Abstract
We examine how local social capital (LSC)—shared norms, trust, and networks within communities—shapes firms’ acquisition decisions. Using county-level LSC measured at headquarters and exploiting the 2017 Tax Cuts and Jobs Act as a source of exogenous variation in LSC, we find that firms in high-LSC regions acquire less. We also identify mechanisms through which LSC constrains acquisition activities: acquirers in high-LSC regions avoid geographically or industry-proximate targets that may trigger antitrust scrutiny, shun socially irresponsible targets, and rely less on stock payments when overvalued. The normative frictions imposed by LSC can limit value-enhancing acquisitions as well as curb value-destroying overinvestment, resulting in mixed shareholder value implications that highlight the importance of considering heterogeneity. Our findings demonstrate how community-level social preferences operate as informal constraints on corporate decisions, contributing to the broader debate over the firm's evolving objectives and the welfare consequences of stakeholder orientation.
