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Abstract
Research Summary: Director retention is a common

practice during acquisitions, whereby the acquiring

firm adds at least one director from the target onto its

board. Despite the regularity of the phenomenon, little

is understood about the post-acquisition financial

implications of director retention. In this exploratory

study, we investigate the financial impact (via long-

term investor value appropriation) of director retention

in a sample of acquisitions among publicly traded

firms. Our empirical analyses consistently illustrate

negative financial ramifications of director retention

for the acquiring firm across multiple analytic models,

time horizons of performance, and samples. We delin-

eate implications for research on boards of directors

and acquisitions, and we offer preliminary theoretical

logic and empirical analyses for future scholarship to

elucidate the mechanisms driving antecedents and out-

comes of director retention.
Managerial Summary: Despite the prevalence of

director retention—a practice where an acquirer adds at

least one director from the target onto the board of the

ongoing firm—research on the topic is equivocal about

the financial implications of this practice. We argue this

is a crucial oversight because new directors can have an

incredible influence on the trajectory of the firm and its

subsequent performance, a fact that is particularly true
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in the turbulent post-acquisition period. In our study, we

empirically examine the impact of director retention on

post-acquisition performance. Across multiple analyses

and time intervals of performance, we consistently find

that director retention is negatively associated with the

performance of the acquiring firm. Accordingly, our find-

ings suggest that acquirers should generally approach

direction retention with caution.

KEYWORD S

acquisitions, boards of directors, director retention, long-term
investor value appropriation, post-acquisition performance

1 | INTRODUCTION

In the process of integrating acquisitions, companies often retain directors from acquired firms
and add them to their boards of directors (Li & Aguilera, 2008).1 We refer to this practice of
acquiring firms keeping at least one director from the target firm as director retention. For
instance, Disney retained a director from Pixar in the 2006 acquisition, and Southwest retained
a director in the 2011 acquisition of AirTran. In fact, while not the primary focus of the study,
Harford (2003) found that the acquiring firm's board size in the sample increased on average
from 13.89 members pre-acquisition to 15.10 members post-acquisition. Director retention is
thus an integral part of the crucial post-acquisition landscape for the acquirer.

Despite the regularity of director retention, existing work offers insights only about the
implications of the practice for individual directors (Harford, 2003; Li & Aguilera, 2008; Xie,
Cai, Lu, Liu, & Takumi, 2016), but it has not examined the financial impact for the acquiring
firm. Studying the financial repercussions is imperative, though, as director retention might
shed light on important yet unexplained variance in post-acquisition performance (see Devers
et al., 2020; Haleblian, Devers, McNamara, Carpenter, & Davison, 2009; King, Dalton, Daily, &
Covin, 2004 for acquisition reviews). Indeed, given that scholars repeatedly argue that the board
collectively, and directors individually, can influence firm performance (e.g., Hambrick, Mis-
angyi, & Park, 2015; Krause, Li, Ma, & Bruton, 2019), director retention may constitute a crucial
factor that influences the relative success or failure of an acquisition.

We thus investigate the impact of director retention on acquirer post-acquisition perfor-
mance. In doing so, we adopt an exploratory approach since there are compelling reasons for a
positive (McDonald, Westphal, & Graebner, 2008), negative (Boivie, Bednar, Aguilera, &
Andrus, 2016; Luciano, Nahrgang, & Shropshire, 2020), or null effect of director retention
(Finkelstein, Hambrick, & Cannella, 2009; Finkelstein & Mooney, 2003). Specifically, we exam-
ine the influence of director retention on long-term investor value appropriation (LIVA), a mea-
sure of firm performance “uniquely suited to capture the performance impact” of acquisitions
(Wibbens & Siggelkow, 2020, p. 869). We also conduct multiple robustness tests and supple-
mental analyses to illustrate the robustness and boundaries of our findings.

1Consistent with prior research, we use the terms acquired firm and target firm interchangeably.
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Our study makes at least two contributions. First, we contribute to the acquisition and direc-
tor literatures by examining the effects of a poorly understood, but quite common, practice—
director retention. Across a variety of empirical procedures and time horizons of post-
acquisition performance, our findings consistently suggest that director retention is negatively
associated with LIVA. We also find in post-hoc analyses that board dynamics, post-acquisition
integration requirements, principal-agent issues, and director holdover issues appear to
enhance or inhibit this negative association. Second, we contribute to the board literature by
investigating a change in board composition due to director retention. Most research perspec-
tives view board composition as largely static, but our study illustrates the need to adopt more
of a dynamic view of boards that looks at changes over time, as these changes may influence
important outcomes.

