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Abstract

English: In recent years, companies have increased their CPA, but existing scholars are still
indecisive whether it adds value to a firm and their shareholders, or not. This study investigates,
using an event-study approach, whether political board appointments are perceived positively
by investors. It further uses the underlying theory of human and social capital and tests, using
multiple regressions, if such characteristics of former politician have an effect of a positive or
negative investor reaction, focusing on political tenure, business experience and party majority.
The study tests its predictions using a sample of 51 DAX companies over a period from 2004
to 2020. The results indicate that, on average, investors do perceive political board
appointments positively by a CAR of 1.37 percent. However, this study finds no significant
evidence that neither political tenure, business experience nor party majority influence such

reactions on a significant level.

Portuguese: Nos ultimos anos as empresas tém vindo a aumentar o seu CPA, contudo os
académicos continuam indecisos se esta métrica acrescenta valor a uma empresa € aos seus
accionistas, ou ndo. Este estudo investiga, utilizando uma abordagem de estudo de eventos, se
as nomeacodes para os conselhos politicos sdo vistas positivamente pelos investidores. Utiliza
ainda a teoria subjacente do capital humano e social e testes, utilizando varias regressoes, se
estas caracteristicas de ex-politico t€ém um efeito de reacao positiva ou negativa do investidor,
centrando-se na posse politica, experiéncia empresarial e maioria partidaria. O estudo testa as
suas previsoes utilizando uma amostra de 51 empresas DAX ao longo de um periodo de 2004
a 2020. Os resultados indicam que, em média, os investidores tém uma percepg¢ao positiva das
nomeagoes no conselho politico por um CAR de 1.37 por cento. Contudo, este estudo nao
encontra provas significativas de que nem o mandato politico, nem a experiéncia empresarial,

nem a maioria dos partidos influenciem tais rea¢cdes a um nivel significativo.

Key words: corporate political activity, resource dependency theory, human and social
capital, political board appointments, DAX, cumulative abnormal return, event study,

corporate boards
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1. Introduction

In recent years, companies have increased their corporate political activities (CPA) and CPA is
a crucial part of corporations today (Lux et al., 2012). Wilson (2009) adds, in public policy, it
is highly important for corporations to communicate their views. While only 14 percent of large
firms had a former government official on their corporate board in 1973, such number has
grown to 53 percent by 1998 (Lester et al., 2008). Due to the extremely globalised trading and
business landscape, companies must engage in CPA across borders which includes a growing
number of actors in the political playing field, such as political organisations or institutional
actors (Hillman et al., 2004). Further, Hillmann and Hitt (1999) describe that governments play
an essential role in a firm’s external dependence (Pfeffer & Salancik, 1978). To reduce such
dependencies and the uncertain environment, firms engage in CPA and try to link themselves
to the government (Selznick, 1949; Pfeffer, 1972). Appointing (former) politicians can be one
of many strategies regarding CPA. A number of studies have been investigating CPA and found
inconsistent effects on firm performance: while Claessens, Feijen, & Laeven (2008), Faccio
(2006), Goldman et al. (2009), Hillman et al. (1999) and Jayachandran (2006) found a positive
impact, Aggarwal et al. (2012), Faccio (2010), Hadani & Schuler (2013) Hersch et al. (2008)
and Siegel (2007) only found an indifferent or negative effect.

To date, several studies in a variety of disciplines have investigated corporate boards (Adams
etal., 2010). One of such disciplines focuses on the relationship between corporate boards, their
performance, political connectiveness and CPA. Even though the number of scholars has grown
in recent years, politicians who become board members is a rarely explored topic by
management scholars today (Dahan et al., 2013). Further, most scholars focused on firm
characteristics and performance rather than human and social capital (Hillmann, 2005, Pascual-
Fuster and Crespi-Cladera, 2018), or investigated only North American firms (Sarkar & Sarkar,
2009; Perry & Shivdasani, 2005; Merendino & Melville, 2019). Corporate boards are extremely
important when things turn the wrong way (Adams et al., 2010) and consequently, its
composition is crucial to shareholders. Over the past years, CPA is subject to various research

studies and thus, knowledge and information is growing.

Previous scholars such as (Sarkar & Sarkar, 2009; Perry & Shivdasani, 2005; Merendino &
Melville, 2019) focused on political connections (or board appointments) and the effect on firm

performance, often using a dataset of American firms. This study investigates the effect of



political board appointments and human and social capital (HSC) in a highly developed
(German) economy, whereas Germany has the fourth largest economy (Horowitz, 2021) and
the second biggest parliament worldwide (Moody, 2019). In addition, Germany has a special,
rather complicated political system including the Chancellor, the President and the President of

the upper and lower house (Schiffer & Antachopoulos, 2009).

Because many studies focus rather on firm characteristics and performance than human and
social capital, this study aims to explore the relationship between HSC and the perceived value
of appointed politicians on corporate boards by investors, focusing on specific characteristics
and skills of such appointed politicians: namely: political tenure, business experience and party
majority. While most studies focus on the US, some studies have included Germany in their
sample, but no study focused solely on Germany before. Since political relationships differ
across countries (Faccio, 2006), this study aims to give an overview regarding the German CPA

landscape.

This study investigated 51 firms listed in the DAX (Deutscher Aktien Leitindex) from 2004
until 2020, including 821 firm-year observations and analysing 1,952 board appointments.
After thorough background checks for each appointment and controlling for confounding
events, the sample consist of 44 events of politicians being appointed as directors on the board.
Further, the researcher used an event study approach using cumulative abnormal returns (CAR)
and a market adjusted model as corresponding risk model. Further, in the regression, the
calculated CARs were used as the dependent variable while testing for three human and social
capital related hypotheses. Supporting previous research, the study has found that investors, on
average, react positively to newly appointed (former) politicians (avg. CAR = 1.37 percent).
On the other hand, this study found no evidence that politicians’ HSC — namely their political
tenure, business experience or party majority have a significant effect on the corresponding

investors response.

