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This dissertation explores the immediate shareholder wealth effects of 

executive succession events using the event study methodology and hierarchical 

regression.  Others have investigated “Who shall succeed?” and answered that 

question in terms of the characteristics a new CEO will have.  The study 

presented here is an investigation of the consequences of that selection through 

the examination of the market response to these same characteristics of successor 

CEOs.  The research has been guided by the following question: Does the 

announcement of a particular CEO successor, as defined by his characteristics, 

change investor judgments about a firm’s future prospects?  Such a revision of 

judgments is expected to be reflected immediately in the price of the firm’s stock. 

By investigating CEO turnover among the Fortune 1000 firms from 1997-

2001, the present study shows that investors do consider the announcement of a 

new CEO a significant event.  The findings support the common sense view of 
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succession; that succession will have a positive influence on performance.  On 

average, stock prices rise on the announcement of a new CEO.  However, the 

personal characteristics of the new CEO appear to have little influence on that 

response.  The primary results indicate that investors prefer a new CEO who is an 

outsider, but the inclusion of additional descriptive characteristics beyond the 

insider/outsider distinction does not significantly improve the ability to predict 

investor responses. 

However, analyses of the difference in the market’s response to a new 

CEO who was the “heir apparent” versus one whose appointment was not pre-

ordained are compelling.  Consistent with efficient markets, the results show that 

the eventual appointment of an heir apparent is a non-event.  However, 

appointment of a non-heir CEO is a highly significant event with positive excess 

returns of more than 3% in the two-day and three-day event windows.  Once 

again, beyond a non-heir CEO’s status as an insider or outsider, the profile of that 

person does not seem to influence the market’s response. 
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CHAPTER 1 
 

INTRODUCTION 
 

Background 

Chief Executive Officer (CEO) turnover is up, double by some measures 

(Barrett and Lavelle, 2000).  For example, high-profile CEOs at high-profile 

companies such as Aetna, British Airways, Coca-Cola, Ford, Gillette, Lucent 

Technologies, Mattel, Procter & Gamble, United Airlines, and Xerox have 

recently lost their jobs.  As a result, companies, their Boards of Directors, and 

their shareholders are described as “searching for a corporate savior” (Khurana, 

2002).  The job is more complex than ever before, the world moves at "internet 

speed", and Wall Street is impatient.  Moreover, it appears that pressure from 

investors increasingly plays a role in CEO turnover, with stock price seen as “the 

be-all and end-all of corporate - and by extension - CEO performance” (Bianco 

and Lavelle, 2000: 91).  Given the apparent interest of such capital market 

participants, this study examines the effect of CEO turnover, specifically the 

effect of who is selected as a successor, on shareholder wealth. 

Leadership has been offered as one reason some firms outperform others 

(Stodgill, 1974; Barney, 1991), making the question of when and how top 

executives matter in organizations one of the important questions in strategic 

management.  We want these managers to matter, and that they matter is a core 
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assumption in the literature (Lorange, 1980).  However, whether they matter or 

not has much to do with our perceptions and attributions and whether or not key 

stakeholders, like investors, think they do.  For example, through the “romance of 

leadership” (Meindl, Ehrlich, and Dukerich; 1985), we have been shown to 

attribute success and failure to managers, sometimes both to the same manager 

(Chen and Meindl, 1991).  CEOs can be both revered and reviled, as recent 

experience with Jack Welch at General Electric, Ken Lay at Enron, Dennis 

Kozlowski at Tyco, John Rigas at Adelphia, and others attests.  Moreover, 

managers themselves want to matter, at least when they can take credit for the 

good performance of their organizations (Bettman and Weitz, 1983; Bowman, 

1976; Abrahamson and Park, 1994). 

In most organizations, there is one manager, the CEO, who stands above 

all others and who holds overall legal authority and responsibility for the 

decisions, actions, and results of the organization (Brady and Helmich, 1984; 

Finkelstein and Hambrick, 1996).  Given this power and responsibility, and the 

idea that organizations are reflections of their top managers (Hambrick and 

Mason, 1984), succession at the CEO level would seem to be a critical 

organizational event (Gupta, 1992; Kesner and Sebora, 1994).  Still, evidence on 

the effects of succession on organizational outcomes, including shareholder 

wealth, is equivocal (Kesner and Sebora, 1994; Finkelstein and Hambrick, 1996).  

This dissertation is motivated by the desire to help resolve those equivocal results 
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in order to gain a greater understanding of when and how top executives matter.  

Therefore, this study will advance our understanding by considering variables 

missing in prior work on shareholder reactions to succession, the demographic 

characteristics of new CEOs. 

One place top managers might be expected matter is in the formation of 

investors’ expectations about future performance of the firm.  Finance theory 

suggests that such expectations are the basis on which investors, and in turn 

markets, determine the price of a firm’s securities.  Moreover, based on 

theoretical and empirical work in social psychology it would seem that those 

expectations might arise, in part, due to perceptions formed on the basis of the 

personal attributes of a new CEO.  Furthermore, institutional pressures may cause 

certain characteristics to be viewed as “universally desirable” (Zhang, 

Rajagopalan, and Datta, 2001).  The basic question in this dissertation is: Given 

the announcement of a CEO successor, do investors revise their judgments about 

a firm’s future prospects on the basis of that executive’s demographic 

characteristics?  Evidence of revised expectations would be unexpected changes 

in the firm’s stock price at the time of the announcement. 

To investigate this question, the present research will draw on theoretical 

perspectives from finance, social psychology, organization theory, and strategic 

management.  The next section of this chapter describes how these perspectives 

come together to create the motivation for this dissertation and identifies the 
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contribution of this research.  Following that, some key terms in the study are 

presented and discussed.  The chapter concludes with an outline of the remaining 

sections of the dissertation. 

 

Motivation and Contributions 

Chief executives are different from other managers (Norburn, 1989).  

However, this research is motivated by the fact that CEOs are also different from 

each other (Grimm and Smith, 1985; Gupta, 1985, 1988; Rowan, 1983; Song, 

1982; Zajac and Westphal, 1996), and will test hypotheses regarding if and how 

those differences matter.  This study will focus on the demographic characteristics 

of newly appointed chief executives, and will be concerned with if and how the 

personal characteristics of these executives matter to an important set of 

organizational stakeholders: participants in the equity capital market. 

This research is also motivated by previous work that makes predictions 

about the characteristics a new CEO is likely to have.  For example, who is 

selected might be affected by the characteristics of the Board of Directors (Zajac 

and Westphal, 1996), the contingencies faced by the firm (Hall, 1976; Pfeffer and 

Salancik, 1978), or characteristics viewed by the Board as “universally desirable” 

(Zhang et al, 2001).  Research such as that cited above considers demographic 

characteristics as a dependent variable and asks, “Who shall succeed?”  Here, the 

interest is in the reaction to who succeeds and these characteristics are the 
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independent variables.  Specifically, this is an investigation of one possible 

reaction, a change in shareholder wealth resulting from the influence of the 

successor’s characteristics on investors’ expectations about the future 

performance of the firm. 

Finance theory holds that stock prices are a reflection of investor 

expectations about future performance.  In an efficient market (Fama, 1965, 1970, 

1976, 1991, 1998), stock prices quickly reflect such expectations.  To the extent 

that CEOs are believed to have an impact on future performance (e.g. Weiner and 

Mahoney, 1981), when a CEO succession occurs, expectations regarding a firm’s 

future performance may change.  For example, the succession event itself may 

send important signals to investors.  This research investigates the interpretation 

by investors of signals sent by the demographic characteristics of the successor 

CEO.  There are both theoretical and practical reasons to suggest that these 

characteristics might lead to revised expectations about future firm performance. 

From a theoretical perspective, the salience of personal characteristics and 

their use in this research is guided by upper-echelons theory (Hambrick and 

Mason, 1984).  This perspective and the earlier works of Kotter (1982) and 

Pfeffer (1983) suggest that personal background characteristics are important in 

understanding an executive's orientation and behavior and, ultimately, his choices.  

Such choices, in turn, impact organizational outcomes.  Given this, demographic 
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characteristics may send important signals to the investment community regarding 

the firm's future prospects. 

Moreover, we have reason to believe investors will notice such 

characteristics and that these characteristics may be important in shaping opinions 

and expectations (Fiske and Taylor, 1991; Lord, 1977).  In trying to assess the 

future prospects of a firm, there is a great deal of uncertainty and a paucity of 

information.  That is likely to be especially true with regard to a new CEO.  

Lacking information, individuals, whether investors or others, are likely to make 

assessments on the basis of information that is available and easily understood.  

First impressions are formed on the basis of immediately apparent features, and 

there is evidence that demographic characteristics help shape those impressions 

(Fiske and Taylor, 1991; Rush and Russell, 1988; Stangor, Lynch, Duan, and 

Glass, 1992). 

From a practical standpoint, information on demographic characteristics is 

readily available.  This is a consideration both for researchers and for 

stakeholders, including investors, who are trying to understand the consequences 

of succession.  For researchers, using demographics is easier and more reliable 

than alternatives such as assessing executive behavior and personality (Pfeffer, 

1983).  It also shortens the research cycle, allows for data collection through 

secondary sources, provides objective measures, and permits research replication 

(Finkelstein and Hambrick, 1996; Gupta, 1988).  For investors, such information 
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is also available, often times in accounts of succession events as they are reported 

in the business press.  Moreover, as to the responses of investors and their 

impressions of management’s impact on future performance, Gupta suggests that 

"(s)ecurities analysts concerned with predicting the future actions of a large 

number of firms…are likely to have access only to demographic data and thus 

should find studies focusing on demographic data most helpful" (1988: 172).  

Recent studies by executive search firms (Fredman, 2002) and of the role of these 

firms in the succession process (Khurana, 1998) also point to the importance of 

this sort of information. 

Prior research on the consequences of executive succession generally, and 

the shareholder wealth effects of succession specifically, has ignored successor 

demographic characteristics.  As Zajac and Westphal point out, “Within the CEO 

succession literature, there has also been some recognition that not all CEO 

successors are the same…Interestingly, however, research on CEO succession 

that considers successor attributes has generally not gone beyond the familiar 

insider/outsider distinction…A narrow research focus on insider/outsider CEO 

distinctions may be limitedly useful and potentially less relevant than a focus on 

other, more fundamental, distinguishing demographic characteristics of CEOs"  

(1996: 64-65).  Similarly, in their study of stockholder reaction to succession, 

McGuire, Schneeweis, and Naroff (1988) suggested the inclusion of successors' 

characteristics in future studies.  In a call for a more complete examination of 
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individual differences, Finkelstein and Hambrick (1996) specifically suggest that 

studies of stock market reaction to executive succession should consider successor 

demographic characteristics. 

Following from the above suggestions, one possible explanation for the 

equivocal results of prior studies of the effects of CEO succession on shareholder 

wealth is the failure to fully consider the personal characteristics of the executives 

involved.  Therefore, these characteristics represent omitted variables in the body 

of research done to date.  This study extends prior research by considering a more 

complete demographic profile of successors than has been done in the only 

previous study that has considered such variables (Davidson, Worrell, and Chung, 

1990). 

 

Key Concepts 

The key concepts in this research are market efficiency, excess or 

abnormal returns, and the demographic profile of a CEO. 

In finance, market efficiency, expressed by the efficient markets 

hypothesis, or EMH, refers to the idea that “prices fully reflect available 

information”  (Fama, 1970: 383).  Therefore, changes in prices are due to new 

information that causes investors to revise their expectations about the future of 

the firm.  This theory “implies that changes in stock prices should quickly reflect 

changes in the net present value of the firm’s expected cash flows rather than 
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reactions to factors not systematically related to the firm’s cash flows” (Bromiley, 

Govekar, and Marcus, 1988). 

Excess or abnormal returns are those that are unexpected.  Calculation of 

such returns is a matter of measuring the difference between an observed return 

and an expected return.  The observed return would be that actual change in the 

price of a stock, adjusted for splits and dividends, over some time interval.  The 

expected return is the price change for a given stock that would be anticipated 

over that time interval on the basis of overall market movements and also the 

systematic risk of the stock in the absence of some firm-specific event, such as a 

change in leadership. 

Under EMH, an event coupled with excess returns is an indication that the 

event has altered expectations regarding future performance of the firm.  The 

existence of such returns means that shareholder value is either being created, in 

the case of positive returns, or destroyed, in the case of negative returns.  

“Abnormal returns represent an unbiased estimate of investors’ evaluation of the 

changes in future earnings that they expect because of some firm-specific event, 

such as a change in leadership, and not because of overall market movements” 

(Lubatkin, Chung, Rogers, and Owers, 1989: 53).  Excess returns offer a better 

measure in that they not only incorporate overall market movements but also 

adjust for the systematic risk of the firm. 
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The demographic profile of a CEO allows us to describe the person in 

terms of his characteristics and background.  The dimensions of a CEO’s profile 

of interest in this research are age, tenure in the firm and industry, educational 

background, functional background, the number of organizations for which one 

has worked, international experience, along with status as an insider or outsider to 

the firm. 

 

Summary 

The argument advanced above is that we can gain greater understanding of 

when and how top executives matter by considering how investors react to the 

demographic profile of a new CEO.  One time when a CEO, and the differences 

between successor CEOs across firms, might matter most is upon his 

appointment.  One way that a top executive might matter is in the formation of 

expectations for the future performance of the firm.  Demographic measures 

provide an efficient and theoretically viable way to describe these individuals and 

assess their differences.  Moreover, CEO succession and the capital market 

response provide the chance to assess the impact of a change in leadership on 

investors’ judgments about that firm’s future prospects. 

Chapter 2 of this dissertation presents a review of the literature that is 

pertinent to this argument and develops the specific hypotheses to be tested.  

Chapter 3 will describe the data collection process and methodology that was 
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used.  Results are presented in Chapter 4.  The final chapter discusses the 

implications and limitations of the findings and the directions for future research. 

Throughout the dissertation, masculine gender references are used when 

referring to CEOs.  This is done only as a matter of convenience.  While it is true 

that the vast majority of CEOs are men, especially in the large companies studied 

here, women play increasingly important roles in organizations, including roles in 

the executive suite. 
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CHAPTER 2 

LITERATURE REVIEW AND THEORY DEVELOPMENT 

 

This dissertation suggests that the demographic characteristics of a CEO 

officeholder may serve as important signals to investors.  In the context of 

executive succession, these signals may be important because investors, and 

therefore stock prices, may respond to CEO succession on the basis of such 

demographic characteristics.  Importantly, stock prices and shareholder wealth 

may change when investors anticipate a change in the future performance of the 

firm based on the demographic characteristics of a new CEO.  The purpose of this 

chapter is to review the literature leading to this argument and to develop specific 

hypotheses regarding the effect of individual characteristics. 