2 | DIRECTOR RETENTION AND POST-ACQUISITION
PERFORMANCE

Scholars could make well-reasoned a priori arguments for why retaining a director would
enhance, damage, or have no effect on post-acquisition acquiring firm performance. In this sec-
tion, we briefly discuss the potential logics for each plausible relationship.

2.1 | Logics suggesting a positive performance impact

Several streams of research imply a positive relationship between director retention and post-
acquisition performance. First, retained directors likely have intimate knowledge of the target
firm's resources and capabilities, so they can help better integrate the target into the acquiring
firm (Li & Aguilera, 2008; Shimizu & Hitt, 2005). This logic is consistent with research indicat-
ing that positive effects of directors on firm performance occur as a result of specific director
knowledge rather than more general human capital (e.g., McDonald et al., 2008).

Second, directors are also involved in providing strategic advice to CEOs (e.g., Oliver,
Krause, Busenbark, & Kalm, 2018). Since retained directors know the target firm's current strat-
egy, as well as its strengths and weaknesses, they could provide the acquiring firm valuable
insight that enhances post-acquisition firm performance. Such knowledge is likely difficult to
accumulate through the acquisition due diligence process, which tends to focus more on adjudi-
cating the financial elements of the target, but it is critical for successful integration
(e.g., Netter, Stegemoller, & Wintoki, 2011). Finally, retaining a director might signal to
employees at the target firm that they are valued and may increase the perceived sincerity of
efforts to successfully integrate the target. This signal may facilitate higher levels of cooperation
and trust from the target's employees, which research suggests eases integration difficulties
(Datta, 1991), thus improving performance.

2.2 | Logics suggesting a negative performance impact

Multiple logics also suggest a possible negative performance impact of director retention. From
an agency theory lens (Jensen & Meckling, 1976), director retention might be a form of self-
interested behavior by top actors at the acquirer (Wulf, 2004). Research indicates there are
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negative valuation consequences of boards having directors with connections to their compa-
nies' pasts (Feldman & Montgomery, 2015), so holdover directors from the target might reflect
(or create) agency issues. Similarly, research on symbolic management indicates that director
selection is often driven by CEOs as a way to increase their power while appearing to improve
shareholder control (Westphal & Park, 2020). Accordingly, the CEO of an acquirer might lobby
to retain a director who will exhibit deference (cf. Cohen, Frazzini, & Malloy, 2012), thus
affording that CEO more power to subvert governance structures in ways that inhibit
performance.

The team perspective of boards (e.g., Forbes & Milliken, 1999; Luciano et al., 2020) also
implies a negative performance impact of director retention owing to potentially disrupting the
board's group dynamics. Boards tend to develop tacit norms and informal hierarchies that allow
them to work cohesively among themselves and with the TMT (e.g., Boivie et al., 2016). How-
ever, retaining a director from the target might impede these tacit routines and processes (Van
den Berghe & Levrau, 2004) at a critical juncture for the firm—when it is trying to integrate the
acquisition—which would potentially harm post-acquisition performance. Director retention
may thus require the board to socialize the new director(s) in ways that detract from the already
limited time directors spend together (Lewis, Belliveau, Herndon, & Keller, 2007).

2.3 | Logics suggesting no performance effect

Rationales also suggest director retention may not influence post-acquisition performance.
Indeed, boards typically meet so infrequently that retained directors might not have sufficient
interactions to influence post-acquisition performance (Finkelstein et al., 2009; Finkelstein &
Mooney, 2003). If board meetings are less substantive and more perfunctory, a retained director
would not significantly impact the way meetings unfold and the content derived from them. It
is also feasible that retaining one (or a few) directors would not be disruptive enough to disturb
team dynamics in a way that affects performance. This is consistent with research suggesting
that board members are apt to display norms of deference (cf. Cohen et al., 2012) so that they
can maintain their board seats and the positive benefits that accompany them (Westphal &
Khanna, 2003). Retained directors may thus offer little value (or harm) to firm activities.