2. Literature Review

2.1.Resource dependency theory

All market players, especially larger firms, are highly dependent on governments and their
regulations (Hillmann & Hitt, 1999) and therefore, firms try to shape government policy using
CPA (Hillman et al., 2004). The resource dependence theory is one underlying concept that



explains such a phenomenon. In their study regarding CPA and RDT, Hillmann and Hitt (1999)
developed a model of approach, participation and strategy decisions and describe, that
governments play an essential role in a firm’s external dependence. They further point out that
governments and their decisions impact a firm’s performance, even though, in recent decades,
reducing trade barriers, deregulation and privatization were major trends (Molitor, 1977).
Public policy remains a major driver of external dependency for firms (Hillman & Hitt, 1999;

Schuler et al., 2002).

Pfeffer and Salancik (1978) describe that if governments are an essential participant in the
firm’s environment, they will engage in shaping such an environment, primarily using CPA
(Hillman et al., 2004). Both Pfeffer and Salancik’s (1978) and Thompson’s (1967) work heavily
influenced RDT and describes why links between firms and the government exist. In 1949,
Selznick showed that firms try to minimize uncertainty with linkages between themselves and
politicians (or policy makers). If a firm, when proactively creating linkages with sources of
external dependency, can reduce such uncertainty, it will further decrease transaction costs
(Williamson, 1984). In their study regarding the death of organizations, Singh, et al. (1986)
state that such actions further increase the chance of survival. Other previous scholars regarding
RDT indicate that board appointments are a primary strategy to decrease environmental
uncertainty for the firm (Hillmann et al., 2000; Pfeffer, 1972). Hillmann (2005) supports the
theory in such way that firms in more regulated industries tend to have more politicians on their

board.

2.2.CPA as a firm’s strategy

Hillman et al. (2004) define CPA as “corporate attempts to shape government policy “. Handani
et al. (2017) and Hersch et al. (2008) further contribute, that these activities are carried out
through contributions to political campaigns, lobbying, participation in associations of trade or
engagement in grass-roots mobilization efforts. They further conclude that CPA is on the rise
and of increasing importance to corporations and firms. However, Handani et al. (2017) also
found that CPA is not a one-way street towards higher firm success, but also question whether
CPA should be allowed and how it could be potentially regulated. Today, scholars have found
several factors why firms increase their CPA (Lawton et al., 2013; Lux et al., 2011), but are yet
indecisive whether these CPAs deliver a positive return (Aggarwal, 2012; Cooper et al., 2010;
Mellhai, 2015). Lux et al. (2011) further point out that the market strategy of a firm has an

impact on the political landscape (non-market environment). In their work, Pigott and



Williamson (1979) investigate CPA and mention the increase of companies which push into
CPA. According to Shepeleva (2020), companies invest into CPA to extend their influence on
government decision making processes and regulations and points out, that especially firms in
regulated industries try to engage in CPA. In addition, Shaffer et al. (2000) study empirically

suggests the importance of CPA on firm performance.

However, CPA is not favourable for all firms and that the amount of CPA is depending on
factors such as financial resources, firm size and their dependency on government (Hillman et
al., 2004). According to Boddewyn and Brewer (1994), Keim and Baysinger (1988), and
Masters and Keim (1985), firm size does matter, and larger firms are indeed more politically
active. Wilson (2009) also found a modest positive relationship between large corporations and
the engagement in CPA. While Meznar and Nigh (1995) and Blumentritt (2003) both establish
two different types of CPA, proactive and reactive, “buffering” and “bridging” respectively.
Hillman et al., (2004) however argue, that this relationship is two sided since both parties have

the ability to influence each other.

In their study focusing on politician-directors and heavily regulated as well as less regulated
industries, Hillmann & Hitt (2005) develop two different approaches to CPA: a) the relational
approach, focusing on long-term relationships and b) the transactional approach, which focuses

on immediate outcomes and is rather issue specific.

2.3. Politicians as board directors and boards as political strategies

Traditional scholars investigating corporate boards split the work of board member in three
different categories: monitoring, resource provision and a strategy role (Fama & Jensen, 1983;
Pfeffer & Salancik, 1978). The first category “monitoring”, originated in the agency theory,
refers to a board members ability to monitor and control the executive directors and
management (Fama & Jensen, 1983). Further, “resource provision”, connected to the RDT,
refers to a board members’ ability to provide rare resources to firm, e.g., social ties with external
parties, building networks, reputation, and legitimacy (Pfeffer & Salancik, 1978). Resources of
corporate boards relate significantly to firm performance (Hillmann, 2005), while legitimacy
can be increased by corporate boards (Bazerman & Schoorman, 1983; Daily & Schwenk, 1996;
Selznick, 1949) as well as having directors as advisors and counsellors improves firm
performance (Westphal, 1999). Further, information obtained by board members are linked to

performance as well (Haunschild & Beckman, 1998). Hillmann (2005) describes politicians
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have crucial knowledge on government processes and regulations. Thirdly, the “strategy role”
relates to the board members ability of decision-making, formulating a company’s strategy as
well as setting and controlling a company’s strategic direction (Forbes & Milliken, 1999).
Keim & Baysinger’s (1988) study can be seen as a starting point regarding CPA and the
implications of public policy decisions for firm strategy. Further, firms can play an active role
in shaping public policies and interfere with the government through CPA (Salamon &
Seigfried, 1977).