This study is one of strategic leadership.  The hypotheses tested draw on 

the upper-echelons perspective (Hambrick and Mason, 1984), which suggests a 

link between executive demographic characteristics and organizational 

performance.  The hypotheses also rely on the social psychological concept of 

person perception, which suggests, “people instantly use age, race, sex, 

attractiveness, and prior trait descriptions…to form impressions” (Fiske and 

Taylor, 1991: 122).  Evidence that CEO characteristics have exhibited specific 

trends in recent years (Keiser, 1995; Fredman, 2002), as well as evidence that 

suggests institutional pressures may lead Boards to seek CEOs possessing a  
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“universally desirable” profile (Zhang et al, 2001) will also be important in the 

development of the hypotheses. 

Other theoretical perspectives also contribute to the study.  The first 

section of this chapter will briefly review the efficient markets theory from 

finance and its important place in this research.  Another overarching issue here is 

the question of “Do managers matter?”  The literature addressing that question is 

also briefly reviewed. 

Prior research has examined the effect of succession, in and of itself, on 

shareholder wealth.  Furthermore, one characteristic of successor CEOs, whether 

they are promoted from inside the firm or come from outside, has received a great 

deal of attention.  This work extends these lines of research by examining how 

stock prices respond to a broad range of successor demographic characteristics.  

As developed below, there are both executive-focused and investor-focused 

reasons such characteristics may help shape responses to succession. 

Work by Zajac and Westphal (1996) suggests that social psychological 

and sociopolitical factors affect the selection process and the demographic profile 

of a new CEO.  Institutional forces (Keiser, 1995; Khurana, 2002; Zhang et al, 

2001) may also play a role in determining whom, demographically, is selected.  

Following from these ideas, it is expected that these same dynamics to affect how 

investors respond to a selection.  It is reasonable to question what happens as a 

result of the selection of an individual possessing particular characteristics, and to 
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ask whether the profile of a new CEO elicits a response from investors.  Drawing 

on prior theory and empirical research, hypotheses are formulated about such 

reactions. 

 

Efficient Markets 

Financial performance, measured in part by changes in the value of a 

firm’s stock, is a significant outcome for a business organization and its 

stakeholders.  Therefore, the capital market is an important arbiter of firm 

performance.  Accordingly, this research incorporates the assumption of capital 

market efficiency.  The efficient markets hypothesis (Fama, 1965, 1970, 1976, 

1991, 1998) is a mainstay in the finance and economics literatures and has 

received attention in the strategic management literature as well (Bromiley, 1990; 

Bromiley, Govekar, and Marcus, 1988; McWilliams and Siegel, 1997).  The basic 

tenet of this hypothesis is that in a well-organized, competitive market, security 

prices reflect all information about the firm and its future prospects.  Furthermore, 

the theory suggests that market participants will quickly (instantly) assimilate 

new, relevant information by re-evaluating a firm’s prospects and pricing the 

news into the stock.  Therefore, in an efficient market the existence of unexpected 

(excess or abnormal) returns is an indication that there has been some relevant 

event (news) that has altered investor expectations for the future. 
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This research argues that the demographic characteristics of a new top 

executive may constitute relevant information in the capital market.  Investors 

may respond to the news of a new CEO based on expectations of his actions and 

behaviors and the resulting performance implications.  And, as developed below, 

market participants may make judgments about such actions, behaviors, and 

performance on the basis of demographic characteristics. 

The response of the capital markets to news is typically tested in an event 

study.  This approach was developed in finance (Fama, Fisher, Jensen, and Roll, 

1969; see Binder, 1998 for a review), but has also been used in the strategic 

management literature (see McWilliams and Siegel, 1997 for a review).  Recent 

examples of the use of this technique in strategic management include Westphal 

and Zajac’s study of responses to the adoption of long-term incentive plans as a 

component of CEO pay (1998), Lee’s study of reactions to “.com” name changes 

(2001), and Shen and Cannella’s study of succession planning (2003).  As 

described by Binder, this methodology allows one “to examine the impact of 

some event on the wealth of the firm’s security holders” (1998: 111).  Bromiley 

describes the use of event studies in strategic management as follows. 

Such studies identify occasions when new information becomes 
available to the market and then examine the stock market’s 
reaction to this information.  Under fundamental efficiency 
assumptions, the stock market reaction to this information should 
be an unbiased estimate of the change in net present value of the 
expected income stream for the underlying security for the event 
that produced the new information.  (1990: 89)  
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There has been some debate over the validity of the efficient markets 

hypothesis (e.g. DeBondt and Thaler, 1985), centering on three issues: (1) 

whether the markets exaggerate events by over reacting or under reacting, (2) 

whether the markets react to irrelevant information, and (3) long-term return 

anomalies.  In two separate reviews, Fama (1991, 1998) addresses these concerns 

and reaffirms the hypothesis that “security prices fully reflect all available 

information” (1991: 1575). 

Still, the views of those who espouse “behavioral finance” (see Shefrin, 

2000 for a review) as an alternative to efficient markets are not inconsistent with 

the arguments presented here.  Investing is a social activity (Shiller, 1984) and 

investors are subject to biases in their decision-making (Hirshleifer, 2001; Slovic, 

1972; Tversky and Kahneman, 1974).  This research considers the response, 

rational or not, to a particular type of new information, the characteristics of a 

new CEO.  Such information is found in reports in the popular business press and 

in company announcements of the appointment of a new CEO.  Such a response, 

measured by excess returns, would be consistent with the efficient markets 

hypothesis and would suggest a change in investor expectations about future 

performance.  However, since the response is likely to be driven by perceptions 

and preferences, it would also be consistent with the ideas of behavioral finance 

that suggest investor responses at any given moment may be driven by investor 

psychology as much or more so than value. 
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Do Managers Matter? 

The managers of interest in this dissertation are top executives.  While 

there are managers at many levels, and the efficacy of management at any level 

might be of interest, the concern here is with top management, specifically, the 

most visible of business leaders, the corporate CEO. 

The media, as a reflection of our popular culture, devotes tremendous 

attention to leaders - in business, in government, and in all walks of life.  Why are 

we so interested in leaders?  A major reason for this interest is that we want 

individuals to matter.  In fact, humans want humans to matter as a justification for 

our own existence.  Top executives are the most visible of persons in our business 

organizations.  Moreover, where organizations are concerned, cause-effect 

relationships are often uncertain, and we seek, quite naturally, to resolve this 

uncertainty.  “People seek to have heroes and villains as a way to explain 

organizational and institutional successes and failures…Humans gravitate to 

human explanations for noteworthy events and trends” (Finkelstein and 

Hambrick, 1996: 34).  CEOs help provide such explanations for corporate 

outcomes. 

Perhaps the best example of our desire to generate human explanations in 

the strategic management literature is Chen and Meindl’s (1991) paper on Donald 

Burr and People Express.  Their research shows that the press, taken as a 

reflection of our social conscience, attributed the initial success and subsequent 
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failure of the airline to characteristics of Burr’s management, portraying him as 

both the hero and the villain.  Similarly, Meindl, Ehrlich, and Dukerich’s (1985) 

research revealed that extremes in performance were more likely to be attributed 

to leaders (“the romance of leadership”).  Other examples are Salancik and 

Meindl’s (1984) research on causal attributions for performance in annual reports, 

which suggests a desire on the part of management to live up to expectations by 

indicating control, and Meindl and Ehrlich’s (1987) work showing that leadership 

themes elicited more positive performance evaluations than did employees, 

market conditions, or regulatory policies. 

However, theoretical perspectives on whether or not top managers matter 

offer conflicting views.  In the view of population ecologists (e.g. Hannan and 

Freeman, 1977), organizations are inertial, constrained by their own history and 

practices and by the environments in which they operate.  Given these constraints, 

CEOs are seen as being limited in their ability to exert influence on the course of 

events for their organizations.  But even here such executives are seen as limited 

in, but not incapable of, influence.  Again, this suggests that one must consider 

when and how executives matter. 

Institutional theorists (e.g. DiMaggio and Powell, 1983) also view top 

managers and organizations as constrained by the environment.  Their view is that 

organizations gain legitimacy by conforming to external expectations.  As a 

result, an organization and its CEO have little choice but to imitate accepted 
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practices, leaving little, but some, room for managerial impact.  What room they 

do have stems from the power of some elites to set standards for things such as 

entry into a profession that become the institutional norm (DiMaggio and Powell, 

1983; Katz, 1975). 

Another view questioning the likelihood that CEOs account for much 

variance in organizational outcomes suggests that similarities in age, gender, 

ethnicity, education, and experience lead to little difference in the choices top 

executives make and, therefore, little difference in performance (March and 

March, 1977).  However, while change may be slow, Fligstein (1987) and Keiser 

(1995) find evidence that top executive backgrounds are becoming more diverse. 

Two empirical studies are often cited as the basis for arguing that top 

executives matter little in the course of organizational performance and events.  

Perhaps the most recognized is Lieberson and O’Connor’s (1972) study that 

showed that leadership effects explained only a small amount of the variance in 

organizational performance.  The other, Salancik and Pfeffer’s (1977) study of 

city mayors, found little mayoral influence on the spending patterns of their 

communities. 

In spite of empirical evidence like that noted above, extensive anecdotal 

evidence (e.g. Tichy, 1997) suggests that top executives can affect organizations 

and our perceptions about them.  One recent example of this is the 17% increase 

in the price of Minnesota Mining and Manufacturing (3M) stock in the week after 
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the appointment of W. James McNerney, Jr. as CEO (Mattlin, 2001).  This seems 

to indicate that who the top executives are clearly matters to shareholders.  

Moreover, proponents of the resource-based view of the firm (e.g. Barney, 1991) 

have suggested that managers, including top executives, may be valuable 

resources, allowing a firm to gain or sustain competitive advantage.  And, top 

managers have been cited as the differentiating factor in companies identified as 

the most admired (Stewart, 1998). 

There is also empirical evidence that suggests systematic executive 

effects.  Specifically, there are two important works that address some 

methodological and analytical shortcomings of Lieberson and O’Connor’s (1972) 

work.  Weiner and Mahoney (1981) emphasized a problem arising from the fact 

that leadership was entered last in Lieberson and O’Connor’s analysis of variance 

procedure, following year, industry, and company.  These strong predictors of 

performance explained much of the variance, leaving little for leadership.  In 

replicating the study and including “stewardship” simultaneously with the other 

variables, Weiner and Mahoney found a significant impact.  Thomas (1988), in 

another replication, addressed this problem and also emphasized that one could 

ask about the impact of leadership relative to other factors or about the impact of 

leadership after controlling for the other factors.  He points out that Lieberson and 

O’Connor had emphasized the former, but also found evidence that “leadership 

patterns account for a substantial part of the variance that remains unexplained” 
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(1972: 123).  Thomas, and Lieberson and O’Connor, found that leaders do matter 

when other factors are controlled. 

Beyond these two studies, there are many that have found leaders to have 

a significant impact on their organizations.  Smith, Carson, and Alexander’s 

(1984) study of Methodist ministers incorporated the idea of leader ability and 

found that these leaders had an effect on church attendance and collections.  

Pfeffer and Davis-Blake (1986) also considered ability, in terms of prior 

performance, in a study of NBA basketball coaches that found a leadership effect 

when examining won-loss records.  In addition, Miller and Droge (1986) studied 

executive personality and found that it had an effect on organizational structure.  

Helmich and Brown (1972) studied 208 chemical companies and found an 

executive impact on change in those organizations. 

While much of the discussion to this point has addressed the issue of 

whether CEOs matter, there is little doubt that they do – sometimes.  What is 

significant is when and how they matter.  However, what is at issue in this 

dissertation is the perceptual issue of whether or not investors think they do.  The 

actions of boards and the reports of the press regarding recent turnover in many 

prominent executive suites would lead one to believe that investors do indeed 

think top executives make a difference in the performance of their firms.   

The question here, more specifically, is if and how investors respond to 

demographic characteristics when a new CEO takes office.  Before considering 
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that, the next section reviews prior research on executive succession in general, 

and on shareholder responses to succession. 

 

Executive Succession 

Executive succession, the change in the leadership of an organization, 

provides an opportunity to assess the impact of top executives.  In spite of a high 

level of interest and hundreds of studies, “when it comes to executive succession, 

there is little that we know conclusively, much that we do not know, and even 

more that we have not yet studied” (Kesner and Sebora, 1994: 327).  There are 

four primary research questions that one interested in succession might try to 

answer (Finkelstein and Hambrick, 1996: 164). 

1. Will succession occur? 

2. How will it occur?  That is, by what process? 

3. Who will be selected? 

4. What will the consequences be? 

 

While each question is interesting, the focus of this research is on the last 

of these, the “So what?” question.  In particular, the interest is in consequences in 

terms of the reactions of a specific set of stakeholders, investors in the equity 

capital markets, and the immediate changes in a company’s stock price at the time 

of succession.  There has been research in that specific area, which is reviewed 
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below.  In the review, unstudied gaps are exposed that this dissertation fills.  

However, before doing that, research on the consequences of succession on 

organizational performance more generally is reviewed. 

Executive succession is important because of the real and perceived 

symbolic impact of the CEO on an organization (Finkelstein and Hambrick, 

1996).  The CEO is the person who guides the firm’s actions and is held 

accountable for the consequences that follow (Dalton and Kesner, 1985; Vancil, 

1987).  The CEO is often the public face of the organization (Kesner and Sebora, 

1994), and a change in the leadership of a firm is an event that can create 

uncertainty for members of the organization and for external stakeholders (Brady 

and Helmich, 1984).  It can also be a signal about the future direction of the 

organization (Beatty and Zajac, 1987). 

