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THE IMPACT OF FINANCIAL AND SOCIAL CAPITAL
ON FIRM PERFORMANCE

Eva MEYERSON"

The social capital has a significant effect on firm performance. The
present study examines how different firms react to an external crisis signal
such as a drop in stock prices. Firms with a decision-competent executive
team whose social capital is conducive to mobilise strategic resources are
likely to recover quicker than firms with an information-competent team
whose social capital is conducive to accruing novel information. The data
collected on 29 Swedish public firms render support for the suggested
relationship.

1. INTRODUCTION

The executive team of a public firm, when confronted with a crisis signal,
would want to mobilise the available resources to turn a bad situation into a
good one. In such a situation it is proposed that the executive team has two
main types of resources at its disposal: financial capital (the access to cash
flow) and social capital (social networks).

In Meyerson (1992) it is argued that the direct access to financial capital
differs among firms according to their ownership structure. Two types of
ownership structures are identified; the entrepreneur-owned firm where one
individual controls the majority of the shareholdings, and the investor-owned
firm where the ownership is dispersed among many shareholders." The
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entrepreneur-owned firm's executive team members have direct access to
financial capital through the Chief Executive Officer (CEO)'s partnership
with the entrepreneur. The executive team of the investor-owned firm has
restricted access to financial capital since it is argued that partnership with
many investors is difficult to establish. Furthermore, it is shown that the
establishment of social capital is contingent upon the relational structure
within the team. For instance, members of an integrated executive team (a
team with a strong consensus, i.e., sharing values, socialising) develop an
external network with a different type of structure compared to members in
a differentiated team (without a strong consensus). The integrated team tends
to develop an external network instrumental in mobilising the financial
capital. The differentiated executive team tends to develop an external
network facilitating information-accrual.

Although the variation in firm performance is obviously a complex
phenomenon, in the present paper I will study only the following question:
What type of leadership organisation is more efficient in firm's recovery from
a crisis situation? Is it the differentiated executive team due to its access to
the entrepreneur and its external network oriented toward information accrual,
or is it the integrated executive team found in the investor-owned firm due
to its external network oriented toward mobilisation?

Efficient recovery from a crisis situation can have different meanings for
the owners and for the executive team members. There are many ways the
team members can act in response to a crisis signal. Sometimes it may be in
their best interest to act in contrary to the interest of the shareholders. A new
controlling owner or a new ownership structure may infer changes or
uncertainties, or even the threat of being dismissed. Hence, the team members
would want to have control over such undesired events. Takeovers and other
control devices that can improve the stockholders' return may thus be
prevented by the team members.

The difference in the social and financial capital among the two types of
executive teams is claimed to affect the response to a crisis signal in the
stock market in two direct ways. First, the structure of the team's social
capital affects the ability to fend off any takeover attempts. A team with a
mobilising external network is more effective in resisting takeover attempts
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than the other team type. Team members with a mobilisation-oriented social
capital are equally effective in resisting the turnover of management. Both the
turnovers and shifts in control can be beneficial for stockholders, i.e., can
lead to a rapid recovery from a crisis situation.

Second, it is suggested that the team that has a social capital conducive
to receiving novel information and that has access to an entrepreneur reacts
more quickly to a crisis signal than does the other type of executive team.
This is because the design of the leadership contains both the information-
accrual talent (through the differentiated team's information-oriented external
network) and the executive team's access to the decision-making unit (the
supra team).

An exploratory analysis is performed in order to detect relationships
between social capital, financial capital and performance. Traditional
economic variables such as the ownership structure, shifts in controlling
owners and financial performance measures are combined with sociological
variables such as the management turnover and the structural aspects of
networks.

Social capital's impact on performance is discussed in the following
section. The impact of access to financial capital on performance is discussed
in the third section. The empirical results are presented in the fourth section.
In the final section, some conclusions are derived.

2. THE EFFECT OF SOCIAL CAPITAL ON PERFORMANCE

As discussed in Meyerson (1992), the relational structure of social capital
is contingent upon the strategic situation. The social capital of an executive
team contains a network (social arrangement of relationships) based on weak
nonredundant ties’ when the objective of the team is to accrue novel
information. When, on the other hand, the objective of the team is to
mobilise others to act in an instrumental way, the network is more often
based on strong redundant ties that are conducive to the mobilisation of the
external environment.



from a crisis situation. The team can come to a consensus on how to renew
strategies, and can mobilise all team members to work in the direction which
is agreed upon. Being able to reach a consensus is the comparative advantage
of the decision-talented team. However, to be able to renew ideas and
strategies, novel information is essential in giving impulses to guide the way
out of a difficult situation. In other words, the team members need to be able
to think in non-routine ways and to promote new opportunities and
possibilities. In short, they need to be able to welcome changes. In order to
promote new opportunities, members need to believe that they will gain, not
lose from possible changes. Hence, the fact that the integrated team wants to
protect the team, and that the differentiated team does not have the same
tendency (although each member is for his welfare), affects the variation of
response to changes in the two types of teams.





































