3 | EMPIRICAL METHODOLOGY

Our sample is comprised of acquisitions (i.e., an acquirer assuming 100% equity in a target) between
publicly traded U.S. firms in the years 2004–2014. We stopped our sampling period in 2014 because
of the nature of our dependent variable (i.e., performance via LIVA), in which we examine several
different periods of post-acquisition performance after the acquisition date. We restricted our sam-
ple to public firms in the United States because we require sufficient data about board structure and
subsequent performance (and controls) that are only reliably available for publicly traded U.S. firms
(e.g., Busenbark, Lange, & Certo, 2017; Graffin, Haleblian, & Kiley, 2016).

Data about acquisitions are from the Thomson-Reuters SDC Platinum database. We deter-
mined if a director was retained from the target by consulting directorship information in
BoardEx, Institutional Shareholder Services (ISS), and by manually examining regulatory SEC
filings. We obtained LIVA data from the website provided by Wibbens and Siggelkow (2020),
financial data from Compustat, stock market data from CRSP, and financial analyst data from
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I/B/E/S. After accounting for missing data,2 our final sample is comprised of 551 acquisitions,
of which 143 featured director retention.

3.1 | Variables

3.1.1 | Dependent variable

We assess post-acquisition performance with LIVA. Wibbens and Siggelkow (2020) introduce
LIVA, discuss its benefits, provide examples of how it is calculated, produce relevant dis-
counting rates for each public firm, and offer annualized data for download. LIVA is measured
as “the sum of discounted absolute excess returns to shareholders over a given period”
(Wibbens & Siggelkow, 2020, p. 872). One benefit of LIVA is that it captures how much value a
firm generated for investors in any period based on cash inflows and outflows over that time,
which are discounted by a rate appropriate for each firm. As such, Wibbens and Sig-
gelkow (2020, p. 869) argue “when events such as Mergers & Acquisitions…are the focus of a
study, LIVA is uniquely suited to capture the performance impact of such events.”

We test our models across different time windows—LIVA for the year following the acquisition,
2 years after, 3 years after, and 5 years after. Any given period thus features the same value appropria-
tion as the years before it, but also incorporates additional cash inflows and outflows for the extended
years. For instance, LIVA over 5 years includes the LIVA created in the 2-year value plus the next
3 years. Given that there is no clear consensus in the literature about what period is appropriate to
measure post-acquisition performance (Devers et al., 2020; Haleblian et al., 2009), LIVA is valuable
because it can examine long-term performance while recognizing shorter periods are important.3

3.1.2 | Independent variable

Director retained is a binary indicator that captures whether (1) or not (0) a director from the
target joined the acquiring firm's board following the acquisition. In supplemental analyses, we
measured this variable as a count indicator capturing the number of directors retained from the
target firm. The fact that the results from these analyses are virtually identical to our reported
models is unsurprising, as over half the acquisitions with director retention only kept one indi-
vidual, and 90% retained three or fewer, such that the marginal effects of more than one reten-
tion are not substantively different from retaining one director.

3.1.3 | Control variables

Online Appendix 1 contains information on the rationale for the inclusion of the control vari-
ables. We controlled for the following: related acquisition, relative acquisition size, acquisition

2We manually located and filled in missing data whenever possible.
3Although we use LIVA for all of our primary analyses, we performed supplementary analyses with other measures of
firm performance. Specifically, we examined ROA, net income, EBITDA, market-to-book, goodwill enhancements, and
stock returns, many of which Rabier (2017) includes in her research on post-acquisition performance. The results across
these different dependent variables are largely consistent with those we report. We thus use LIVA, as we believe it is the
most suitable performance variable for our context.
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value, acquirer ROA, acquirer R&D intensity, acquirer ROIC, acquirer assets, acquirer analyst
recommendation, acquirer board interlocks, acquirer CEO duality, acquirer board homogeneity,
acquirer board size change, target market-to-book, target debt intensity, target total directors,
fiscal year, and clustered SEs for the industry.

3.2 | Analytic technique

We empirically explore the relationship between director retention and subsequent LIVA with
two-stage treatment effects (herein treatment effects) models. Treatment effects models are
well-suited for our empirical context, owing to two critical issues they address that may mani-
fest in our data—the binary nature of our independent variable (Certo, Busenbark, Woo, &
Semadeni, 2016; Shaver, 1998) and potential bias in our parameter estimates due to
unexplained heterogeneity (Certo et al., 2016; Kennedy, 2008; Shaver, 1998). We are mainly
concerned about omitted variables, as director retention likely reflects confounding managerial
decisions that we simply cannot measure.4

We follow the guidance on best practices for this type of instrumental variable procedure
and specify our treatment effects model with two exclusion restrictions (Certo et al., 2016;
Kennedy, 2008). Owing to the well-documented challenges associated with locating convention-
ally measured variables that are empirically and theoretically relevant and exogenous, we adopt
a novel approach that has gained traction in the econometrics literature in recent years
(Baum & Lewbel, 2019; Lewbel, 2012, 2018). Specifically, we employ the heteroskedastic identi-
fied approach that generates instruments/exclusion restrictions using the available regressors
(Baum & Lewbel, 2019; Lewbel, 2012). We discuss our two-stage treatment effect models and
our heteroskedastic exclusion restrictions approach in detail in Online Appendix 2.