Research on the post-succession performance of organizations has been 

guided by three views of succession.  The first, a common sense view, suggests 

that succession will have a positive influence on the organization as those who 

choose a successor effectively select someone who will enhance performance 

(Guest, 1962; Helmich, 1974; Singh, House, and Tucker, 1986).  The second view 

suggests that the disruption caused by succession will be detrimental to 

performance (Allen, Panian, and Lotz, 1979; Carroll, 1984; Grusky, 1963).  And 

the third point of view suggests that succession will have no impact (Brown, 

1982; Eitzen and Yetman, 1972; Lieberson and O'Connor, 1972; Salancik and 
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Pfeffer, 1977) and that dismissal, in particular, is simply an act of scapegoating 

(Gamson and Scotch, 1964). 

With so many investigators considering top management succession, it 

may not be surprising that they have found support for all three views.  For 

example, Helmich (1974) found a positive impact on growth after succession in a 

study of twenty-nine manufacturing companies.  More recently, Davidson, 

Worrell, and Dutia (1993), looking a post-succession performance of eighty-one 

bankrupt firms, found a positive impact on stock prices.  In contrast, Grusky’s 

(1963) classic study found a negative impact when looking at 135 successions of 

baseball team managers.  Negative impacts have also been found on baseball 

teams, again, by Allen, Panian, and Lotz (1979), while Carroll (1984) found a 

negative impact on survival rates in a study of 2137 newspaper organizations 

following the death of the founder.  In 243 small telephone companies studied by 

Haveman (1993), there was an increase in organizational failure after succession.  

However, support for the idea that succession is a non-event with regard to 

performance has also been found.  Gamson and Scotch (1964), again looking at 

baseball teams, Brown (1982), with professional football teams, and Boeker 

(1992), in a study of sixty-seven semi-conductor companies, found no relationship 

with performance.  These varied results suggest that at the time of succession top 

executives sometimes matter, but when and how remains an unresolved question. 
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As noted earlier, this study extends past event studies of stock market 

reaction to executive succession.   Twenty-one such studies published in the 

period from 1985 to 1999 were identified, which are summarized in Table 1.  As 

with the studies noted above using other techniques, the results of the event 

studies identified in Table 1 are decidedly mixed.  Each of the views of 

succession’s impact (or non-impact) on an organization has been supported. 

 

** Insert Table 1 here ** 

 

Early studies of shareholder response to succession focused on the event 

itself.  Reinganum (1985) found no significant effects on share prices as a result 

of the succession event.  Work by McGuire et al (1988); Warner, Watts, and 

Wruck (1988); and Worrell, Davidson, Chandy, and Garrison (1986) reaffirmed 

this finding.  On the other hand, Davidson et al (1990) found a positive response, 

in general, to the announcement of a new top executive in their study of 367 

changes in Fortune 500 companies.  And, in a study of top executive resignations, 

Weisbach (1988) found a positive reaction to the resignation announcement.  In a 

study of distressed firms, Bonnier and Bruner (1989) found a positive response to 

the appointment of a new Chairman, CEO, or President.  To complete the picture 

of each view of succession’s impact on the organization being supported, Beatty 
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and Zajac (1987) found a negative stock market reaction to one leader replacing 

another. 

Equivocal findings in studies driven by these views on succession, and 

which rely on stock market response to measure its effect, suggest that answering 

the "when and how?" question requires the addition of contingent factors when 

evaluating the impact of top executives (Kesner and Sebora, 1994).  Some work 

has been done in this area (e.g. Friedman and Singh, 1989) in response to calls for 

research to "examine conditions surrounding successions and the characteristics 

of successors…to identify types of succession situations that allow leaders to have 

substantial influence on organizational outcomes and types of succession 

situations in which leader influence is more limited" (Pfeffer and Davis-Blake, 

1986: 82).  However, to date researchers have given little attention to the 

characteristics of successors, especially their demographic characteristics, when 

trying to assess the impact of succession. 

As stated above, the primary refinement in this stream of research with 

regard to the consideration of the personal characteristics of newly appointed top 

executives has been to consider whether or not the successor is an insider or an 

outsider.  More than half of the twenty-one studies identified in Table 1 consider 

this distinction.  However, as with the studies of the effect of the succession 

event, the results of research considering successor origin have been decidedly 

mixed.  Furtado and Karan (1990) found no relationship between the market’s 
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response to succession and the origin of the successor.  Reinganum (1985) found 

a positive reaction to outsiders among 13 small firms in his overall sample of 511 

succession events.  Chung, Lubatkin, Rogers, and Owers (1987) found positive 

effects for outsiders in high performing firms.  These authors obtained the same 

results in a later study, which also found a negative response to external 

appointments in cases other than for high performing firms (Lubatkin et al, 1989).  

Warner et al (1988) also found a negative reaction to outside succession, while 

Harris, Lauterbach, and Vu (1994) found a favorable response to outsiders and an 

unfavorable response to internal successions.  Similar studies by Furtado and 

Rozeff (1987), Worrell and Davidson (1987), and Davidson et al (1990) all found 

positive effects for internal successions. 

It would appear that investors’ response to a new CEO is more complex 

than consideration of whether he is promoted from within or hired from outside.  

Therefore, researchers must pay attention to variables previously not considered 

to develop a complete model of the consequences of succession (Kesner and 

Sebora, 1984).  A neglected area where work remains to be done is in looking at 

executive demographics, the personal characteristics CEO successors.  This 

research suggests that past results are likely equivocal due to missing variables 

that describe the CEO successor more fully.  There is only one published study to 

date of stock market reaction that has considered a more complete demographic 

profile of CEO successors than just the insider/outsider distinction (Davidson et 
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al, 1990).  These researchers considered age, education, and title in addition to 

whether a new CEO was an insider or outsider.  Using stepwise regression 

techniques, their findings include a negative relationship between market reaction 

and age of the new CEO (i.e. younger is better) and a negative relationship 

between market reaction and new CEO’s holding an undergraduate business 

degree.  This study moves beyond prior work by considering a more complete 

profile than this lone example.  The next section presents the arguments for why 

additional demographic characteristics should be studied for their impact on 

shareholder reactions and shareholder wealth. 

 

Personal Characteristics 

As one can see in Table 1, and as described above, the many studies that 

have considered the effects of succession on shareholder wealth are consistent 

with most research on top executive succession.  They have utilized the 

insider/outsider distinction almost exclusively to capture the personal 

characteristics of a new CEO.  However, there is evidence that CEOs are different 

from each other on more dimensions than only this one (Grimm and Smith, 1985; 

Gupta, 1985, 1988; Rowan, 1983; Song, 1982; Zajac and Westphal, 1996).  

Therefore, we have reason to believe that looking only at the insider/outsider 

distinction is an incomplete assessment of the differences between top executives 

(Zajac and Westphal, 1996).  To better understand how they might differ and 
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when and how those differences might matter, it is necessary to consider a more 

complete profile of newly appointed CEOs. 

The expanded profile suggested here includes additional background 

characteristics of the new CEO – age, tenure in the firm and industry, the amount 

and type of education completed, breadth and specifics of functional background, 

the number of organizations for which he has worked, and whether or not he has 

had international experience – along with the insider/outsider distinction.  There 

are two primary reasons researchers need to examine these characteristics and the 

investor responses to them when studying the impact of succession.  The first 

reason is executive-focused, and has to do with what we can learn about 

executives from these characteristics and the links between executive 

demographic characteristics, behavior, and performance.  The second reason is 

investor-focused, and has to do with the process by which investors might make 

judgments about new top executives and their impact on company performance. 

 

Personal Characteristics and Executive Behavior 

Upper echelons theory (Hambrick and Mason, 1984), one of the most 

important ideas in the study of top executives, suggests that the complexity of the 

top management task and the executive decision-making process that will occur in 

that circumstance allow us to draw inferences about behavior from background 

characteristics.  Hambrick and Mason argue that, “organizational outcomes – 
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strategic choices and performance levels – are partially predicted by managerial 

background characteristics” (1984: 193).  They emphasize characteristics such as 

those included in this research, in part because of the difficulties in measuring 

attitudes, behaviors, and decision-making processes, especially among top 

executives.  In upper echelons theory, differences in age, functional background, 

education, or other characteristics provide indications of likely differences in 

choices and, ultimately, performance (Hambrick and Mason, 1984; Pfeffer, 1983). 

The reasons demographic characteristics may hold clues about CEO 

behavior and firm performance have to do with the nature of the top management 

task.  Specifically, that task is characterized by high uncertainty and variety 

(Kotter, 1982; Mintzberg, 1973).  In this complex environment, where they are 

faced with complex decisions, CEOs are likely to rely on cognitive shortcuts and 

decision-making heuristics arising from their past experiences (Cyert and March, 

1963; March and Simon, 1958).  These past experiences, in turn, are reflected in 

the background characteristics of those same executives. 

In an efficient capital market where participants respond to relevant news, 

it is reasonable to assume that if investors perceive the characteristics of a new 

CEO as influencing choices and future performance, then the precise nature of the 

market’s response to succession events will be based, in part, on the demographic 

characteristics of the successor. 
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Furthermore, this study is guided by the idea that personal characteristics 

influence the range of options that are apparent and available to the CEO of a 

given firm.  According to Hambrick and Finkelstein (1987), managerial discretion 

or latitude of action is determined in part by the characteristics of the manager.  

Possessing certain characteristics allows the CEO to see and consider options 

others cannot.  These authors suggest: 

Managerial excellence is a function of sheer awareness of options.  
Although it is an open (and researchable) issue, we suspect that 
managerial performance is more a matter of generating options 
than of selecting among them.  Namely, among a given set of 
options, to most knowledgeable executives one will typically tend 
to stand out as the best.  Thus, the opportunity for managerial 
contribution lies in improving on the list. (1987: 374). 
 
The personal qualities mentioned by Hambrick and Finkelstein - aspiration 

level, commitment, tolerance for ambiguity, cognitive complexity, internal locus 

of control, power, and political acumen - are difficult to measure, particularly in 

corporate elites.  Investors, including investment professionals, are unlikely to 

have information on these characteristics.  Nor are executive search firms 

(Khurana, 1998).  However, inferences might be made about these qualities on the 

basis of demographics, information that is readily available, and empirical 

research provides evidence of such links (e.g. Wally and Baum, 1994).  This 

suggests that possession of certain demographic characteristics may be viewed as 

an indication of greater managerial discretion, which in turn may influence 

investor expectations about a new CEOs impact on future performance. 
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Personal Characteristics and Investor Perceptions 

Since the question here is about the immediate impact on investors of the 

personal characteristics of a new CEO, it is important to consider the process by 

which those market participants might assess such features.  It is necessary to take 

into account what investors will notice and why, and also how they will respond 

to what they have noticed.  What is of interest here is the process by which 

investors, individually and collectively, might form opinions, and the information 

they might use in doing so when faced with an uncertain and complex 

environment as they assess the future prospects of a firm.  The arguments 

presented below suggest that with limited information and in the face of 

uncertainty, investors are likely to make judgments on the basis of readily 

available, easy to interpret information; and executive background characteristics 

constitute such information. 

While models in finance and economics might assume rational behavior 

and perfect information leading to prices that reflect the true value of a firm, the 

reality of the market is something less.  Prices in the stock market and reactions to 

events are the aggregated perceptions of an intendedly but boundedly rational 

heterogeneous audience (Beatty and Zajac, 1987; Westphal and Zajac, 1998).  

Those perceptions are the result of information processing, of “selective 

attention/comprehension, encoding, storage and retention, information retrieval, 

and judgment” (Lord, 1985: 87).  That audience is “composed of actors ranging 
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from small individual investors to immense institutions, with varying levels of 

interest, ranging from passive to active, and with varying levels of expertise and 

access to information” (Westphal and Zajac, 1998: 131). 

Investment decisions are made on the basis of expectations for the future 

formed through an analysis of available information.  In particular, where a new 

CEO is concerned, investors, including professionals, are likely to have limited 

knowledge.  As Khurana describes, “information about a candidate’s skills or 

capabilities cannot be obtained directly from his current employer or peers” 

(Khurana, 1988: 74).  While director interlocks might provide information to 

Board members making the hiring decision (Khurana, 1988), in fact it would 

seem that even Boards of Directors may lack information about the requirements 

for and capabilities of CEO candidates (Zhang et al, 2001).  In such an 

environment, investors are apt to rely on information that is easy to understand 

and readily available to guide their thinking.  Moreover, they are especially apt to 

rely on easy to understand, socially communicated information, such as the 

demographic information provided in accounts of CEOs, when they do not have 

personal knowledge of a new top executive (Foti, Fraser, and Lord, 1982; Lord 

and Maher, 1991). 

Due to limited attention, memory, and processing capabilities (Shiller, 

1999; Hirshleifer, 2001), and facing incomplete information about a new CEO 

and his abilities (Zhang et al, 2001), investors may make judgments on the basis 
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of available information about the executive’s background.  Demographic 

information is available and is often emphasized in media accounts of top 

executives.  Moreover, on the day a new CEO’s appointment is announced, such 

demographic information may be the only information investors have.  From that 

available information, one is likely to form an opinion about the person (Fiske and 

Taylor, 1991); and from that opinion, in turn, expectations about the future 

performance of a firm might be formed through the perception of a fit between the 

characteristics of the new CEO and ideas about what leaders should be like (Lord 

and Maher, 1991). 

The perceptions and expectations formed by investors of top executives 

may be based, in part, on how those leaders fit our prototypes and stereotypes 

(Hains, Hogg, and Duck, 1997; Lord, 1977).  In general, person perception is 

influenced by “cognitive categorization” or the use of schemas (Fiske and Taylor, 

1991; Rush and Russell, 1988).  We categorize individuals based on prototypes 

(Rosch, 1978) and those prototypes can be derived from traits (Cantor and 

Mischel, 1979).  Individuals form first impressions on the basis of immediately 

apparent features, and there is evidence that they use demographic characteristics 

to form those opinions (Fiske and Taylor, 1991; Stangor et al, 1992).  Moreover, 

we develop culturally based stereotypes that are activated instantly by information 

about a person’s characteristics such as age, race, gender, and other traits to form 

impressions (Fiske and Taylor, 1991, Lord, 1977).  While these characteristics 
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might not actually be good predictors of leader behavior (Mischel, 1973), they 

may be important labels that lead to predictions about such behavior (Lord and 

Maher, 1991). 