To exchange any information between firms and policy makers, the former have to engage in
CPA. An appointment of a former politician to the board of directors can be one strategy to
increase the information flow between corporations and policy makers (Hillmann, 2005), while
other strategies of CPA include lobbying, supporting politicians or parties, or the payment of
travel expenses (Hillmann & Hitt, 1999). Several scholars describe the concept of the political
arena as a marketplace of exchange, including normal demand and supply theory (e.g., Hillman
& Hitt, 1999; Hillman & Keim, 1995; Schuler et al., 2002). Firms cannot only obtain
information about ongoing political decisions, which are usually expensive to access (Hillmann
et al., 1999), but can also, as mentioned earlier, influence such decisions and its processes

(Hillmann, 2005, Pfeffer, 1972).

2.4. Human and social capital

Upper-echelon theory assumes that executives' prior experiences and interpersonal networks
influence their current behaviour (Finkelstein & Hambrick, 1997; Hambrick & Mason,1984).
Boyd (1990) describes that firms should appoint “resource rich directors”. Further, Hillman &
Dalziel (2003) add that a board’s resource provision function relies on the human and social

capital of board directors.

Human capital includes an individual’s expertise, their experience, knowledge, reputation as
well as hard and soft skills (Coleman, 1998 & Becker, 1964), while social capital is described
as “the sum of actual and potential resources embedded within, available through, and derived
from, the network of relationships possessed by that individual” (Nahapiet & Ghoshal, 1998).

Skills and experiences by a board director are an essential part of their human capital as well
(Johnson, et al., 2013). In their study, Johnson et al. (2013) constructed seven different

categories of a board directors’ human capital: 1) industry experience, 2) experience as CEO,
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3) venture capital experience, 4) financial expertise, 5) experience with specific activities, 6)
human capital heterogeneity and 7) organizational tenure.
Kor and Sundaramurthy (2009) point out that previous industry working experience of board

directors has an influence on information flows and can ultimately impact a firm’s sales growth.

Burt (1997) defines social capital as the access to useful information and expertise through their
internal and external network. Coleman (1988) adds that social capital is built upon resources
the board director can reach through his personal relationships and networks, which
corresponds to the study of Pfeffer & Salancik (1978), mentioning resource provision as one of
the three major tasks for board directors. Government dependent firms are interested in
recruiting outside directors who have a political link or are former politicians (El Nayal et al.,
2019; Hillmann, 2005). Johnson et al, (2013) provide three different categories of social capital
in their study regarding board composition: 1) ties to other firms', especially those, where they
are currently employed, 2) personal relationships and affiliations, including buyer/supplier
relationships or the state of “owning” something to somebody, which could compromise their
independence and 3) social standing in the form of status, prestige or stigma of board directors.
Westphal & Bednar (2005) even found that directors, who involved in friendship ties, have a
higher ability to express their concerns with the strategic direction of the firm or its strategy.
According to Carpenter and Westphal (2001), the social capital of a board director impacts the
advice and counsel given to the firm, while Oh et al. (2006) add, that it also influences their

ability to make decision and its underlying processes.

Lester et al. (2008) find evidence that of a positive relationship between a politician’s tenure
and their likelihood of following an appointment on a corporate board. According to their study,
each additional year in government service increases the likelihood of joining a corporate board
by 3.9 percent. Specifically, previous experience and networks of executives affect their current

actions (Lester, et al. 2008 & Hambrick, 2007).

3. Hypotheses development

Although several scholars have posited that politician-directors are generally likely to help

create value for the firms they are appointed to, the magnitude of such value-creation is likely

! Governments can act as employers as well. Politicians do enter corporate boards also during their political
tenure.
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to vary across appointments. Prior studies have focused on how different firms (e.g., regulated
vs non-regulated) are likely to benefit differently from appointments, but less studied is how
these benefits are also contingent on the characteristics of the specific politician being

appointed.

Following prior research on human and social capital, this thesis predicts that politicians with
higher levels of HSC are likely to bring greater benefits to firms and thus generate higher
(perceived) value. While some researchers distinguish between human and social capital (e.g.,
Florin et al., 2003), this study follows previous scholars (Coleman, 1988; Nahapiet & Ghoshal,
1998; Lester et al., 2008) who noted that the two are difficult to separate theoretically and
empirically. In the next section, three dimensions of politician-directors’ human and social

capital are hypothesized.

3.1. Political tenure

A firm gains a distinct set of skills and resources from outside directors (Kosnik, 1990). Lester
et al., (2008) refer to the directors’ depth of HSC, related to the magnitude of its expertise, skills
and social networks their possess. Political tenure illustrates each former politician's network
of contacts that, if appointed, he or she adds to the firm. It's a crucial component since the larger
a former politician's network is, the more resources they can bring to service and link businesses
with the outside world, as well as sharing information. Political tenure and knowledge about
public policy, legitimacy, governmental and legislation decision making process as well as
access to key decision makers appear to be positively related (Cannella and Paetzold, 2000).
As Carroll & Hall (1987) mention, having a former politician or "government insider"
appointed to the board can lower the transaction costs of obtaining political information and/or
give greater access and/or influence with current government leaders. McEnrue (1988) and
Mills (1958) argue, there is a link between an employee's overall duration of service and
recruiting, retention, and promotion decisions. Individuals with the most expertise and
influential networks are more beneficial to firms than individuals without these networks,
according to a key principle of these studies. A higher number of years of service in the
government (or being an elected politician) results in better knowledge of all government’s
regulation, processes, and systems, which ultimately influence the quality of advice and counsel

given to the corporation (Hillmann, 2005).
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Further, previous scholars found a positive link between legitimacy and firm performance
(Bazerman & Schoorman, 1983, Daily & Schwenk, 1996), as well as advice and counsel and
firm performance (Westphal, 1999). While appointing a (former) politician can have a
performance incentive (Hillmann, 2005), it can also have a signalling effect towards external

stakeholders, if such directors enjoy a certain level of reputation, respect and status (Certo,

2003).

Hypothesis 1. Politician-directors’ tenure in politics will be positively associated with investor

reactions to their appointment on corporate boards.