4 | RESULTS

Table 1 depicts the descriptive statistics and correlations for the variables in our study. The cor-
relations between the covariates appear sufficiently low to not induce bias from
multicollinearity, an idea supported by low variance inflation factors across all LIVA time inter-
vals (Cohen, Cohen, West, & Aiken, 2003). Table 1 also shows that the correlations between the
hazard adjustment (lambda) and the independent variables are low enough to suggest that our
hazard adjustment does not induce bias, as they are consistent with the strongest condition
Certo et al. (2016) describe. More, the correlations between director retention and all the inter-
vals of LIVA preliminarily suggest a negative performance impact of retaining a director from
the target.

Table 2 depicts the results corresponding to our two-stage treatment effects models that test
the relationship between director retention and LIVA. The parameter estimates in Table 2 sug-
gest a negative relationship between director retention and LIVA for at least the first 2 years fol-
lowing the acquisition. Specifically, our models estimate that director retention is associated

4We find that the direction and magnitude of our estimates are approximately the same between OLS benchmark
models and the treatment effect models we report. However, the robustness of inference to replacement, which is a
variant of the ITCV, suggests that the OLS estimates might produce inaccurate causal inference if there is less than 15%
bias in the coefficient depending on the time interval of LIVA, so we proceed with treatment effects.
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with value destruction for the year after the acquisition (β = −3.457; p = .042), as well as 2 years
after the acquisition (β = −4.972; p = .005). The estimates from our treatment effects models
examining LIVA outcomes measured at 3 years (β = −3.382; p = .180) and 5 years (β = −1.826;
p = .548) after the acquisition indicate a negative relationship that is not differentiated from
zero, although we hesitate to suggest the negative effect is not meaningful.

To help better contextualize the practical importance of these negative associations, we pre-
sent Table 3, which contains the estimated LIVA values from our two-stage treatment effects
model when accounting for all the variables in our study. As we show in Columns I–IV of
Table 3, director retention is associated with anywhere between $3.38 and $7.58 billion of aver-
age value destruction depending on the time horizon of LIVA. Further, even though our estima-
tor recognizes that acquisitions generally tend to undermine firm performance, our model
predicts that director retention destroys an additional $1.83–$4.97 billion (i.e., over the general
value reduction), on average, depending on the time interval of LIVA.

5 | SUPPLEMENTARY ANALYSES

5.1 | Matched sampling approaches

We recognize that not all firms that completed an acquisition and are in our sample had the
same opportunity or pressure to retain a director (Li & Aguilera, 2008; Shimizu & Hitt, 2005).
Retaining a director is thus an endogenous decision reflecting managerial choices and contex-
tual constraints. We take care to model the former in our empirical estimation procedure, but
we also seek to ensure our sample is representative of firms that had a similar opportunity to
retain a director. Accordingly, in addition to our broader sample of 551 firms, we also empiri-
cally estimate relationships from a condensed sample of firms that retained a director and a
matched observation of a firm that did not retain a director, but had a similar likelihood of
doing so. Specifically, this sample is derived from a propensity score matching procedure and
includes 286 firms (143 that retained a director and a matched group of 143 that did not retain
a director). We discuss our procedures for creating this sample in Online Appendix 3, including
Online Appendix Table 3.1, in which we display the propensity score matching outcomes.

In Online Appendix Table 3.2, we display the estimates derived from treatment effects
models using this more condensed sample of 286 firms. These estimates suggest a negative
impact of director retention on LIVA in the year (β = −1.644; p = .025), 2 years (β = −4.198;
p = .023), 3 years (β = −4.728; p = .024), and 5 years (β = −4.176; p = .076) following the acqui-
sition. In Online Appendix Table 3.3, we display the actual LIVA values for the four different
time horizons for firms in the treated group (i.e., director retention) and control group
(i.e., matched pair), which more closely mirrors how scholars tend to employ propensity score
models (Shipman, Swanquist, & Whited, 2017). Although the confidence intervals for LIVA in
either group are wider than the estimates displayed in Table 3, director retention tends to
destroy $2.90–$4.55 billion (depending on the time interval) of LIVA, on average, compared to
acquisitions without director retention that had a similar likelihood of onboarding at least one
director.