The stereotypes referred to above are particularly important when 

information is limited because they reduce the amount of information processing 

required (Cantor and Mischel, 1979; Lord, 1977).  Specifically, our schemas and 

stereotypes lead us to make inferences based on limited information and influence 

our expectations of others (Lord, 1977; Rush and Russell, 1988).  The 

appointment of a new CEO is just such an event, one where investors may use 

schemas and stereotypes to form expectations and make inferences about the 

future of a firm.  Furthermore, those inferences about future performance may be 

made on the basis of who the new top executive is, as described by that person’s 

demographic characteristics.  When information alters expectations about future 

performance, investors and markets respond with price changes according to the 

efficient markets hypothesis.  In an efficient market, if the demographic 

characteristics of a new CEO contribute to the formation of expectations about 

future performance, then those characteristics will determine, in part, the market’s 

response to that appointment. 

Excess returns, without regard to the direction, would be evidence that 

CEO background information is relevant in the eyes of investors.  Of more 

interest, of course, is the question of whether certain characteristics have a 
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favorable or unfavorable impact on shareholder wealth.  What is of interest is to 

know whether or not there is a preferred set of characteristics that would increase 

shareholder wealth.  To the extent that a new CEO matches the expectations of 

market participants, they are likely to have a favorable view of that person and the 

prospects for the future of his firm. 

Given the social nature of investing, such expectations regarding the 

preferred characteristics of new CEOs and the perception of the prospects for 

return may be shaped by trends and fashions (Shiller, 1984).  The development of 

preferences and expectations through this mechanism is consistent with the 

arguments of institutional theory (DiMaggio and Powell, 1983; Meyer and 

Rowan, 1977; Zucker, 1987).  These theorists suggest that firms imitate practices 

considered appropriate leading to “institutional isomorphism.”   More 

importantly, these theorists suggest that by adopting such practices, a firm can 

acquire legitimacy and, in turn, resources.  These legitimacy concerns have been 

identified as important force in the determination of human resource management 

practices (Wright and McMahan, 1992), which might include CEO selection.  

There is a great deal of uncertainty surrounding the selection of a new CEO.  In 

such uncertain circumstances, firms may copy the practices of others in what has 

been termed mimetic isomorphism (DiMaggio and Powell, 1983) in an attempt to 

gain acceptance of their processes, or procedural legitimacy (Suchman, 1995). 
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Academic work by Keiser (1995) and a study by Spencer Stuart (Fredman, 

2002), one of the world’s largest and most respected executive search firms, show 

that there are demonstrable trends in the characteristics of CEOs among large 

firms in the United States.  These studies show that new CEOs are younger, more 

educated, more traveled (i.e. they have been employed by more organizations 

over their careers), and have had shorter tenures with their organizations than in 

the past.  Zhang and her colleagues, citing the trends in the profiles of new CEOs 

described above, a situation of information incompleteness, and institutional 

pressures for conformity, find that boards of directors select CEOs “who possess 

demographic attributes that are considered universally desirable” (2001: 8).  For 

these authors, the universally desirable characteristics are those represented by the 

trends identified by Keiser (1995) and reconfirmed in the Spencer Stuart report 

(Fredman, 2002). 

For these same reasons, this research suggests that the capital markets will 

react favorably to a CEO who fits a general prototype and has these same 

universally desirable characteristics, those that represent current trends in CEO 

selection.  The capital markets confer legitimacy in the form of favorable 

valuations.  Therefore, an action viewed as legitimate should result in an upward 

revision of expectations and a positive change in a firm’s stock price.  Investors 

will confer legitimacy and resources in the form of positive excess returns for the 
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firm’s stock at the time of succession when the new CEO has characteristics 

consistent with current trends. 

 

The previous sections presented the concept of efficient markets and the 

idea that changes in the price of a firm’s securities in response to new information 

are an indication of revised expectations about the future performance of the firm 

on the basis of that information.  Also highlighted was the question, “Do 

managers matter?” and the idea that when considering that question we must 

consider not only if, but also when and how managers, CEOs in particular, matter.  

Executive succession allows us to assess the impact of top executives by looking 

at its consequences.  While other researchers have considered the consequences of 

executive succession on shareholder wealth, such research has taken a limited 

view of how successors are different.  Arguments presented above suggest that 

the demographic characteristics of CEO successors are an important way in which 

they are different and that investors may be influenced by such characteristics.  In 

the sections that follow, these arguments are expanded to develop hypothesized 

relationships between these characteristics and the response of the stock market to 

a new CEO. 
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Hypothesis Development 

The hypotheses that follow suggest that possession of certain personal 

characteristics on the part of newly appointed CEOs will be viewed as desirable. 

This desirability will lead to a positive response in the capital market based on the 

expectation of improved firm performance.  Links between characteristics and 

performance established in prior research may play a role in the creation of these 

expectations.  More importantly, and more likely, such responses may be the 

result of perceptions arising from the CEO’s possession of characteristics that 

match investor expectations, conferring legitimacy on the selection.  Furthermore, 

possession of these characteristics may create the view among investors that a 

new CEO has the ability to improve upon the list of options and, therefore, the 

performance of the firm. 

 

Age 

Keiser’s (1995) work suggests that pressures for conformity as well as 

external legitimacy concerns are leading more firms to appoint younger CEOs.  

His results indicate that new CEOs were younger in the late 1980s than they were 

in the early 1960s, with the average age declining from almost 60 to 54.  The 

more recent Spencer Stuart report shows this trend continuing (Fredman, 2002).  

That research shows that in 1980 less than 2% of Fortune 100 CEOs were 
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younger than 50 and 51% were 60 or older.  By 2002, 15% were younger than 50 

and only 25% were 60 or older. 

As firms hire CEOs who are younger, due to pressures to conform to 

institutional expectations perhaps, youth may become something investors look 

for in a new CEO.  Zhang et al (2001) suggest that this trend makes relative youth 

a desirable characteristic in the eyes of Boards.  Therefore, they find evidence that 

Boards prefer and select younger CEOs when faced with incomplete information 

about the firm and prospective CEOs, a situation most investors are likely to face 

as well. 

Researchers have suggested that older executives may be less able to grasp 

new ideas and learn new behaviors (Chown, 1960), that they may have less 

mental and physical stamina (Child, 1974; Levinson, 1980), and that they are less 

able to integrate information in making decisions (Taylor, 1975).  In contrast, 

managerial youth has been associated with risk taking (Vroom and Pahl, 1971), 

product or market innovation (Thomas, Litschert, and Ramaswamy, 1991), and 

strategic change (Grimm and Smith, 1991), including changes in diversification 

profiles (Wiersema and Bantel, 1992).  Therefore, relative youth may be viewed 

as an asset, especially in the changing environments of recent years. 

Youth has also been associated with corporate growth (Child, 1974; Hart 

and Mellons, 1970) and better financial performance in small firms (Cragg and 

King, 1988).  Furthermore, older executives are believed to exhibit a greater 
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commitment to the status quo in their organization or industry (Hambrick, 

Geletkanycz, and Fredrickson, 1993; Stevens, Beyer, and Trice, 1978), which 

may serve to limit the options they consider. 

Taken together, these findings suggest that younger top executives might 

increasingly match investor expectations and be seen as generating a greater range 

of options for their firm.  Just as relative youth seems to be favored by Boards 

(Zhang et al, 2001), it is likely to be favored by investors, who for many reasons 

might see it as an indication of stronger future performance.  Davidson et al 

(1990) provide support for this with their finding of a positive market response to 

the appointment of younger key executive successors, CEOs, presidents, and 

chairs.  Therefore: 

H1: There will be a negative relationship between CEO successor age and 

the market response to that appointment. 

 

Tenure – Firm & Industry 

Executive tenure can be described in terms of tenure in the firm and in the 

industry.  It is likely to be correlated with age, and theory and empirical research 

suggest similar impacts on a CEOs ability to generate options for the firm.  As 

with age, demonstrable trends in the tenure of newly selected CEOs might also 

contribute to investor ideas about what is desirable, as well as expectations about 

future performance. 
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Long-tenured executives are likely to have a narrowed world-view as a 

result of socialization to the norms of a firm or industry (Finkelstein and 

Hambrick, 1990; Katz, 1982; Pfeffer, 1983).  Research has repeatedly found that 

long tenure in the firm (Katz, 1982; March and March, 1977; Miller, 1991) or in 

the industry (Hambrick et al, 1993) is associated with commitment to the status 

quo.  This steadfastness narrows the options to proven, or at least familiar, 

“recipes” (Hambrick et al, 1993). 

Other researchers have also found negative relationships between tenure 

and firm outcomes that may be viewed unfavorably by investors.  Gabarro (1987), 

Grimm and Smith (1991), and Wiersema and Bantel (1992) all found a negative 

relationship between tenure and organizational change.  Hambrick et al (1993) 

found a negative relationship between tenure and strategic change, and long 

tenure has also been associated with lower levels of innovation (Chaganti and 

Sambharya, 1987; Thomas et al, 1991) and risk taking (Finkelstein and Hambrick, 

1990). 

Drawing again on Keiser’s (1995) research, the organizational tenure of 

new CEOs in the United States has declined from nearly 30 years in 1960 to just 

over 18 years in 1989.  The more recent Spencer Stuart report confirms that this 

trend is continuing (Fredman, 2002), finding a median tenure of 16 years among 

the Fortune 700 firms.  This suggests a preference for shorter tenured new CEOs 

on the part of firms, which may be shared by shareholders.  Similar to age, past 
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research suggests that tenure is declining for new CEOs and that less experienced, 

shorter tenured CEOs may exhibit more flexibility and create a broader set of 

possibilities for their firms.  Therefore: 

H2: There will be a negative relationship between CEO successor firm 

tenure and the market response to that appointment. 

H3: There will be a negative relationship between CEO successor industry 

tenure and the market response to that appointment. 

 

Education – Amount & Type 

Educational attainment and the educational specialization of top 

executives may contribute to investor expectations regarding future performance, 

and trends in the education levels and education types may play a role in shaping 

investor preferences.  Furthermore, the amount and type of education attained by 

a new CEO is another characteristic that may signal an ability to generate more 

possibilities for a firm. 

Education increases an individual’s cognitive ability, skill level, 

information processing capacity, and tolerance for ambiguity (Schroeder, Driver, 

and Streufert, 1967; Wally and Baum, 1994; Wiersema and Bantel, 1992).  The 

type of education a person pursues also reflects individual values and preferences 

(Hitt and Tyler, 1991).  Therefore, investors may draw inferences about the 

prospects of a firm on the basis of a new CEOs educational background. 
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Researchers have found a positive association between an executive’s 

amount of formal education and cognitive complexity (Hitt and Tyler, 1991; 

Wally and Baum, 1994).  Higher levels of education among executives have also 

been linked to receptivity to innovation (Becker, 1970a; Becker, 1970b) and 

adoption of innovation (Bantel and Jackson, 1989; Barbosa, 1985; Kimberly and 

Evanisko, 1981; Thomas et al, 1991).  In addition, Wiersema and Bantel (1992) 

linked higher levels of executive educational attainment to strategic change. 

Each of the above findings with regard to educational attainment by top 

executives suggests that CEOs with higher levels of education may generate a 

greater array of options for a firm.  More directly related to the response of 

investors to a new CEO, the amount of formal education completed by top 

executives has been positively associated with growth (Norburn and Birley, 

1988).  Furthermore, the trends uncovered by Keiser (1995) also show an increase 

in the educational attainment of new CEOs, which may suggest growing 

institutional pressures for that characteristic.  Therefore: 

H4: There will be a positive relationship between CEO successor 

educational attainment and the market response to that appointment. 

 

Beyond simply the level, the types of education a top executive, and top 

executives collectively, has received may also create perceptions among investors 

about the future possibilities for a firm.  In particular, formal management 
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education, namely the attainment of an MBA, may influence investor 

expectations.  In this case, unlike for the characteristics above, competing 

hypotheses were developed for the impact of formal management education on 

investor expectations. 

There are reasons to believe that investors may prefer MBA-educated 

executives.  The rise of MBA education and the professionalization of 

management as reflected in the growth and acceptance of the MBA degree has 

been dramatic.  If trends in executive characteristics create a preference for new 

CEOs possessing that characteristic, then investors may view MBA education 

favorably. 

Keiser’s (1995) work shows that none of the new CEOs appointed in 1960 

had earned an MBA.  By 1989, nearly 30 percent of new CEOs had.  The Spencer 

Stuart report shows that the figure has risen further, to 34 percent among the 

Fortune 700 firms (Fredman, 2002).  Furthermore, Hambrick and Mason assert 

that “firms whose managers have had little formal management education will 

show greater variation from industry performance averages than will firms whose 

managers are highly educated in management” (1984: 201).  Investors are often 

characterized as risk-averse with respect to the variability of returns.  In terms of 

financial valuation models, values, represented in the market by stock prices, are a 

function of the present value of risk adjusted future returns.  Higher risk would 

then decrease the present value of expected future performance.  In addition, 
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Hambrick, Black, and Fredrickson (1992) found that high-tech companies led by 

CEOs possessing an MBA were more profitable.  Therefore: 

H5: There will be a positive relationship between CEO successor 

possession of an MBA and the market response to that appointment. 

 

In contrast to the above position, there are other arguments suggesting that 

MBAs may make less attractive top executives.  MBA educated CEOs are likely 

to be less innovative and less risk-taking, due both to their own tendencies 

(Collins and Moore, 1970) and to the nature of MBA programs.  Specifically, it 

has been suggested that those who enroll in MBA programs are “generally risk-

averse and conventional” (Finkelstein and Hambrick, 1996: 104), and that MBA 

curricula reinforce this tendency.  Hambrick and Mason suggest that “the analytic 

techniques learned in an MBA program are geared primarily to avoiding high 

losses or mistakes…business schools are not particularly well inclined to develop 

innovative or risk-taking tendencies…people who are drawn to business 

schools…tend to be ‘organizers and rationalizers’” (1984: 201).  Moreover, MBA 

educated executives, as members of the social and business elite (Useem and 

Karabel, 1986), are members of a sphere of influence that encourages conformity 

(Finkelstein and Hambrick, 1996).  The people, their training, and their 

associations are likely to lead to less flexibility and consideration of a narrower 

set of options.  Therefore: 
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H6: There will be a negative relationship between CEO successor 

possession of an MBA and the market response to that appointment. 