3.2. Business experience

Kor and Sudararmurthy (2009) found in their study that previous management experience can
“have additive and interactive effects”. They further explain why outside directors’ business
experience may shape their ability to monitor and advise management. Similar, other previous
scholars suggest that an outside director’s professional experience prior to a board appointment
can be good indicators of their human capital (Bailey & Helfat, 2003; Carpenter & Westphal,
2001; Certo, 2003). In addition, social capital is also created by the previous and current
professional experiences of outside directors (Certo, 2003; Hillmann & Dalziel, 2003).
Beckman & Haunschild (2002) and Hillman & Dalziel (2003) further describe that multiple
board memberships can increase their connectivity. Kor and Sudararmurthy (2009) add, that
through business experience or several board memberships, directors develop a general director
human capital, dealing with a variety of strategic and governance issues. Many companies
appoint former, powerful CEOs to their board, followed by analysts, prominent financiers,
economists, hedge fund manager or university professors (Sonnenfeld, 2002). While scholars
are indecisive whether multiple board memberships benefit the company and its performance
(Harris and Shimizu, 2004), previous business experience is constantly considered as valuable.
Ferris et al. (2003) even suggest that the market for board members is linked to their prior

performance as a director or executive.

Hypothesis 2. Politician-directors’ business experience will be positively associated with

investor reactions to their appointment on corporate boards.
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3.3. Party majority

Lester et al. (2008) indicate in their study that the likelihood of a politician joining a board
increases when his/her former party is currently holding the majority (or leading the coalition)
in government. Because changes in the control of the government are often connected to policy
changes, a politician’s value can increase or decrease subsequently. A change of government
can imply a new policy environment, focusing on new laws and regulations to shape their own
agenda (Sissel, 2007). If a firm, through a former politician and board member, had access to
specific information or expertise, such access is decreasing sharply after a governmental
change. Lin (2001) argues that next to interpersonal relationships, resources derived from such
relationship are also part of a person’s network. If a former politician’s party changes from
being the leading one to the one with less power or even being in the opposition, the former

politicians network decreases.

Hypothesis 3. Politician-directors party majority will be positively associated with investor

reactions to their appointment on corporate boards.

4. Data & Methodology

To date, several studies in a variety of disciplines have investigated corporate boards (Adams
et al., 2010). One such discipline focuses on the relationship between corporate boards, their
performance and CPA or political connectiveness. This study investigates politicians who are

appointed to the board and their corresponding human and social capital.

In order to investigate political board appointments and its investor reactions, reliable
information regarding board composition, the actual time of each appointment and their
curriculum vitae is needed. Each board member required a background check whether a
political connection exists or was existing. Due to Germanys high disclosure requirements
introduced by the BaFin, the required information regarding board composition was extracted
through each company’s annual reports. The study focused on the companies listed in the DAX,
throughout the period from 2004 to 2020, to ensure a sufficient number of political events.
Goldman et al. (2009) add, that having politicians as board members is more common in larger
firms. In total, the sample consists of 51 firms, 821 firm year observations and 1,952 board

appointments. The sample only includes companies listed at least one year in the DAX and two
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years on the stock market, which requires them to publish an annual report and as Paruchuri &

Misangyi (2015) have highlighted, is an important factor for a successful event study.

After the data was gathered, background checks of each appointed board member were carried
out, using Bloomberg Businessweek, Frankfurter Allgemeine, WhoisWho, ReutersPeople and
company information.

In this study, former politicians were categorized between executive and legislative roles in
three scopes: 1) supranational, 2) national and 3) local, while also taking senior civil servants

into account (e.g., secretary of state).

4.1. Event Study

As this study follows an event study methodology, all political board appointments needed to
be considered. As McWilliams and Siegel (1997) point out, a long event study window
increases the difficulty for confounding events. This study uses a three-day event window (-1,
+1). Depending on the type of event, the event window can range from one day to multiple days
(MacKinlay, 1997). After checking for confounding events, this study found such events for 38
percent of the firms in the original sample (original sample: 71 events). This is in line with other
scholars (Meznar et al., 1994). While other studies not always clearly indicate whether they did
control for confounding events (McWilliams and Siegel, 1997), this study eliminated events
when coinciding with ones such as earnings reports, debt issuance or repayments, dividends, or
other possibly market moving board announcements. As McWilliams and Siegel (1997)
mention, “the inference of significance relies on the following assumptions: (1) markets are
efficient, (2) the event was unanticipated, and (3) there were no confounding effects during the
event window”. The efficient market hypothesis is addressed by various scholar, but Bromiley,
Govekar, and Marcus (1988) provide a good overview of such area. Similar to McWilliams and
Siegel (1997), this study used the market adjusted model (MAM) as the risk model, where
abnormal returns are defined as the difference between a stock’s daily return and its

corresponding country market return, assuming = 1.

4.2.Model construction and data analysis

To test the three political-level hypotheses, the researcher chose to construct a multiple linear
regression model. The assessed dependent variable is cumulative abnormal return (CAR).
Regarding the analyses, the researcher conducted multiple regression analysis using Stata. Hair

Jr. et al. (2014) mention that many researchers have utilised a regression analysis for detecting
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correlations between multiple independent variables and a dependent variable. Because this
study only uses one dependent variable, one distinct regression, including several models, was

run.

4.3. Dependent variable

Scholars investigate corporate announcements and changes, such as director nominations to the
board of directors, mergers, or acquisitions between two or more companies that affect
corporate securities, at a magnitude that reflects investors' estimates of the economic value of
the event (MacKinlay, 1997). Due to the lack of CPA measurements, previous scholars used
event studies to investigate CPA activity (e.g., El Nayal et al., 2019; Hillman et al., 1999), such
as political board appointments, because it is a method which reflects the direct response of
investors (Arya & Zhang, 2009). Since the actual event date is crucial to the quality of this
study, several actions were taken to find the correct date. After identifying all board members
relevant for this study, LexusNexus was used to find the earliest announcement date. This was
further verified by investigating relevant German and international newspaper (Financial
Times, Bloomberg, Siiddeutsche Zeitung, die Welt, Frankfurter Allgemeine etc.). As already
mentioned in the chapter model construction and event study, this study excluded all
appointments which coincided with confounding events in their event window, respectively.
firms, which were less than two years publicly listed, were excluded from this study. Such
companies do not have the same disclosure requirements and access to financial and firm

specific information cannot be ensured.

