance practice of independent board
members who do not monitor the company’s affaifgeylperform a social ritual tending to
consecrate or legitimate an arbitrary boundary todpce and reproduce lasting, useful
relationships that can secure material or symbptiafits (Bourdieu, 1986, 1991). This
qguestions the role of independent directors in mooimg and protecting minority

shareholders in Mexico and elsewhere in the world.

This study contributes to the study of powerfudl anfluential actors in the network
structure of interlocking directorates in emergiagonomies and Mexico. The SNA of
interlocking directorates described in this papes great potential to contribute to corporate
governance research. Firstly, the results sugdest the interlocking directorates and
positions of powerful and influential actors maynder corporate governance reforms

ineffective. It would be reasonable to assume straing capital markets and the presence of



institutional investors protect minority interesesjen in strongly interlocking directorates.
Without strong capital markets and institutionalastors, a network of directors may prevent
independent directors from acting independentlytifer research should be conducted to

explore these issues.

Secondly, Bourdieu’s notion of social capital iseay useful narrative to understand
the network of relationship. Network of independeliviectors and the durability of the
network are clearly understood from motivationgpofverful actors derived from material,
cultural and symbolic exchanges. Examining the ngtvef directors from a ‘social capital’
point of view also enable us to understand why tthie of independent directors is
ineffective. The view of social capital as resogreanbedded in networks is helpful for
understanding why minority shareholders’ interestsinfringed more in some areas than in
others (Uddin and Chowdhury, 2008). This paper tlenhzes mainstream research on
independent directors and advance a counter ardguthah advocates positive links of
independent directors and book value of the cotfmsraBourdieu’s idea of social capital
clearly demonstrates that the relational practickoards is in the interest of board members
and their investment strategies only to preseree trenefits. And that is with the consent of
majority shareholders, because majority sharehslddi invite those board members with
substantial social, cultural and symbolic capitalf loyal to them. So, there is a type of
complicity. They are like a kind of "club of acqontnces”. And the person who exercises
power is the majority shareholder, because he/sissgsses the most valuable capital

(economic capital).

Thirdly, the paper has also opened space for durtbsearch especially the use of
SNA and understanding power and interests of ndétsvand actors in the network. First, it
would be useful to examine cross-cultural diffeesiin networks of directors. It has also

been suggested (La Porta, Lopez de Silanes & $ehl&B99, La Porta, Lopez de Silanes, &



Vishny, 2000) that corporate governance regulaioh implementation vary across countries
with different legal systems. One aspect of thedkerdnces may be the way in which
domestic regulatory regimes have historically bebaped by colonial regimes. French
colonies have different regimes from Spanish cealbmiountries. Countries’ links with
transnational bodies should also be consideredekample, Mexican corporate governance
reforms have been influenced by OECD. More gengr#tiie approach used here could be

replicated in other countries.

Fourthly, interlocking boards and networks are static, and a longitudinal analysis
would provide evidence of the network dynamics tiféect board activities and the role of
independent directors in company affairs. As Gillatral. (2011:83) have observed, social
networks exhibit temporal dynamics in a number alysv Instances in the data may appear
and disappear over time, whereby different time dews may exhibit different
characteristics. For example, a person may chaisgaffiliation with a business organization
by joining a different business enterprise and tgrmreg new social ties within this new
environment. This approach could also be combingll & close focus on key players to
track their paths within the network. As we haveeaded, several high-profile individuals
have important positions in some large corporatittnsould be interesting to establish how
they reached the key positions in the network. Wosild, perhaps, unravel the workings of
wider corporate governance issues, such as refdrhis.study provides a foundation for a
deeper understanding of the cosy relationship oécthrs, family networks and their

influence on corporate governance practices in bteand elsewhere.

Finally, the network mapped in this paper is basedlirectors’ links. While these are
important, other types of network linkages are ateportant, and the relative effects of
different kinds of links on outcomes should be exgdl, for example the political networks

of large corporations, regulatory networks, familgtworks, and various other informal



networks. All these influence the protection of relmlders’ interests and the overall
transparency and accountability of company affahs previous studies have indicated, we
need to gain a better understanding of the rolgeplan corporate governance failures by
family networks with political affiliations, espetly in emerging economies (Uddin and
Choudhury, 2008). These areas, though importamaire under-investigated and under-

theorized.

L A graph is made up of nodes connected by linethitnstudy, corporations and board members ares)ahd
connections between them are edges. Another imgartancept of graph theory degree, which is the number
of edges connected to a node.

2 UCINET is a social network analysis program depebb by Steve Borgatti, Martin Everett and Lin Fraem
As Knove and Yang (2008:2) observe, “UCINET with @ontinually updated versions is probably the most
popular and extensively used software package,igiry comprehensive solutions and implementation of
many network methods”.

3 Fernando Ruiz Sahagun is a member of the boadireftors of the following companies: Kimberly (tar
Modelo Group, Mexichem, San Luis Corporation, Gruptexico, Empresas ICA, Grupo Financiero
SANTANDER, Grupo POCHTECA, Fresnillo, the Mexicato& Market, Arcelor Mittal Lazaro Cardenas, and
INDEVAL. He is chairman of the Fiscal Committeetbé Mexican Coordinated Council, and he represiiets
Mexican Council of Businessmen in the Secretaryis¢al and Public Credit of Mexico.

4 Alberto Bailleres Gonzalez is a member of the Hoafrdirectors of the following companies: Grupo ®&U
Industrias Penoles, Grupo Nacional Provincial, GM#Rsiones, Profuturo, Valores Mexicanos, Casa d&eaBo
Grupo Palacio de Hierro, FEMSA, Grupo Televisa @ndpo BBVA.

> Fernando Senderos Mestre is board member of Ina@siferioles, Grupo Carso, S.A., Kimberly Clarkygar
Televisa, Grupo Desc, GNP, Grupo Carso and of thgiddn Council of Businessmen.

6 Valentin Diez Morodo is an independent board mamniheKimberly-Clark de Mexico, Grupo Financier
Banamex, Grupo Kuo, Alfa, Grupo Dine, Grupo MexiBodegas Vega Sicilia, Acciones y Valores de Mexico
Zara Mexico, Grupo Aeromexico, Citigroup, Inc, OWlexico, Telefonica Mexico and Instituto de Empresa,
Madrid.

" This is also the case for the ALFA group, in whiel detected Mr Claudio X Gonzalez Laporte, whe sit
eight boards and is ranked 4th in degree centr@ditg Table 1), Mr Valentin Diez Morado, who sitssgeven
boards and is ranked 5th in degree centrality, MndEnrique Castillo Sanchez Mejorada, who sits enes
boards and is ranked 10th in degree centrality.oflthese were board members of ALFA group durimg t
Mexican derivatives crisis in 2008.
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