 

Functional Background 

The functions – marketing and sales, finance, operations, etc. - in which a 

top executive has worked and been socialized, will affect the way he views the 

opportunities available to the firm (Dearborn and Simon, 1958), at least in some 

areas (Waller, Huber, and Glick, 1995).  In the case of major strategic decisions, 

which are often made in situations where cause and effect are highly ambiguous, 

where there can be both too much and not enough information, and where there is 

some sense of urgency, CEOs are more likely to be influenced by their past 

experiences and exhibit biases resulting from their backgrounds (Finkelstein and 

Hambrick, 1996; Hambrick and Mason, 1984). 

To the extent that a new CEO has a varied functional experience over the 

course of his career, he may be less likely to exhibit such biases.  A top executive 

with a wide variety of functional experiences may see more possibilities because 

of his breadth of experience.  As a result, some authors encourage rotational 

assignments for those identified as potential top managers (Ouchi and Jaeger, 

1978; Raskas and Hambrick, 1992).  Michel and Hambrick (1992) suggest that 

such experience is particularly appropriate in highly interdependent diversified 

firms.  In the intense competitive environment of today, investors may value 
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breadth of experience as an indication that a CEO can deal with increasing 

internal interdependence between functions in a firm and the need to understand 

corporate-wide operational activities (Roth, 1995).  Such experience may also be 

seen as an indication that an executive can work effectively in the turbulent 

external environment that exists today.  Therefore: 

H7: There will be a positive relationship between CEO successor 

functional background breadth and the market response to that 

appointment. 

 

It is also possible that investors might exhibit a preference for a specific 

type of experience.  Fligstein (1987) documented changes in the functional 

backgrounds of top executives over time, finding top executives with a 

manufacturing background dominating from 1919-39, a rise in top executives 

with a sales and marketing background during the period from 1939-59, and an 

increase in those with a finance background from 1959-79.  His findings indicate 

the existence of institutional pressures as a determinant of what kind of person 

will be selected to lead a firm. 

Zhang et al (2001) argue that in an environment characterized by a greater 

emphasis on product innovation (Wolf, 1994) and given the “strategic position 

sales personnel occupy with respect to the environment” (Perrow, 1970: 82) that 

Boards will select new CEOs who possess an “output” functional background.  
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Moreover, evidence from their study suggests a Board preference for CEOs with a 

sales and marketing background.  Hiring trends also seem to indicate this 

preference with 28% of Fortune 700 CEOs having sales or marketing 

background, more than any other function (Fredman, 2002).  Given today’s 

emphasis on being “close to the customer”, investors may be expected to exhibit a 

similar preference.  Therefore: 

H8: There will be a positive relationship between CEO successor sales and 

marketing background and the market response to that appointment. 

 

Number of Previous Employers 

Measures of tenure indicate how long an individual has been a member of 

a specific firm or employed in a certain industry.  Another feature of a person’s 

employment history is the number of previous employers he has had.  The length 

of a new CEO’s resume may influence investor expectations, as may trends in the 

lengths of the resumes of all new CEOs.  Employees today are more mobile and 

are working for more organizations over their careers than in the past, and this 

trend is reflected in the mobility of those who are assuming the CEO post.  

Keiser’s (1995) work shows that the number of previous employers for new CEOs 

has been increasing, albeit slightly, since the early 1970s.  Again, this trend is 

continuing according to the results of Spencer Stuart’s research (Fredman, 2002).  

Therefore, investors may see a new CEO with a wide variety of organizational 
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experiences as the right kind of executive because other firms are hiring CEOs 

with similar employment histories. 

Movement across firms is likely to expand an executive’s network of 

contacts (Gabarro, 1987), which is an important factor in determining his field of 

vision (Chattopadhyay, Glick, Miller, and Huber, 1999).  Therefore, more 

movement potentially means more contacts and broader experience and 

knowledge.  Recruiting from outside an organization also allows the transfer of 

knowledge (Aldrich and Pfeffer, 1976) and increases sources of information 

(Granovetter, 1973).  Moreover, a firm that hires a new CEO who has worked for 

many organizations may reduce environmental uncertainty (Pfeffer and Leblebici, 

1973), as well as gain a leader who sees new strategic opportunities (Carter, 

1971), because of his expanded mindset.  Just as with a varied functional 

background, an executive with a wide variety of organizational experiences may 

see and consider more options, something investors may value and assume is 

predictive of better future performance.  Therefore: 

H9: There will be a positive relationship between the number of 

organizations for which a new CEO has previously worked and the 

market response to that appointment. 
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International Experience 

Most organizations face an increasingly global market for their goods and 

services.  Therefore, the ability to compete internationally is increasingly a critical 

issue for U.S.-based corporations (Hoffman and Gopinath, 1994) and may 

determine their future viability (Bartlett and Ghoshal, 1989, 1992; Porter, 1990; 

Hamel and Prahalad, 1994).  For example, it has been shown that international 

diversification leads to better performance (Grant, 1987). 

Given the increased need to pursue global business opportunities in the 

face of competition, and to improve performance, it seems that international 

experience of a CEO would be beneficial to many firms.  It would also seem to be 

beneficial to those pursuing top management jobs (Carpenter, Sanders, and 

Gregersen, 2001; Donlon, Darwent, Cabral, and Grube, 1996).  However, the 

extent of a top manager’s international experience is a personal characteristic that 

has been little studied.  Where it has been considered, the results suggest 

important relationships between top executive foreign experience and 

organizational outcomes that will be of concern to shareholders.  For example, 

Sambharya (1996) found that firms having top management teams (TMTs) whose 

managers had a higher proportion of foreign experience had a greater 

international presence.  Moreover, Daily, Certo, and Dalton (2000) and Carpenter 

et al (2001) found a positive relationship between CEO international experience 

and corporate financial performance. 
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For their part, investors are likely to be aware of the increasing 

globalization of business.  We read and hear about it in the popular media, and at 

home “an examination of the products on a typical shelf reveals a veritable United 

Nations” (Phukan, 2001).  We know that our economy is linked to those around 

the world and may value a CEO with experience that extends beyond national 

boundaries and includes overseas postings.  In addition, an increasing number of 

CEOs possess international experience (Fredman, 2002).  Therefore: 

H10: There will be a positive relationship between the appointment of a 

new CEO with foreign experience and the market response to that 

appointment. 

 

Insider/Outsider 

As described earlier, there have been many studies of stockholder reaction 

to CEO succession that have considered whether the successor is an insider or an 

outsider.  However, the results across these studies leave us with no clear 

understanding of whether investors view either of these conditions favorably.  Of 

course, an important motivation for this study is the fact that CEOs differ on a 

wider set of characteristics that may be relevant in forming expectations about a 

firm’s future performance.  Still, this distinction is worth considering, especially 

because my sample will come from a different time period than previous studies. 
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Early studies showed that the rate of outsider succession remained fairly 

constant (Canella and Lubatkin, 1993).  However, evidence from more recent 

studies of succession events indicates an increasing tendency for companies to go 

outside to find their next CEO.  For example, Lauterbach, Vu, and Weisberg 

(1999) found outside successions in 39% of the 165 events in their sample, a 

higher incidence than in prior research.  In their article about recent successions, 

Bianco and Lavelle (2000) cite a Watson Wyatt Worldwide study indicating that 

among large companies the rate of outside succession nearly doubled during the 

1990s.  As with other characteristics, overall trends in successor origin may create 

a preference for outsiders. 

A preference for outsiders may arise from the perception that such CEOs 

would bring a wider range of options to the firm.  Selection of an outsider can be 

viewed as an indication that the Board of Directors seeks change (Finkelstein and 

Hambrick, 1996).  Finkelstein and Hambrick suggest that boards will expect 

outsiders to be “cognitively open-minded, with low commitment to the status quo, 

able to envision and consider new courses of action” (1996: 184).  The evidence 

from past research is that outsiders do “make more changes in structure, 

procedures, and people than do chief executives promoted from within” 

(Hambrick and Mason, 1984: 199).  In an environment characterized by rapid 

change, investors may recognize and value such characteristics and the possibility 

of such changes. 
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Hambrick and Mason assert that “for an organization facing a severe 

environmental discontinuity, years of inside service will be negatively associated 

with profitability and growth” (1984: 200).  Moreover, there are suggestions that, 

no matter the organization, the environment has changed dramatically in recent 

years.  Investor perception of the dynamism of the market are likely to be shaped 

by characterizations such as this: “(B)usiness today is more complex than it was 

20 years ago – or even 5 years ago.  Markets are ultracompetitive and far-flung, 

new technology is pervasive, everything happens faster” (Bianco and Lavelle, 

2000: 88).  This is something about which investors, through their personal 

experiences, are likely to be keenly aware.  Therefore: 

H11: There will be a positive relationship between the appointment of a 

new CEO who is an outsider and the market response to that 

appointment. 

 

The hypotheses developed above are summarized here in Table 2.  In the 

next chapter, the methodology used in testing these relationships is described. 

 

** Insert Table 2 here ** 
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CHAPTER 3 
 

METHODOLOGY 
 

In this chapter, the methodology used to test the hypotheses outlined in 

Chapter 2 is presented.  The first section of the chapter will present background 

information on the event study methodology.  The next sections will describe the 

target sample and the archival data sources for that sample.  The 

operationalizations of each of the variables in the proposed model will be defined 

in a subsequent section.  The chapter concludes with the analytical plan. 

 

Event Studies 

Fama, French, Jensen, and Roll (1969) developed the event study 

methodology as a way to test the financial impact, specifically the shareholder 

wealth effect, of corporate change.  In a comprehensive review of the event study 

methodology, Binder states that it is “the standard method of measuring security 

price reaction to some announcement or event…under the maintained hypothesis 

of market efficiency, at least with respect to publicly available information, to 

examine the impact of some event on the wealth of the firm’s security holders” 

(Binder, 1998: 111).  Recently, McWilliams and Siegel (1997) presented an 

extensive review and critique of the use of the event study technique in 

management research.  Their study reports that management researchers have 
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used the technique to assess the impact of a wide variety of corporate events, 

including instances of executive succession. 

Researchers generally use the event study methodology to determine 

whether investors respond to an event, such as the announcement of a new CEO, 

by changing their assessment of the value of the firm as reflected in the price of 

the stock.  If excess or abnormal returns (price changes beyond those that would 

be expected) exist after an event occurs, this is evidence that the event is 

significant in the minds of investors and that they have made a reassessment 

regarding the future performance, and value, of the firm.  The technique is 

attractive because it relies on a market-based measure of financial performance 

(Beatty and Zajac, 1987) rather than accounting returns, which have the potential 

for manipulation via the selection of accounting practices (Benston, 1985).  Also, 

the data needed are easily obtained from archival sources, particularly the 

University of Chicago’s Center for Research in Security Prices (CRSP). 

However, use of the technique is based on some strong assumptions 

(Brown and Warner, 1985) and requires careful implementation.  The key 

assumptions concern market efficiency, events that are unanticipated, and the 

absence of confounding effects from other events.  As part of their review, 

McWilliams and Siegel (1997) present a ten-step process for implementing an 

event study that is presented in Table 3.  How this study has followed their 

recommendations is described below. 
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** Insert Table 3 here ** 

 

Step 1: Define an event that provides new information to the market. 

One problem in prior studies similar to this one has been the failure to 

distinguish between the announcement of the predecessor’s departure and the 

announcement of the successor’s appointment (Finkelstein and Hambrick, 1996).  

In this study, the event of interest is the announcement of the appointment of a 

new CEO.  Certainly, both the departure and the appointment could alter 

investors’ perceptions; however, in keeping with the interest here in the 

successor’s characteristics and the idea that financial valuations are forward 

looking, it seems more appropriate to focus on the entry, the point at which the 

successor is identified and his characteristics are revealed, rather than the exit. 

 

Step 2: Outline a theory that justifies financial response to this new information. 

As described above, theories regarding the impact of executive succession 

coupled with theories on the efficacy of top management suggest that investors 

may respond to the successor announcement.  However, specifying a priori the 

direction of the response to the succession event in and of itself, as called for in 

McWilliams and Siegel (1997), is problematic.  Different theories suggest a 

positive response, a negative response, and a non-response.  Each of these results 

has been obtained in past research. 
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The basic assertion of this research is that the nature of the response to the 

succession event is driven by who is selected as the new CEO.  Variables 

describing who this person is have been, for the most part, omitted from prior 

research on market reactions to succession events.  The justification for inclusion 

of these variables addresses McWilliams and Siegel’s (1997) Step 9 (see below). 

 

Step 3: Identify a set of firms that experience this event and identify the event 

dates. 

To identify firms that have experienced CEO turnover, a variety of sources 

were utilized.  First, the sample frame used was the 1996 Fortune 1000.  This is a 

short list given the overall number of enterprises in the world, but an important 

list given the influence these firms have on the business environment.  Those 

firms on the list that experienced a CEO succession during the period from 1997-

2001 were identified.  Identification of firms was made on the basis of SEC 

filings, reports from various sources archived in LexisNexis, information included 

in the Forbes annual list of the top 800 CEOs based on compensation, and 

information from Burson-Marsteller and their CEOgo.com website, which tracks 

executive succession events among the Fortune 1000 firms. 

Given the high rate of CEO turnover beginning in the late 1990s (Barrett 

and Lavelle, 2000), it was expected that this would provide a sufficiently large 

sample.  Preliminary analysis using the Forbes 800 list showed over 500 CEO 
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succession events during this period.  With significant overlap between the 

Fortune and Forbes lists, it was expected that a similar number of succession 

events would be found among the Fortune 1000 firms during this time period. 

Once succession events were identified, it was important to control for any 

confounding announcements (see Step 5) and also to ensure that all data was 

available so that the event could be included in the analysis.  Lubatkin and his 

colleagues (1989) were able to use just over 40% of the events identified through 

Forbes in their study.  If this time period did not provide a large enough sample, 

additional data going further back in time would have been collected until the 

sample size was at least 50 in accordance with Binder’s suggestion (1998). 

Data was obtained from various publications archived by LexisNexis, 

company press release archives, SEC filings, and information at CEOgo.com to 

identify the event dates. 

 

Step 4: Choose an appropriate event window and justify its length. 

This study uses the standard event window of two days, the day of the 

event and the day prior (Brown and Warner, 1985; McWilliams and Siegel, 

1997), and also a three-day window which adds the day after the announcement to 

account for situations in which the announcement of a new CEO occurred after 

normal trading hours (MacKinlay, 1997).  Studies have shown that the market 

reacts and adjusts very quickly to events, both those that are firm specific (Dann, 
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Mayers, and Rabb, 1977) and those with wider impact (Mitchell and Netter, 

1989).  Furthermore, use of a longer window increases the possibility of 

confounding events (see Step 5 below) and reduces the power of the test for 

excess returns (Brown and Warner, 1985). 