4.4.Independent variables

4.4.1. Political Tenure
As described by Lester et al. (2008), the depth of politician directors’ HSC in this study was
measured by summing up the number of years each appointed board member served within the
government, irrespective of the type of position (i.e., supranational, national, or local). The
same sources for investigating the past of each politician were used to measure their political
tenure. If a political break was existing, this period was excluded, while an overlap of positions
was not counted as double. As per hypothesis 1, the expectation is that politicians with longer

political tenure are more valued by investors than politicians with a shorter political tenure.
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4.4.2. Business Experience
This study followed the same method as the ones used to examine the background of an
appointed board director, searching for previous experience in management roles. This variable
was operationalized as a dummy that took the value of ‘1’ if the appointed board member had
management experience (C or C-1 level) and ‘0’ otherwise. As per hypothesis 2, the expectation
is that politicians, who had prior business experience to their board appointment, are more

valued by investors than politicians with no prior business experience.

4.4.3. Party majority
Hypothesis 3 states that if the appointed politician’s party is currently not the one holding the
majority, the politicians value decreases (Lester et al., 2008). To measure this effect, this study
used a dummy variable of whether the political party of the appointed politician was in power
at the time of the appointment or not. This study only used the leading party (or the party leading
the coalition) at the time of the appointment. Although other research has focused on
oppositions rather than the party majority, this study’s H3 focuses on the investors’ response in
relationship to the strength of the politician’s former party. As per hypothesis 3, the expectation
is that politician-directors whose former party is currently the leading party in the government,
are more valued by investors than politicians who are or were member of a party that is currently

not the leading political party.

4.5. Control variables

According to Dang & Li (2018), a firm’s performance is either measured using the Tobin’s Q
or the Return on Assets. Further, this study used the Tobin’s Q as a proxy for performance, as
suggest by different scholars (Bhagat & Bolton, 2009; Jackling & Johl, 2009; Yermack, 1996).
Dang and Li (2018) mention in their study that out of 89 academic articles, 47 use total assets
as a proxy for firm size, while only 20 use market capitalization. The study of Masters and Keim
(1985) shows that firm size does matter, and larger firms are indeed more politically active,
which is why this study added firm size as a control variable (logarithm of total assets). Dang
& Li (2018) further indicate in their study, that firm size has a positive effect on outside
directors, implying that larger firms tend to hire more outside directors than smaller ones. As
mentioned by Dalton et al (1998) and Hillmann (2005), firm size is “used as a control variable

due to its association with firm performance (and governance)”.
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Additionally, board size was included as a control variable to reflect the relative effect of
politicians on the board (Edwards, 1994, Hillmann, 2005) and because previous scholars linked
such variable to improved firm performance (Dalton et al., 1999). Duration since office reflects
the time in years each government official is not active anymore. This is an important control
variable since Lester et al. (2008) have found, that their value of human and social capital
deteriorates over time, especially in the first year after leaving the office. Several studies have
found differences in stock performance during the financial crisis compared to other years. To
test for such an extraordinary event, the dummy variable financial crisis was included. The

study used ‘1’ if the appointment happened between mid 2007 and early 2009 and ‘0’ otherwise.

Previous scholars illustrate that firms originated in different industries engage in different
strategies of political board appointments. Hillmann (2005) found that companies from heavily
regulated industries, on average, hire a higher number of ex-politicians than ones originated in
less regulated industries and describes a difference between industries. Therefore, industry was
used as a control variable, using the official two-digit SIC industry codes. El Nayal et al. (2019)
found a relationship between a firm’s CAR and financial dependence. To control for such firms,
we included Firm leverage as a control variable (Pfeffer, 1972). Firm leverage was calculated
by dividing a firm’s total debt by a its total capital. State-owned companies may act differently
when it comes to board appointments, while politicians can also be appointed as an owner’s
representative, because the state as a shareholder has the right to appoint (Vagliasindi, 2008).
Therefore, state ownership was included as a control variable. A firm was considered state
owned if the government was among the top 5 shareholders, using a dummy variable (‘1” if
state owned and ‘0’ otherwise). Lastly, the study included control variables to see the effect of
the politician’s level of service (Supranational, national, and senior civil servant), where this
study considered the highest position the politician-director was active in, again using a dummy

variable (‘1’ if the politician had an appointment at such level, ‘0’ otherwise).

5. Results

5.1. Descriptive statistics and correlation

The descriptive statistics and correlations are illustrated in Table 1.

Throughout the sample (N = 44), political board appointments at firms in 13 different industries

happen. Both transportation equipment (SIC code: 37) and communication (SIC code: 48) were
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with 18 percent the largest industries in the sample, followed by electric, gas and sanitary

services (SIC code: 49) with 11 percent.

The variance inflation factor (VIF) test is a widely accepted method to validate studies

regarding multicollinearity (Craney & Surles, 2002; Menard 2001). Scholars are indecisive

about a general cut-off point. While some mention ten as a reliable measurement (Meyers et

al., 2017; Vittinghoff et al., 2017), others suggest five as the general cut-off point, stating that

VIF-test scores above five are a cause for concern, while scores above 10 indicate a serious

collinearity concern (James et al., 2017; Menard, 2001). The highest VIF scores obtained by

this study were 3.89, 3.66 and 2.28, corresponding to the variables local, senior civil servant

and board size respectively, indicating no issues regarding multicollinearity (Kutner et al.,

2005; James et al, 2017; Menard, 2001).