In further supplemental analysis, we restructured our sample to reflect another scenario
that firms may encounter in the decision to make an acquisition and retain a director. Specifi-
cally, we employed a propensity score matching procedure to create a sample of firms that con-
ducted an acquisition, as well as those that did not conduct an acquisition, but had a similar
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likelihood of doing so. This sample features three different categories of firms: (a) those that did
not complete an acquisition, (b) those that did complete an acquisition but did not retain a
director, and (c) those that completed an acquisition and retained a director. Online Appendix
Table 3.4 displays the outcomes associated with the propensity score matching technique.

Given that this sample eliminates the possibility of controlling for acquisition- and target-
related characteristics (since half of the sample did not conduct an acquisition), we compare the
descriptive statistics of LIVA for all three values our independent variable could assume.
The results from these analyses, shown in Online Appendix Table 3.5, are again compelling.
We find that the LIVA values in the year(s) following an acquisition, or a hypothetical acquisi-
tion for the matched group, are lowest for the firms that retained a director, generally second
lowest for firms that conducted an acquisition and did not retain a director, and highest for
firms that did not conduct an acquisition. In sum, these results suggest that, on average, firms
create the most value for investors when they do not conduct an acquisition and by far destroy
the most value for investors when they conduct an acquisition and retain a director.

5.2 | Empirically examining theoretical logics

The results from our analyses suggest that director retention is generally a value-destroying
practice. Given the multitude of theoretical perspectives potentially relevant to director reten-
tion that could underscore our empirical results, we sought to further explore some plausible
mechanisms at play in terms of both why director retention is detrimental and why firms retain
directors. As such, we conducted preliminary empirical analyses analyzing potential moderators
of the relationship between director retention and LIVA, as well as antecedents of director
retention. In Online Appendix 4, we define the moderator variables designed to examine some
of the theoretical rationales linking director retention to negative performance outcomes,
some plausible antecedents of director retention, and the corresponding empirical techniques.

Table 4, which contains the conceptual rationales and marginal effects, indicates that multi-
ple mechanisms potentially drive our findings. Director holdover issues appear to play a vital
role in value destruction from director retention. Specifically, we find that there is a stronger
negative impact of director retention when the lead independent director is retained, as well as
when the individual has a higher ownership percentage and longer tenure. Similarly, our model
estimates that group dynamics enhance the negative influence of director retention, as we see
evidence that director retention is more harmful when the board is homogenous. Further, the
results indicate that post-acquisition integration requirements enhance director retention's neg-
ative impact, as we find that deals that take longer to close, firms that are less equivalent sizes,
and higher acquisition premiums tend to invoke more negative LIVA consequences. Intrigu-
ingly, principal-agent issues appear equivocal, since a lack of board independence strengthens
the negative impact of director retention on LIVA, but CEO duality weakens it.

In terms of antecedents of director retention, Online Appendix Table 4.1 contains the con-
ceptual rationales and results exploring potential drivers of director retention. We retain these
results only for the online appendix because determining the influences of director retention is
outside the primary scope of our study. These results, however, appear to suggest that variables
relating to bargaining influence (relative size of the firms, acquisition value), the need for help
with post-acquisition integration (acquisition premium, time to close the deal), and principal-
agent issues (CEO options vested) play a role in driving director retention.
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6 | DISCUSSION

In this exploratory study, we examined the post-acquisition performance implications of direc-
tor retention, a common phenomenon whereby firms retain at least one director from an
acquired firm. Across numerous analyses, we consistently find a negative relationship between
director retention and post-acquisition performance. As a result, and as we discuss next, we
believe our study has substantive implications and sets the stage for a great deal of future
research.

6.1 | Performance implications

A crucial contribution of this study is that we illustrate the downsides of director retention.
Across LIVA timeframes—ranging from up to at least 2 years post-acquisition in our primary
sample and up to at least 5 years post-acquisition in our propensity score matched sample—we
found that director retention is associated with billions of dollars in value destruction for the
acquiring firm. Our findings thus highlight that it may be prudent for acquirers to approach
direction retention with trepidation. Indeed, our rigorous empirical analyses imply director
retention is likely a factor that helps explain the notorious negative financial ramifications of
acquisitions for acquiring firms (Devers et al., 2020; Haleblian et al., 2009; King et al., 2004).