 

Step 5: Eliminate or adjust for firms that experience other relevant events during 

the event window. 

Company press release archives and the various archival sources in 

LexisNexis were used to identify confounding news events for the firm.  

Separating “news” from “noise” was a difficult part of the data collection process.  

For example, announcement of quarterly earnings constitutes news if the results 

are surprising relative to analysts’ expectations and noise if expectations have 

been met (MacKinlay, 1997).  Potentially confounding events include 

“unexpected dividend or earnings announcements, takeover bids, merger 

negotiations, changes in key executives, restructuring, joint ventures, major 

contract awards, significant labor disputes, significant liability suits, and 

announcements of major new products” (McWilliams and Siegel, 1997: 653).  

Given the assumption that the market reacts quickly to relevant events (Dann et 

al, 1977; Mitchell and Netter, 1989), only those firms that experienced such 

events during the two-day and three-day event windows as described above were 

eliminated. 
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Step 6: Compute abnormal returns during the event window and test their 

significance. 

Abnormal returns were measured using standard equally weighted market 

model event study methodology (Binder, 1998; Brown and Warner, 1985) 

utilizing Eventus®.  In this method, the rate of return for a stock i on day t is 

Rit = αi + βiRmt + εit, 

where 

Rit = the rate of return on the share price of firm i on day t, 

Rmt = the rate of return on a market portfolio of stocks on day t, 

α = the intercept term, 

β = the systematic risk of stock i, 

and 

εit = the error term, with E(εit) = 0. 

The market model was estimated over a 255-day period, approximately one 

calendar year, from trading day –300 to trading day –46 in event time for each 

succession event. 

Abnormal returns were then computed for the ith firm on day t as 

ARit = Rit – (ai + biRmt) 

where ai and bi are the ordinary least squares parameter estimates obtained from 

the regression of Rit on Rmt over the estimation period.  These abnormal or excess 
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returns represent returns earned after adjusting for the “normal” return process.  

The average abnormal return is the sample mean and the cumulative abnormal 

return over the event window is simply the sum of the abnormal returns. 

The significance of daily abnormal returns and cumulative abnormal 

returns was measured using standardized abnormal returns calculated as  

SARit = ARit/SDit 

with 

∑
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Under null hypotheses of SARit = 0 and SCARi = 0, the test statistics are  

Z = SARit x N0.5 

and  

Z = SCARt x N0.5, 

respectively.  Simulation studies suggest these are well specified for samples of 

50 or more (Brown and Warner, 1985; Dodd and Warner, 1983).  If the test 
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statistics are significant, the abnormal returns measure the average effect of the 

event on the firms in the sample and allow one to infer a change in investor 

expectations as a result of the event being studied, with a significant impact on the 

value of firms. 

 

Step 7: Report the percentage of negative returns and the binomial Z or Wilcoxon 

test statistic. 

The percentage of negative returns and the generalized sign Z are reported 

below.  As with the calculation of event window returns and tests of their 

significance, Eventus® was used for this information and test. 

 

Step 8: For small samples, use bootstrap methods and discuss the impact of 

outliers. 

Small is defined by McWilliams and Siegel (1997) as N < 30.  As 

described below, the usable sample in this study is much larger than this. 

 

Step 9: Outline a theory that explains the cross-sectional variation in abnormal 

returns and test this theory econometrically. 

As described above, upper echelons theory suggests that the demographic 

characteristics of top executives are predictors of behaviors and performance.  In 

addition, theory and research in the areas of person perception and stereotyping 
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give reason to believe that such characteristics will be important in the formation 

of investor expectations regarding future firm performance.  Preference for certain 

characteristics may arise from trends evident in the selection of new CEOs, 

conferring resources to organizations that adhere to such trends.  The hypotheses 

in Chapter 2 indicate how these characteristics are expected to influence 

shareholder response and abnormal returns.  Tests of the hypotheses were 

completed using hierarchical ordinary least squares (OLS) regression.  Using 

abnormal returns as the dependent variable in such tests yields unbiased results 

and is as powerful as alternatives when sample sizes are greater than fifty (Binder, 

1998). 

 

Step 10: Report firm names and event dates in data appendix. 

These are provided in tabular form (Table 4) as in Lee (2001). 

 

Sample 

As mentioned above, the sample frame for this study is the 1996 Fortune 

1000 list and succession events and new CEOs identified for those firms.  The 

focus is on large firms, admittedly a restricted set, but a very important group, 

especially in this case because the shares of such firms tend to be the most widely 

held and because of the far-reaching effects of such firms on the overall economy. 
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To be included in the final sample, 1) a firm must have been identified as 

experiencing a CEO succession between 1997 and 2001, 2) the event date must 

have been identified, 3) CRSP data and all other data must have been available, 

and 4) there could be no confounding event(s) in the event window.  While these 

restrictions reduced the final sample by just over half, the high number of CEO 

succession events during the period under study still allow for an adequately large 

sample for the tests. 

 

Data Sources 

Archival data from public sources were used in all cases.  Standard and 

Poor’s Register of Directors and Executives and other sources archived in 

LexisNexis were used to identify event dates, CEO characteristics, and 

confounding events.  Information found in the LexisNexis archives was 

corroborated and supplemented with information obtained from company 

websites and Burson-Marsteller’s CEOgo.com.  The CRSP database provided 

excess returns data.  COMPUSTAT was the source of performance and other data 

for each of the firms in the study. 
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Research Variables and Measures 

Dependent Variable 

Excess Returns – For all hypotheses, the dependent variable is excess 

returns for a company’s stock in a two- or three-day window around the 

announcement of a new CEO.  The calculation of this variable involves 

measuring the difference between an observed return and an expected return as 

described earlier. 

 

Independent Variables 

The coding of most demographic characteristics is “clear-cut and 

objective” (Michel and Hambrick, 1992: 21).  As such, discussion of most of 

these measures is brief. 

Age – Measured as age in years of the new CEO at the time of his 

appointment. 

Firm Tenure – Measured as years of service with the firm at the time of 

appointment as CEO. 

Industry Tenure – Measured as years of service in firms in the same two-

digit SIC classification as the focal firm over the course of the successor CEO’s 

career at the time of the appointment. 

Education – Measured on a seven point scale based on the highest degree 

earned: 1=high school, 2=some college, 3=undergraduate degree, 4=some 
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graduate school, 5=masters degree, 6=attended doctoral program, 7=doctorate 

degree, including juris doctor. 

Management Education – Measured as a categorical variable with a CEO 

who holds an MBA coded 1, and 0 otherwise. 

Functional Background Variety – Measured as a count of the 

backgrounds based on job titles in the employment history developed from the 

sources above.  Backgrounds include manufacturing and operations, sales and 

marketing, finance and accounting, legal, general management, and other 

(Fligstein, 1987; Hambrick and Mason, 1984).  This measure has a minimum 

score of 1, representing a CEO whose entire career up to his appointment has 

been in one functional area, and a maximum value of 6, representing a CEO 

whose career has spanned all of the functional areas identified above. 

Sales and Marketing Functional Background – Measured as a 

categorical variable coded as 1 if an executive’s functional background 

experience includes sales and marketing according to the sources above, and 0 

otherwise. 

Number of Organizations Worked For – Measured as a count of 

organizations as reflected in the employment history contained in the sources 

above. 
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International Experience – Measured as a categorical variable coded 1 if 

an executive is a foreign national or has had an international assignment 

according to the sources above, and 0 otherwise. 

Insider/Outsider – What makes one an “outsider”?  In the extreme, a new 

CEO who has no previous experience in the organization is the only one who 

qualifies as an outsider.  However, researchers have used a wide variety of 

conceptions of what constitutes an outsider.  Among the definitions are less than 

two years of service (Cannella and Lubatkin, 1993), not in the organization during 

the predecessor’s tenure (Dalton and Kesner, 1985), designated as such in a 

survey (Friedman and Singh, 1989), and fewer than five years of organizational 

tenure (Datta and Guthrie, 1994).  Finkelstein and Hambrick (1996) suggested the 

use of an “outsiderness continuum” as a method by which we may understand 

more about the impact of outside succession. 

Data were collected using a modified version of Finkelstein and 

Hambrick’s (1996) framework.  Specifically, an insider was defined as anyone 

employed by the firm prior to his appointment as CEO.  Outsiders fell into one of 

the four categories, moving from an extreme outsider, someone from an unrelated 

industry, to an “inside-outsider”, someone who was an outside director prior to his 

appointment as CEO.  The continuum was operationalized using Standard 

Industrial Classification (SIC) codes as follows: 
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Unrelated industry Different two-digit SIC 

Related industry Same two-digit SIC 

Same industry Same four-digit SIC 

Inside-Outsider Outside Director 

 

As reported below and has been well documented in prior research, the 

vast majority of successions were appointments of insiders.  The vast majority of 

outside successions in this study were appointments of CEOs from unrelated 

industries.  In the analyses presented in the next chapter, insiders were defined as 

those who were employed by the firm or serving as members of the firm’s Board 

of Directors at the time of appointment and were coded 0.  All others were 

considered outsiders and coded 1. 

 

Control Variables and Measures 

The model will include control variables that will address the important 

characteristics of 1) the succession, 2) the firm, and 3) the industry. 

 

Succession Characteristics 

Two issues surrounding the succession which may have a particularly 

strong impact on investors perceptions about future performance at the time a new 
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CEO is announced are whether or not the new CEO had previously been 

designated as the heir apparent, and the disposition of the predecessor. 

Heir Apparent - In his study of executive succession, Vancil (1987) 

described the “relay race” as an approach where an heir apparent is selected and 

identified before the incumbent’s departure.  This person is typically given a title, 

often President or COO, and responsibilities signaling a clear “number two” status 

(Finkelstein and Hambrick, 1996).  Where an heir apparent exists, any stock 

market reaction to the announcement of his ascension to the CEO post should be 

based only on the timing and not on who he is, since this “news” is already known 

and factored in to expectations about future performance.  Therefore, none of the 

independent variables described earlier should have an impact, and it is important 

to control for the existence of an heir apparent. 

The original plan for this study was to identify an heir apparent as “any 

officer who was the only person in the firm holding the title of president or of 

COO or both and who was at least five years younger than the incumbent CEO” 

(Cannella and Shen, 2001: 258) and also to look in the popular business press for 

indications that an individual had been so identified prior to the announcement of 

his eventual rise to the position of CEO.  However, press accounts and company 

communications explicitly identified such persons in many cases.  Therefore, an 

indicator variable was coded as 1 if the ascendant CEO had been explicitly 
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identified as the heir apparent or if he was the only person in the firm holding the 

title of president or of COO or both prior to the succession, and 0 otherwise. 

Predecessor Subsequent Position – Whether or not the outgoing CEO 

continues to have a role in the firm may effect perceptions of the impact of a new 

CEO.  To the extent that the predecessor remains with the firm, the influence of 

his successor may be lessened.  Therefore, the impact of the successor’s 

characteristics in shaping investor perceptions about the future may be lessened as 

well.  In particular, this may be the case of the predecessor stays on as Chairman 

of the Board.  Operationally, a predecessor’s subsequent position has been 

captured as whether or not the predecessor remained with the firm in any capacity 

(Harris et al, 1994; Lauterbach et al, 1999), and in more complex ways based on 

how and why the successor departed.  However, prior research has described the 

difficulty in determining the true story behind an executive’s departure (Cannella 

and Lubatkin, 1993; Warner et al, 1988). 

The focus in this research is on the influence a predecessor CEO might 

exert by staying in a role as Chairman of the company’s Board of Directors.  

Therefore, an indicator variable was coded 0 if the predecessor CEO remains 

Chairman, and 1 otherwise. 
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Firm Characteristics 

An organization’s size and its prior performance may, in part, determine 

how investors view the impact of a new CEO. 

Size - Size is a variable that affects many organizational outcomes.  In this 

case, whether one person, a new CEO, and his characteristics can influence 

market participants may be related to size.  In particular, a top executive’s 

characteristics can have more impact in a smaller firm (Miller, 1991).  This may 

be a result of smaller firms being less formalized and bureaucratic (Robbins, 

1983) and more inclined to innovation and risk-taking (Guthrie and Datta, 1997).  

In a small firm, a CEO has more discretion (Hambrick and Finkelstein, 1987), 

making managerial characteristics more important (Guthrie and Datta, 1998).  

With regard to succession, Reinganum (1985) found external appointments to 

occur more frequently in smaller companies and also that market responses to 

succession were significant only in small firms.  The possible effects of size were 

controlled here using the natural logarithm of the number of employees.  Recent 

event studies, with their focus on market-based measures, have controlled for size 

using the market value of equity at the time of the event (Lee, 2001; Lubatkin et 

al, 1989) and that measure was also used. 

Prior Performance – Firm performance prior to succession, especially 

poor performance, is one likely reason a change in CEO is taking place (Wagner, 

Pfeffer, and O’Reilly, 1984; Warner et al, 1988).  Poor performance provides a 
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rationale for change (Zajac and Westphal, 1996), and any such change may elicit 

a favorable investor response, regardless of who the new CEO is.  As such, it is 

important to control for prior performance.  Since this study focuses on 

shareholders and shareholder value creation, prior performance was measured 

using a market-based measure, excess returns for the year prior to the succession 

event (Zajac and Westphal, 1996). 

 

Industry Characteristics 

The situation within an industry, particularly the rate of change relative to 

other industries, may influence how investors respond to succession and the 

characteristics of successors.  In industries that are highly regulated, for example, 

the CEO or any top executive may have little influence and impact.  Industry 

characteristics were controlled for at the two-digit SIC level by including a 

dummy variable. 

 

Analytical Plan 

The plan for testing this dissertation’s hypotheses is well defined by 

McWilliams and Siegel’s steps for event studies.  The first step in the test is to 

assess the existence, or not, of excess returns during the specified event window.  