Table 1: Descriptive Statistics and correlation matrix

Variable Mean I;Zi Min Max (1) 2 @ @ G @© @O @ O @0 a1y @12 @3 (14 @15 (16

(1) CAR 0.01 0.04 -0.04 0.16 1.00

(2) Political tenure 14.09 7.68 0.00 32.00 0.04 1.00

(3) Business experience 0.52 0.51 0.00 1.00 -0.01 0.14 1.00

(4) Party majority 0.32 0.47 0.00 1.00 0.08 0.14 0.26 1.00

(5) Supranational politician  0.23 0.42 0.00 1.00 0.02 0.09 0.30 0.33 1.00

(6) National politician 0.11 0.32 0.00 1.00 -0.09 0.43 0.20 -0.09 -0.19 1.00

(7) Local politician 0.34 0.48 0.00 1.00 0.08 -0.17 -0.27 -0.08 -0.39 -0.26 1.00

(8) Senior civil servant 0.32 0.47 0.00 1.00 -0.04 -0.21 -0.13 -0.15 -0.37 -0.25 -0.49 1.00

(9) Duration since office 1.96 3.90 0.00 17.00 -0.13 0.02 0.34 0.10 0.09 0.19 -0.33 0.12 1.00

(10) Industry 5.57 3.43 0.00 12.00 -0.03 0.10 0.20 0.20 0.36 0.11 -0.38 -0.01 0.21 1.00

(11) Financial crisis 0.23 042 0.00 1.00 0.17 -0.01 -0.13 0.10 0.22 -0.02 -0.05 -0.14 0.04 -0.19 1.00

(12) Firm performance 0.71 045 0.11 2.83 -0.19 -0.22 0.02 -0.05 0.08 -0.11 -0.05 0.06 0.03 -0.02 -0.12 1.00

(13) Firm leverage 0.53 0.21 0.04 0.94 0.01 0.09 -0.04 -0.07 -0.11 0.17 -0.04 0.02 -0.22 0.34 -0.01 -0.28 1.00

(14) Firm size 18.07 1.62 14.47 21.00 0.01 0.12 -0.17 0.04 -0.19 0.03 0.09 0.06 -0.11 0.14 0.09 -0.53 0.56 1.00

(15) Board size 19.25 3.13 6.00 22.00 0.22 0.16 -0.31 -0.18 -0.31 -0.21 0.39 0.02 -0.46 -0.39 0.03 -0.20 0.18 0.24 1.00

(16) State ownership 0.61 0.49 0.00 1.00 0.25 0.15 -0.29 0.04 -0.46 -0.16 0.28 0.24 -0.31 -0.17 -0.02 -0.20 0.24 0.24 0.55 1.00
Note: N = 44.

5.2. Regression results

Through the event study it became apparent that, on average, a political appointment generates

a positive cumulative abnormal return (1.37 percent) and is statistically significant p = 0.031,

(» < 0.05). Even though the discussion whether CPA is or is not beneficial to a firm remains

ongoing, we expected a positive relationship between a (former) politician appointed to the

board and the corresponding investors response. The results illustrate that investors, on average,

react positively to political board appointments.
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Table 2: Regression output

(1) (2) (3) 4) (5)
Variable

National politician -0.01 -0.00 -0.01 -0.01 -0.00
(0.02) (0.03) (0.02) (0.02) (0.02)

Local politician -0.00 -0.01 0.00 -0.00 -0.00
(0.03) (0.02) (0.03) (0.02) (0.03)

Senior civil servant -0.01 -0.01 -0.00 -0.01 -0.01
(0.02) (0.03) (0.03) (0.02) (0.02)

Duration since office -0.00 -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

Financial crisis 0.02 0.02 0.02 0.02 0.02
(0.03) (0.03) (0.03) (0.03) (0.03)

Firm performance -0.02 -0.02 -0.02 -0.02 -0.02
(0.02) (0.02) (0.02) (0.02) (0.02)

Firm leverage -0.01 -0.02 -0.02 -0.01 -0.02
(0.05) (0.05) (0.05) (0.05) (0.05)

Firm size -0.00 -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Board size 0.00 0.00 0.00 0.00 0.00 ¥
(0.00) (0.00) (0.00) (0.00) (0.00)

State ownership 0.02 0.02 0.02 0.02 0.02
(0.02) (0.02) (0.02) (0.02) (0.02)

Political tenure -0.00 -0.00
(0.00) (0.00)

Business experience 0.01 0.01
(0.01) (0.01)

Party majority 0.00 0.00
(0.01) (0.01)

Constant 0.06 0.06 0.05 0.06 0.05
(0.09) (0.09) (0.10) (0.09) (0.11)

R2 0.16 0.16 0.17 0.16 0.17

Note: Robust standard errors are in parentheses. N = 44. CARs (cumulative abnormal returns) calculated over a 3-
day event window [-1, 0, +1]. Industry effects included but not reported.
i p<0.001, ** p<0.01, * p<0.05, T p<0.10
Variable supranational was omitted due to multicollinearity.

As illustrated in table 2, Hypothesis 1 (political tenure) which suggests that there is a positive
relationship between the politician’s tenure and investors response receives no support in this
study. This study finds no significant evidence of such relationship, the model even suggests a
slight (non-significant) negative impact of political tenure on the perceived value on investors
(B=-.0004). Although both, models 1 and 4 show a slightly negative relationship between those

two, there is no significant evidence to support hypothesis 1.

Hypothesis 2 (business experience) suggests that there is a positive relationship between a

politician who has previous business experience and the corresponding investors response. This
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finding is consistent with previous scholars, indicating that previous business experience has a
positive impact on investors ( = 0.0089), although being not significant in both, model 2 and
4.