Yet, while we endeavor to shed light on the general performance impact of director reten-
tion, we also examined moderators to more fully explore the mechanisms through which direc-
tor retention leads to value destruction. In this regard, our supplemental analyses examining
these moderators shed light on four theoretical logics worth more exploration. First, future
research might examine the extent to which director retention is a self-interested behavior by
managers of the acquirer (Jensen & Meckling, 1976) and whether appropriate governance struc-
tures might enhance or ameliorate the negative impact of director retention. This is certainly
needed given that our analyses suggest that one favored governance practice, having a highly
independent board, reduces the negative impact of director retention, but the common practice
of no CEO duality strengthens the negative relationship. Second, scholars could more exhaus-
tively explore the extent to which director holdover issues drive negative post-acquisition per-
formance. In particular, future research could seek to better explain why it is problematic to
retain directors with stronger ties to the target as our analyses indicate.

Third, scholarship might further investigate the team dynamics implications of director reten-
tion. The team perspective of boards (e.g., Forbes & Milliken, 1999; Luciano et al., 2020) suggests
that the board's functioning as a team impacts firm performance and our supplemental analyses
suggest that this is the case in the context of director retention. We specifically find that that direc-
tor retention is more harmful when the board is homogenous. Because the team dynamics per-
spective is fairly new and our assessment of team dynamics is quite rudimentary, however, future
research could seek to better understand whether and why director retention might hurt the
board's team dynamics in a way that would impact post-acquisition performance.

Fourth, given that our marginal effects vary quite a bit, we believe a promising line of
inquiry involves more definitively determining whether (and why) the negative impact of direc-
tor retention is amplified when post-acquisition integration might prove more challenging. Spe-
cifically, an investigation along these lines might advance understanding regarding when
acquirers need to enhance synergies to a greater extent to realize positive post-acquisition out-
comes (Laamanen, 2007).
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6.2 | Changes in board composition

A second key contribution of this study is that we explore a change in board composition due to
director retention. This is in line with calls to “examine the churn of component group mem-
bers” on the board (Luciano et al., 2020, p. 794). Given that director retention inherently cap-
tures evolving board compositions, our unfavorable performance findings demonstrate the
salience in conceptualizing boards as dynamic teams that can prompt different types of strategic
initiatives and performance outcomes (e.g., Humphrey & Aime, 2014). Indeed, and as we
described, our results imply that more homogenous boards tend to fair worse following director
retention than more heterogeneous boards.

The negative ramifications of direction retention naturally imply a need for future research to
investigate what drives this practice in the first place. Scholarship along these lines could build on
our preliminary empirical analyses about the antecedents of director retention to better determine
what drives this board composition change following acquisitions. For instance, studies could
examine whether and why director retention might be part of the bargaining process, since our
proxies for bargaining—the relative size of the firms and acquisition value (Lee, 2018)—suggest
this is important. This is a promising line of inquiry given that there is evidence director retention
is negotiated in the deal process, as highlighted in the deal terms of AbbVie's acquisition of Alle-
rgan (AbbVie, 2019). Scholars could specifically investigate what target firms might need to give
up to have directors retained since research indicates target firm CEOs often have to trade power
for acquisition premiums (Wulf, 2004).

Relatedly, studies could examine the impact of time to close the deal, another variable we
find is influential. This research could investigate whether director retention is more apt to
occur in acquisitions that take longer to close because it might signal either a complicated
bargaining process or the extent to which acquirers need to consider the integration chal-
lenges associated with the target. Finally, our preliminary empirical analyses suggest a need
to explore the role of the acquiring firm CEO in director retention, as our model estimates a
negative impact of CEO in-the-money options on director retention, and surely other CEO
characteristics are relevant.

7 | CONCLUSION

The overarching implication from our exploratory study is clear—director retention following an
acquisition destroys shareholder value for the acquiring firm. Specifically, we find that this effect
ranges from nearly $2 billion to almost $5 billion, depending upon the time horizon examined. Our
research thus represents the first step in beginning to understand the practice of director retention
and the corresponding implications. Although we explore factors that might drive this unfavorable
effect—director holdover issues, team dynamics, integration requirements, and agency problems—
there is an ostensibly infinite number of opportunities for future research to further unpack the
mechanisms driving this phenomenon.
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