As stated above, hierarchical ordinary least squares (OLS) regression was used to 
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test the hypotheses with regard to successor CEO characteristics.  The basic 

model is: 

Excess Returns = f (Control Variables, Successor Characteristics) 

 

OLS is appropriate given a continuous dependent variable and continuous 

or categorical independent variables.  Control variables for succession features, 

firm features, and industry features as described above were entered first into the 

regression analysis.  The next step in the hierarchical regression was to add the 

insider/outsider distinction.  While this might have been considered as just one of 

a more complete set of descriptors, it was added as a distinct step in recognition of 

the attention received by insider/outsider as a descriptor of the background of a 

new CEO in prior research.  The fully specified model adds the additional CEO 

characteristics that have not been considered in prior research.  The null 

hypothesis βi = 0 was tested with two-tailed tests. 

The hypotheses above suggest simple linear relationships and the 

universally desirability of certain characteristics such as relative youth.  These 

relationships are expected to hold over the range of values likely to be found, say 

new CEOs between age 35 and 65.  However, a successor could be either clearly 

too young, age 10, or too old, age 110.  Rather than a line, the relationship may be 

represented by an inverted u-shaped curve with some optimal range of values, say 

ages 45-55.  As part of the analysis, such curvilinear relationships were tested. 



 

 75 
 

CHAPTER 4 

RESULTS 

 

This chapter reviews the results of the data collection effort, descriptive 

statistics for the variables, and the results of the event study and cross-sectional 

hypothesis tests.  As indicated in the section above, the circumstance in which an 

heir apparent is named CEO has implications for the event study methodology.  

Though not stated as a formal hypothesis, it is suggested above that the case of the 

appointment of an heir apparent may be a non-event.  In such circumstances, 

whom a new CEO is, based on his personal characteristics, should also be a non-

event.  Post-hoc analyses separating heir apparent and non-heir apparent 

successions provide the most interesting results in the dissertation and these are 

discussed below as well. 

 

Data Collection 

Among the 1996 Fortune 1000, a total of 450 firms experienced CEO 

succession events in the period from 1997 to 2001.  Because some firms 

experienced more than one succession event, there were a total of 560 successions 

studied in this research.  The announcement date was identified in 505 of the 

cases.  Confounding event announcements (e.g. an earnings warning) and missing 

data on CEO characteristics reduced the usable sample to 257 events.  The 
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eliminated firms (events) are not different from the usable sample based on a 

means test of event period returns, prior performance, or firm size as measured by 

sales, assets, and number of employees.  The final sample exceeds the guidance of 

Binder (1998) that sample sizes greater than 50 allow for unbiased ordinary least 

squares (OLS) regression tests using excess returns as the dependent variable, and 

the guidance of Stevens (1996) that suggests a sample size of at least 15 

observations per independent variable for multiple regression.  In addition, this 

sample provides adequate power as discussed in MacKinlay (1997). 

SEC filings were the primary source for determining which firms had 

experienced succession events during the period under investigation.  Company 

releases and press coverage of succession events provided the announcement 

dates and much of the demographic information of interest.  Collecting a 

complete set of background information on a new CEO often required going back 

to announcements of earlier appointments or promotions.  Age, educational 

background, and more recent experience were usually, but not always, included in 

the CEO succession announcement.  Company websites and information from 

LexisNexis going as far back as available were utilized to gather as complete a 

profile as possible.  Table 4 shows the firm name, successor CEO name, and the 

announcement date for the 257 events in the final sample. 

 

** Insert Table 4 here ** 
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Descriptive Statistics 

Means, standard deviations, and correlations for the dependent, 

independent, and control variables are presented in Table 5. 

 

** Insert Table 5 here ** 

 

Comparing these results to Keiser’s (1995) study indicates a continuing 

trend toward younger, shorter tenured, more highly educated new CEOs.  The 

average age, firm tenure, and industry tenure for this final sample were 50.56, 

12.02, and 16.35, respectively.  The average age of new CEOs in 1989, the last 

year of his study, was 54 and the average age for his final five-year period, 1985-

1989, was just under 55.  According to Keiser’s results, mean organizational 

tenure at the time of CEO appointment was just over 18 years in 1989 and just 

less than 18 years for the 1985-1989 period. 

Forty-six percent of this study’s new CEOs held an MBA degree at the 

time of their appointment versus thirty percent in the last year of Keiser’s study. 

Keiser did not find a significant change in his annual data on new CEO 

mobility as measured by the number of organizations for which a new CEO had 

worked prior to joining the firm at which he became CEO.  The average for the 

last year of his study was 1.50 and for the last five years it was 2.25.  These are 

similar to the 1.86 average for the five-year period examined here. 
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These new CEOs worked in an average of 2.28 functional areas prior to 

becoming CEO, consistent with the “significant decrease in the number of CEOs 

who have stayed in one functional path their entire career” reported by Spencer 

Stuart (Fredman, 2002).  The same Spencer Stuart study that showed that twenty-

eight percent of CEOs among the Fortune 700 had a primary functional 

background in sales or marketing.  Among the new CEOs studied here, thirty-

seven percent were reported to have had some experience in those functions. 

Thirty-eight percent of the new CEOs in this study had some international 

experience, while twenty-five percent were outsiders, slightly more than the 

nineteen percent during the 1980-1995 period of Khurana’s research (1998).  Of 

particular interest is the fact that sixty-one percent of these new CEOs qualified as 

an heir apparent. 

With regard to the predecessor retention as Chairman of the Board, in 

fifty-four percent of the cases the outgoing CEO retained or was named to that 

position.  Furthermore, in sixty-five percent of the cases, the outgoing CEO 

remained active in the firm, either as Chairman of the Board or a member of the 

Board of Directors.  In another eighteen percent of the cases, the reports of the 

succession indicated that the departing CEO had retired and was more than 60 

years of age, therefore meeting the criteria for voluntary departure used by 

Parrino (1997).  Less than ten percent were described in the company and press 

accounts as either resignations or dismissals.  This number is lower than other 
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scholars have recently reported (Wiersema, 2002).  Furthermore, by relying on 

company and press accounts it is most likely understated due to the fact that what 

is reported by the company or by the press as a retirement may in fact be a 

dismissal (Cannella and Lubatkin, 1993).  However, it seems, somewhat 

surprisingly, that most of the CEO turnover in this study qualifies as normal based 

on the high incidence of continued involvement with the firm and retirements that 

are considered voluntary. 

While average prior performance is negative, as measured by abnormal 

returns in the period starting 250 trading days (approximately one year) and 

ending 47 trading days (approximately two months) before the succession 

announcement, it is not significantly different from zero.  Average change in 

stock price, measured from the end of the calendar year two years before 

succession to the end of the calendar year immediately preceding succession was 

also negative, but again not significantly different than zero. 

Correlations show that insider/outsider status and heir apparent status are 

both highly correlated with event window abnormal returns (p < .001).  Age and 

firm tenure also show high correlations with event window abnormal returns (p < 

.01). 
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Event Study Results 

The results of the event study for all 257 firms in the final sample show a 

positive response to successions.  Abnormal returns average 1.15% (Z = 5.251, p 

< .001) in the two-day event window and 1.29% (Z = 5.013, p < .001) in the 

three-day event window. 

The percentage of negative returns in each case is 45% and 43%, 

respectively.  The non-parametric generalized sign Z-test is significant at the p < 

.05 level in the case of the two-day window and at p < .01 level in the case of the 

three-day window indicating that outliers do not have a significant effect. 

Furthermore, abnormal returns thirty days prior to the event and thirty 

days after the event are not significantly different from zero, providing additional 

evidence that an event noteworthy in the minds of investors has occurred.  

Graphic representations of the sixty-one day window around the event (-30 to +30 

in event time) show a spike at day zero for the daily returns and the step function 

for the cumulative returns one would expect in this case. 

The event study results are reported in Table 6 and Figures 1 and 2. 

 

** Insert Table 6, Figures 1 and 2 here ** 

 

In addition to the market model, equally weighted method of the event 

study, additional analyses were conducted using different techniques described in 
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the literature for estimating the market model.  The results are robust across the 

various methods and these comparisons are reported in Table 7. 

 

*** Insert Table 7 here *** 

 

Extending the window during which confounding events would eliminate 

a firm from the sample from three days (-1 to +1) to seven days (-3 to +3) reduced 

the sample by nine firms to 248.  The event study results were unchanged. 

 

Regression Results/Hypothesis Tests 

Tests of hypotheses H1-H11 were performed using cumulative abnormal 

returns during the two-day (-1, 0) and three-day (-1, 1) event windows.  Using 

cross-sectional, hierarchical regression, these were regressed on three blocks of 

independent variables.  First, the control variables: heir apparent status, 

predecessor subsequent position, prior firm performance, and firm size.  The 

second block included just the insider/outsider status variable, testing H11.  Since 

this distinction has been made in prior research, it was added by itself at this stage 

so that the subsequent stage could test the idea that an expanded description was 

helpful in explaining the equivocal results of prior studies.  The last block tested 

H1-H10 and included the remaining variables that describe the new CEO – age, 
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firm tenure, industry tenure, educational background, functional background, 

interorganizational mobility, and international experience. 

The results of tests of the hypotheses regarding successor CEO 

demographic results show that these characteristics do make a difference in the 

market’s response to succession.  However, the addition of the third block of 

variables, those demographic descriptors beyond the insider/outsider distinction, 

does not yield a statistically significant change in R2.  And, only three of the 

characteristics included as descriptors of new CEOs are significant in the final 

model with two-day returns as the dependent variable.  The significant predictors 

are insider/outsider status, age, and international experience.  Moreover, age and 

international experience have coefficients with signs opposite those predicted.  

Using three-day returns as the dependent variable, only age has a significant 

coefficient in the final model, again with a sign opposite that predicted. 

 

Two-Day Event Window 

The model including only the control variables explained a significant 

portion of the variance in cumulative abnormal returns (R2 = 0.115, F = 8.150, p < 

.001).  The coefficient for prior performance was negative, indicating support for 

the idea that “change is on the way” would be received as good news in poorly 

performing firms.  However, the coefficient was not significant.  Predecessor 

disposition was also positive and not significant.  Size was positive and 
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significant (t = 2.207, p < .05).  This is somewhat surprising given the idea that 

the influence of a single person would be less in a larger firm; however, it may be 

the result of larger firms simply garnering more attention.  The coefficient for heir 

apparent was negative and significant (t = -4.594, p < .001). 

H11 was supported.  Adding the insider/outsider distinction improved the 

model (∆R2 = 0.024, p < .01).  As expected, outsider CEOs elicit a positive 

response as evidenced by the positive coefficient for that variable (t = 2.656, p < 

.01). 

The addition of the expanded description of the new CEO did not improve 

the model (∆R2 = 0.035, n.s.).  Of the added variables, only age (t = 2.716, p < 

.01) and international experience (t = -1.812, p < .10) were significant, and then in 

directions opposite that predicted, so, none of hypotheses H1-H10 were 

supported.  Discussion of these findings, particularly the cases in which the 

variables are significant in the opposite direction, is included in Chapter 5 below. 

Results for the two-day event window regressions are included in Table 8. 

 

*** Insert Table 8 here *** 

 

Three-Day Event Window 

As with the two-day window, the model including only the control 

variables explained a significant portion of the variance in cumulative abnormal 
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returns (R2 = 0.093, F = 6.496, p < .001).  Signs of the coefficients and their 

significance were identical. 

H11 was marginally supported over the three-day window.  Adding the 

insider/outsider distinction improved the model (∆R2 = 0.014, p < .10).  As 

expected, outsider CEOs elicit a positive response as evidenced by the positive 

coefficient for that variable (t = 1.954, p < .10). 

The addition of the expanded description of the new CEO again failed to 

improve the model (∆R2 = 0.042, n.s.).  Of the added variables, only age (t = 

3.095, p < .01) was significant.  Again, none of hypotheses H1-H10 were 

supported. 

Results for the three-day event window regressions are included in Table 

9. 

 

*** Insert Table 9 here *** 

 

Additionally, separate analyses were completed including dummy 

variables for industry and year as a second block and found that these had no 

effect on the results.  Also completed were separate analyses including squared 

terms to test for inverted u-shaped relationships.  For example, the idea that there 

might be some optimal age, neither too old nor too young.  None of these 

relationships were significant. 
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Post-hoc Analyses – Heir Apparent 

The negative and highly significant coefficient on heir apparent status in 

the regression analyses presented above, increased attention in the academic 

literature (e.g. Shen and Cannella, 2002), and experience while conducting this 

research with reading the accounts of these people suggested further analysis of 

the impact of heirs apparent. 

Guiding the performance of these analyses was the idea of efficient 

markets, and also Finkelstein and Hambrick’s suggestion that “the appointment of 

a long-designated heir apparent is subtly and gradually factored into stock prices 

well before the actual event occurs” (1996: 201).  That suggested that when 

splitting this sample, the eventual announcement of the ascension of an heir 

apparent to the CEO post would be a non-event and that the positive response to 

succession observed here would be driven by responses to non-heir apparent 

appointments. 

This sample of 257 successions included 157 instances in which an heir 

apparent was promoted to the CEO position and 100 instances in which a non-heir 

apparent was named CEO.  Event studies and hierarchical regression tests of the 

hypotheses on these sub-samples were completed. 
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Event Study Results 

The results of post-hoc event studies supported the idea that heir apparent 

ascension is a non-event, providing strong support for the idea of efficient 

markets.  Abnormal returns average -0.30% (Z = -0.084, n.s.) in the two-day event 

window and -0.25% (Z = 0.087, n.s.) in the three-day event window.  The 

percentage of negative returns in each case is 52% and 48%, respectively.  The 

non-parametric generalized sign Z-test is not significant.  Abnormal returns thirty 

days prior to the event and thirty days after the event are not significantly 

different from zero. 

In a striking, but not surprising, contrast, the appointment of a non-heir 

apparent successor is highly significant.  Abnormal returns average 3.43% (Z = 

8.523, p < .001) in the two-day event window and 3.71% (Z = 7.928, p < .001) in 

the three-day event window.  The percentage of negative returns in each case is 

34% and 35%, respectively.  The non-parametric generalized sign Z-test is 

significant (p < .001).  Abnormal returns thirty days prior to the event and thirty 

days after the event are not significantly different from zero. 

These results are presented in Table 10 and Figures 3-6. 