Hypothesis 3 (party majority) suggests that there is positive relationship when the politician’s
former party is currently holding the majority in the government and the corresponding
investors response. Consistent with expectations, this study found a slightly positive
relationship between the politician’s former party holding the majority and the investors

response, while being statistically insignificant (f =.0013), supported in both, model 3 and 4.

Overall, the regression models show no evidence that neither political tenure, business
experience nor party majority have a significant impact on the investor’s response, disregarding
a positive or negative effect. However, this study shows evidence that there is a trend towards

a positive relationship between board size and the investors response (f = 0.0021, p = 0.09).

Even though this study chose a very narrow event study time frame and did control events for

confounding events, various factors could influence the movement of each stock’s price.

6. Discussion

Existing literature has documented conflicting findings regarding the impact of CPA (including
political board appointments) on firm performance, with Hadani, Bonadi & Dahan (2017)
arguing that CPA is not a one-way street. This study examined 44 political board appointment
events by 51 DAX companies between 2004 until 2020, and found evidence that in Germany
however, investors do appear to appreciate the appointment of politicians to corporate boards.
On average, appointing a politician to a board generates a CAR of 1.37 percent with statistical
significance of p < 0.05. This study’s results confirms that there is positive value for investors
appointing a former politician to the board, which supports previous scholars (e.g., Hillman,
2005 and Hillman et al., 1999). While Germany scores 80 out of 100 points on the corruption
perceptions index (CPI) and ranks on the 10th place out of 180 countries, other studies have
found a relationship between a country’s CPI and the perceived value of a former politician (El
Nayal et al., 2019). One unanticipated finding was that the CAR of 1.37 percent ranks higher
than in a country with a lower CPI (Ouro, 2020). Although Germany has a comparably high
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CPI, this study shows, there is a positive relationship between political board appointments and

investors response, implying that investor’s still value politicians as board members.

Contrary to expectations, this study did not find significant evidence that politician level
attributes of human and social capital, i.e., politician’s tenure, previous business experience or

party majority, has an influence on the perceived value of investors.

With respect to Hypothesis 1, this study found a non-significant negative relationship between
a politician’s tenure and the corresponding investors response. While the mean of the sample
shows a 14-year political tenure, 75 percent of all politicians in the sample (n = 44) were serving
the government for ten or more years. On the other hand, only 10 percent of the sample have
had a political tenure of three years or less. This number may explain the non-significant result
since almost all appointed politicians have a relatively long political tenure. A possible
explanation may be the type of position each politician held throughout his political career. A
20-year political tenure at a local position may not be considered the same value as a three-year
political tenure at international or national level-and therefore, according to this study, political
tenure is not a significant driver of the perceived value by investors. Another explanation could
be the importance of the department the politician was serving in (ministry of finance vs.
ministry of agriculture) and long political tenure can imply that the politician is a rather
generalist than an expert in a field, while serving 10 (or more) years for the government. The
variance (v = 59) and high standard deviation (¢ = 7.68) may further explain why non-

significant results were obtained in this study.

Additionally, such non-significant results may be explained using the agency theory. Previous
scholars suggest that the most important function of corporate boards is protecting the interests
of shareholders (principals) against the actions of a firm’s management (agents) during their
legislation (Bainbridge, 1993; Miller 1993). However, if politicians developed, throughout their
political tenure, a strong societal welfare mindset, it could create agency-problems and
investors may be uncertain on how to react to political board appointments. In addition, agency
theory on CPA indicates that board members can behave opportunistically, pursuing their own
interests and use a firm’s resources for such actions (Marcus & Mackuen, 1993; Hutchings,
2011). El Nayal et al. (2019) assumes that investors value politicians as board members, but

only if monitoring capabilities of the board do not deteriorate.
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With respect to Hypothesis 2, this study’s results indicate, on a non-significant level, that there
may be a slight positive relationship between a politician’s business experience and the
investor’s response. An explanation for such non-significance may be the importance of the
industry in which the politician has his prior business experience, while this study only
controlled for the industry from a firm’s perspective. One could argue that overall management
skills are valuable when being appointed as a board member, however, to monitor companies,
industry knowledge is an important attribute when looking at board performance, which is
ultimately perceived positively or negatively by the investors (Sonnenfeld, 2002). The study
indicates that out of all politicians (n = 44), 23 do have business experience prior to joining the

board. Therefore, the sample is close to being equally distributed.

Further, business experience may be more valued in the long run, when the politicians and their
inside information become less valuable and actual governing skills become more valuable
(Tahmincioglu and Wenger, 2019). Therefore, it might be interesting to track the performance
in the long run, even though an event study might not be the ultimate method to do so. Since
Germany has a relatively high CPI, one explanation when comparing this study to previous
research could be the country difference, supported by Faccio (2006) who describes that
political relationships differ between countries. Since most studies focus on other countries,
especially the USA, further research must go into political board appointments in countries with
a high CPI, testing different hypothesis. Another possible explanation for the non-significant
results may be that specific business experience is valued by investors, depending on the
diversity of experiences and backgrounds of the current board, but not general business
experience. Bin Khidmat et al. (2020) describe in their study that board diversity has a positive,

significant effect on firm performance.

Finally, with respect to Hypothesis 3, as in the previous discussions, results indicate a non-
significant positive relationship between the politicians” party majority at the time of
appointment and investors response. As previously mentioned, several factors may influence
this study and its result to be insignificant. This study finds no evidence that politician’s former
party, being the leading party, has influence on the corresponding investor response.
Surprisingly, the study found that in the sample (n = 44), only 32 percent of the politicians
appointed had their former party as the leading one. If we investigate further, it may become
less surprising: SPD politicians, in our sample, account for 48 percent of all appointed

politicians (Overall, democrats account for 59 percent of the sample). However, Angela Merkel
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and her party, the Christian-democrats (CDU), were the leading party throughout the period
2005 until 2021 (Hassel, 2021), which accounts for three quarters of the period (2004 — 2020),
this study investigated. On the other hand, the social-democratic party (SPD), in this study,
were only leading from 2004 until 2005 (Bitter, 2005).

It is somewhat surprising that (former) SPD politicians account for 48 percent of all board
appointments, while their biggest “rival”, the CDU, only accounts for 18 percent of all board
appointments in this study. One may assume that conservative politicians have a higher
likelihood joining corporate boards, because corporate lobbying expenditures (or CPA)
increased during a republican/conservative presidency (Mehrens, 2020). Referring to H3, it is
important to notice that 65 percent of all (former) politicians in this sample got appointed to a
corporate board during their service or within the year their service was ending, while previous
scholar focused on board appointment of former politicians (Hillmann, 2005). This result finds
support by Lester et al. (2008), who found that the likelihood of the politician being appointed
increases in the first year after their resignation but declines significantly after the first 12

months.

Further, the results indicate that board size does have a positive effect on the investors response.
Khidmat et al. (2020) describe in their study that board diversity has a positive, significant
effect on firm performance. As Handani et al. (2017) describe, CPA is not a one-way street
towards higher firm success and question whether CPA should be allowed and how it could be
regulated, especially if a large number of politicians join corporate boards during or within one

year after their service.

Finally, even though several variables and their corresponding p-values were close to 0.1 (0.05),
it is important to notice that this is no support for the research thesis (Hewitt et al. 2008), while
p-values of 0.045 and 0.055 would indicate similar evidence (Gelman & Stern, 2006).

However, as the ‘file drawer phenomenon’ indicates, studies with significant results will be
published more often than ones with non-significant results (Miller-Halegoua, 2017), this study
will have its important impact on the CPA research landscape and can be used as a starting

point, especially in countries with a high CPI.
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7. Future research and limitations

The results of this study presented regarding political board appointments and firm performance
open several promising research directions. As this study found no evidence for positive or
negative investor’s response regarding a politician’s tenure, previous business experience or
party majority, future research could focus on different human and social capital attributes of
political directors or expand the study on a larger scale, such as El Nayal et al. (2019).
Limitations for future can be considered the access to data, since until now, no international
database exists. Researchers have to gather the data manually for studies focusing on political
board appointments, which is limiting such field due to the extensive time used for the research

arca.

While most of the existing scholars carried out quantitative studies, it would be further
interesting to explore qualitative studies focusing on which factors are actually of value to
investors. One method to carry out such an exploratory study could be through a survey sent to
various investors or a large number of expert interviews, focusing on large asset management
companies or hedge funds who control board seats at various companies, including different

industries.

For being originally limited to only three months, this study investigated a large period (2004
—2020) but lacks the international exposure since data collection in the field of political board
appointments had to be done manually. The research choice was to only include publicly listed
companies at the DAX. Faccio (2006) adds that political relationships differ between countries.
Even though the focus on this study to develop a deeper understanding of the human and social
capital of political directors regarding German investors’ response, being limited to Germany
makes these findings less generalisable, but opens for future research in the area of political
board appointments. To significantly validate whether such factors (political tenure, business
experience and party majority) have an effect, it will be beneficial to increase the sample size,
suggesting expanding it to various countries. Further, investigating in a more heterogeneous
political environment (regarding party majority) will be beneficial to the outcome of the study,
since the political party “CDU” was elected the majority party from 2005 until 2020 (Hassel,
2021). Since investors are critical about a board members’ monitoring or control skills, it might
be interesting to see which (former) politicians have such skills and where those were

developed.
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Further, this study was limited to data from public companies only, while a lot of politicians
join boards of smaller companies or those, who are not publicly listed. Especially national or
local politicians join boards of regional companies, such as airports, trade affairs/Expos or

regional banks, who all rely on government regulations and decisions (Scheer, 2013).

8. Conclusion

For decades, researcher have investigated CPA and political board appointments, their
influencing factors and underlined the importance of such research area. Previous research
findings are inconsistent regarding whether CPA adds value to a firm or not. Claessens et al.
(2008), Faccio (2006), Goldman et al. (2009), Hillman et al. (1999) and Jayachandran (2006)
find that CPA has a positive impact on firm performance, while Aggarwal et al. (2012), Faccio
(2010), Hadani & Schuler (2013) Hersch et al. (2008) and Siegel (2007) find an indifferent or

negative effect.

This study attempted to better understand if political board appointments are valued by
investors and whether human and social capital (namely: political tenure, business experience
and party majority) have a dominant effect on investor responses. For this purpose, this study
analysed 51 companies, listed in the DAX, throughout a period from 2004 until 2020. After
identifying all board appointments during this period, investigating each one’s background, past
experiences and checking for confounding events, the study found a final sample of 44 events
including a dropout rate of 38 percent from the original sample size of 71 events. Further, an
event study and a following multiple regression analysis provided valuable insights on the
perceived value of political board appointments on investors. At first, the results indicate that,
on average, political board appointments are perceived positively by investors (avg. CAR =
1.37 percent), but political tenure, business experience and party majority have no significant
effect on such investor’s reactions. It is important to note that board appointments of (former)
politicians is only one of many CPA’s a firm can engage in. The study however finds that board

size does have a significant positive relationship towards firm performance.

To sum up, this study contributes to the existing literature, supporting previous studies
indicating a positive relationship between political board appointments and investor’s response.
While scholars in the CPA research area are still indecisive regarding CPA and firm

performance, this study finds, through its event study, a relatively high CAR in connection to
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political board appointments. However, the outcomes of this study indicate that factors
influencing such responses are not yet sufficiently researched among CPA literature and need
further investigation, while this study finds no significant effect for human and social capital
factors political tenure, business experience and party majority. If such appointments effect

firm performance in the long run remains a well discussed topic within the CPA literature.
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