 

*** Insert Table 10 and Figures 3 - 6 here *** 
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Regression Results 

Using the same hierarchical blocks as above, regression analyses were 

completed on the heir and non-heir sub-samples.  For the heir apparent sub-

sample, the base model including only the control variables is not significant for 

either the two-day (R2 = 0.034, F = 1.803, n.s.) or three-day (R2 = 0.036, F = 

1.918, n.s.) event windows.  Addition of the CEO descriptors improves the model 

marginally for the two-day model, ∆R2 = 0.091 (p < .10), and for the three-day 

model, ∆R2 = 0.088 (p < .10).  Note that in this case there are only two blocks 

because all heirs apparent are insiders. 

For the non-heir sub-sample, the base model including only the control 

variables, is significant for the two-day (R2 = 0.143, F = 5.326, p < .001) and 

three-day (R2 = 0.148, F = 5.549, p < .001) event windows.  Prior performance 

has a negative coefficient and is significant (two-day t = -2.871, p < .01; three-day 

t = -3.115, p < .01).  Size is positive and significant (two-day: t = 2.367, p < .05; 

three-day: t = 2.397, p < .05).  Addition of the insider/outsider distinction 

improves the model in both cases, but not by a significant amount for the three-

day model (∆R2 = 0.041, p < .05 for the two-day model; ∆R2 = 0.023, n.s. for the 

three-day model).  Addition of the CEO descriptors increases R2, but does not 

improve either model significantly (two-day: ∆R2 = 0.058, n.s.; three-day: ∆R2 = 

0.048, n.s.). 

These results are reported in Table 11. 
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*** Insert Table 11 here *** 

 

While only one of the research hypotheses here was supported, the results 

of this study do provide new insights for the study of CEO succession.  A 

discussion of the results, these insights, implications for practice, limitations of 

the study, and implications for future research are included in the next and final 

chapter. 
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CHAPTER 5 

DISCUSSION 

 

The goal in this dissertation was to gain a better appreciation of when and 

how top executives matter by extending research in the area of the consequences 

of CEO succession.  This understanding would come from consideration of a 

more complete profile of successor CEOs and the response of the capital markets 

to whom, specifically, is selected.  In spite of repeated calls (Freidman and Singh, 

1989; Finkelstein and Hambrick, 1996; Kesner and Sebora, 1994; Pfeffer and 

Davis-Blake, 1986), past research has failed to consider an important set of 

variables, the characteristics of the successor CEO, in examining the shareholder 

wealth effect of succession events.  By including these missing variables in a 

model predicting investor response, this study hoped to resolve, in part, the 

equivocal results of prior studies. 

The characteristics of successor CEOs are important because of what they 

may tell investors about executives, and also because they are likely to be 

available to and noticed by capital market participants.  Upper echelons theory 

(Hambrick and Mason, 1984) suggests that executive characteristics can inform 

us about the behavior, choices, and resulting performance of a CEO and his firm.  

Empirical research following this line of thinking has yielded a rich set of results 

linking executive characteristics to organizational performance.  Moreover, social 
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psychology tells us that we form perceptions and draw inferences about others 

and their behavior on the basis of many of the same characteristics identified in 

upper echelons theory.  Age, education, and experiences are often the basis for 

our judgments about others, especially when the information we have is limited.  

In the case of CEO succession, investors, who are generally dealing with limited 

information, are likely to notice and rely on information that is readily available 

and easy to understand.  Furthermore, they are likely to interpret that information 

and draw inferences about the new CEO very quickly.  If capital market 

participants see a connection between the executive leadership and the 

performance of the firm, the inferences they make on the basis of executive 

characteristics may determine, in part, their responses to a succession 

announcement.  In an efficient financial market, one where values are determined 

by expectations of future performance and where prices respond to news that 

alters those expectations, those inferences will be incorporated into stock prices 

almost immediately. 

Support for the hypotheses developed in this research would strengthen 

the ideas that 1) markets are efficient, 2) managers, in particular top executives, 

matter, and 3) whether or not succession matters depends on who, 

demographically, is selected as the new CEO.  While most of the hypotheses were 

not supported, each of these ideas was corroborated in some way, yielding some 

important findings as a result of this research. 
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First, the event study results show that top executives matter to investors, 

who appear to have faith in leaders, and rain dances (Gamson and Scotch, 1964).  

There is a positive response to succession among the firms studied, statistically 

significant both parametrically and non-parametrically.  It seems that investors 

take the view that “change is good.”  As further evidence of this universal 

enthusiasm for change, the impact of prior performance was insignificant in the 

models presented here.  While the regression coefficient was negative (as one 

would expect), indicating a positive response to change in the face of poor 

performance, it was not significant in any of the models that included all 257 

succession events. 

Furthermore, the results of this study corroborate past work highlighting 

the importance of the distinction between insiders and outsiders.  As others have 

found, outside succession was well received.  Again, it is important to note that 

this was the case independent of the firm’s prior performance context.  It was also 

independent of the disposition of the predecessor, as measured by whether or not 

the out going CEO retained a position a Chairman of the Board. 

However, the addition of previously unstudied personal characteristics of 

new CEOs yielded mixed results.  Overall, the suggestion that firms would gain 

legitimacy, and investor favor, by selecting new CEOs who matched recent trends 

in CEO hiring and possessed characteristics that could be viewed favorably was 

not supported.  While the addition of these characteristics improved the predictive 
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ability of the model, the improvement was not statistically significant.  In spite of 

the insignificant results obtained when adding these demographic descriptors 

together as a block, results in the direction opposite the trends and the research 

hypotheses for age and international experience suggest further investigation is 

necessary. 

The most interesting results of this research are the findings with regard to 

the differential impact of heir apparent and non-heir apparent appointments.  As 

described above, the results on this issue provide strong support for the efficient 

markets hypothesis.  Heir apparent appointments, an unsurprising event and “old 

news”, were met with indifference by investors.  Event window returns were 

insignificant.  On the other hand, appointment of a non-heir CEO was very 

important, with significant abnormal event window returns of more than 3%. 

In addition to providing support for the idea of efficient markets, this 

finding suggests that investors hold a slightly modified version of the common 

sense view that succession will result in improved performance.  Their perception, 

as evidenced by how they allocate financial resources, appears to be that real 

change, the appointment of a non-heir CEO, will lead to higher future earnings. 

Results here with regard to heir and non-heir succession may also help 

explain the equivocal results of prior studies.  In no case among the twenty-one 

prior studies of shareholder reaction to succession was this circumstance 

acknowledged or this apparently important distinction investigated.  Therefore, it 
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is plausible that the differences in the outcomes of prior studies may be due to 

differences in the incidence of heir apparent promotion versus non-heir 

appointment. 

As mentioned above, there has been increasing attention on the role of the 

heir apparent in strategic management research.  Leading this effort have been 

Cannella and Shen.  Those authors have recently published an article that 

examines shareholder response to succession planning, including the 

announcement of an heir apparent and the eventual ascension of that person (Shen 

and Cannella, 2003).  Their findings are, for the most part, consistent with those 

reported here.  Table 12 shows a comparison of their event study results for heir 

apparent ascension, non-heir insider appointment, and non-heir outsider 

appointment and results obtained in this study. 

 

***  Insert Table 12 here  *** 

 

The mix of types of appointments is similar.  Furthermore, findings for 

non-heir appointment, both of insiders and outsiders, are consistent in terms of the 

direction of the results and their statistical significance, though the results of this 

study show a more emphatic positive response to outsider succession.  Where the 

results of the two studies differ most is in the response to heir apparent ascension. 
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As stated earlier, the results of this study show that the announcement of 

heir apparent promotion is a non-event, a result consistent with the idea of 

efficient markets and the suggestion that such “news” would be anticipated and, 

therefore, factored into investor expectations and prices long before the official 

announcement of transition.  On the other hand, Shen and Cannella find a 

significant and positive response to the announcement of heir apparent’s ultimate 

promotion. 

Their study focuses on succession planning and the benefits to firms of 

good planning and the avoidance of disruptive succession events.  They suggest 

that investors will view plans and the execution of those plans favorably.  

However, they find no support for their hypothesis of a positive response to the 

announcement of a succession plan, as evidenced by the appointment of someone 

as heir apparent.  On the other hand, their hypotheses that heir exit, a disruption of 

the plan, would be viewed unfavorably and that heir promotion, the culmination 

of the plan, would be viewed favorably were both supported. 

In light of the results of this study and, more importantly, in light of 

efficient markets, the Shen and Cannella finding for heir promotion is quite 

surprising.  One possible explanation for this may be other firm circumstances not 

considered in their analysis.  They did consider the prior performance of the firm 

and industry and prior performance was positively and significantly related to 

abnormal returns.  This is consistent with a re-analysis of this data including the 
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same variables.  They also list a number of other control variables they hoped to 

include, but were unable to due to their small sample size for heir exit.  Absent 

from these variables are any further descriptors of the person, any consideration 

of firm size, and any consideration of the disposition of the predecessor.  It is 

conceivable that differences on these dimensions, each of which has been shown 

to be important in either this research or prior investigations, may provide the 

explanation for the differences in our results. 

Given these differences, continuing to investigate the importance of 

succession planning and the existence (or not) of an heir apparent is a promising 

avenue for future research, as will be discussed below. 

As noted earlier, findings in the present study with regard to age and 

international experience were particularly surprising.  These results suggest that 

investors may have favored older CEO successors during the period of this study.  

Academic research  (Keiser, 1995) and reports by executive search firms 

(Fredman, 2002) show that in recent years CEOs have been getting younger.  My 

results are consistent with that trend.  Furthermore, Zhang and her colleagues 

(2001) found a preference for younger CEOs on the part of Boards, and Davidson 

and his colleagues (1990) found that same preference on the part of investors in a 

study similar to this one.  One interpretation of the results of this study is that 

there is a balance between investors’ desire for newness, change, and a broad 

perspective, and their simultaneous desire for experience.  Findings here appear to 
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suggest that investors want both of these things, and that they believe an 

experienced (i.e. older) outsider offers the best chance of delivering this 

combination to the firm. 

The contrast between these findings and those of Davidson and his 

colleagues (1990) regarding successor age may be explained in at least two 

different ways.  One reason for the difference may be the time frame of the two 

studies.  Those authors used the 1986 Fortune 500 as their sample frame and went 

back in time to identify the date on which the ascension of the CEOs of those 

firms had been announced.  Their announcements occurred between 1963 and 

1985.  While most occurred late in the period, that still means they took place no 

less than 10 and as many as 38 years prior to the successions studied here.  

Therefore, the differences in the results from these two studies may be due to 

changing preferences not previously investigated. 

There is another, perhaps more interesting, explanation for the differences 

in the results of the two studies.  The suggestion in the hypotheses here was that 

investors follow fashion; that investors would respond favorably to appointments 

of younger CEOs (and those possessing other characteristics represented by hiring 

trends).  Perhaps instead, Boards follow investor preferences.  It may be that the 

decline is new CEO age has been driven, in part, by investor preferences as 

discovered by Davidson et al (1990).  If that is the case, the findings of this 

research suggest that we should now start to see a rise in the age of new CEOs.  
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While the data shows no difference in the average age of new CEOs across the 

years of this study, perhaps we have seen the bottom.  Furthermore, while 

working on this research, scandals at Enron, WorldCom, and elsewhere unfolded.  

While still expecting support for the hypothesis that, in the time under 

investigation, youth would be preferred, it is recognized that preferences can 

change and we might see a backlash against younger CEO appointments.  Perhaps 

investors have already taken the lead and the Boards have yet to catch up. 

Finding results opposite those expected for international experience is 

more difficult to explain.  Insignificant results would have suggested indifference, 

and that possession of international experience has become “table stakes” for 

those in the corner office.  One possible explanation for the negative response is 

that domestic firms exhibit better performance than those with international 

operations (Black, 1997; Michel and Shaked, 1986).  If investors expect that new 

CEOs with international experience will try to expand international operations 

and view this as a detriment to future earnings performance, a negative response 

would be the result.  Moreover, the expansion of international operations may be 

viewed as too expensive, too risky, or as having too long a time horizon, also 

leading to a negative reaction to a new CEO who might take the firm in that 

direction.  Moreover, it has been suggested that pursuit of an internationally 

seasoned CEO may be either “a critical trend or an expensive fad” (Carpenter et 

al, 2000: 278).  The negative relationship reported here suggests that investors 
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may view it as the latter.  Still, the negative response is puzzling, especially in 

light of more recent research showing a positive link between CEO international 

experience and corporate financial performance (Carpenter et al, 2001; Daily et 

al, 2000).  It is also puzzling in light of the emphasis placed on international 

experience in the announcements of CEO appointments reviewed in this study. 

Contrary to the idea that appointment of an internationally experienced 

CEO would send a signal of accelerated and perhaps unwise global expansion is 

earlier research by Carpenter (1997).  This work suggests a link between a firm’s 

global strategic posture (GSP) and the level of international experience within a 

top management team (TMT).  His findings, also opposite of his hypotheses, 

show that “a firm’s prior GSP better predicted a TMT’s international experience 

(i.e. a positive coefficient) than did international experience predict change in 

GSP (i.e. a negative coefficient)” (1997: 88).  One of the arguments presented in 

developing the hypothesis that international experience would elicit a favorable 

response was that businesses are increasingly moving toward globalization.  

However, Carpenter suggests, “international experience among members of the 

TMT is better predicted by where the firm has been, and is less likely to predict 

where the firm is going internationally” (1997: 88).  So, investors may not see the 

appointment of a new CEO possessing international experience as a positive 

indication of where the firm might be headed, but instead simply as a 

confirmation of where it has been. 
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The insignificant results for the other CEO characteristics in the model 

presented here are probably due in part to correlations with other variables.  For 

example, insider/outsider status is highly correlated with firm and industry tenure 

and with inter-organizational mobility.  These variables may well tap the desire 

among investors for broader perspective, which is (in investors’ eyes) apparently 

captured best by insider/outsider differences.  Similarly, insignificant results for 

educational background and functional background suggest those same investors 

accept alternative experiences and of different routes to the top in these areas. 

 

Implications for Practice 

Implications for management practice from this research are in the areas 

of strategic human resources management and investor relations.  Shen and 

Cannella’s (2003) work suggests that succession planning is important in 

managing investor expectations.  The combined results of this research and theirs 

suggests that smoothing the transition process, at least in the eyes of investors, 

appears to be achievable through the naming and eventual promotion of an heir 

apparent, a relay succession (Vancil, 1987).  Where such a smooth transition does 

not occur, it seems from these findings that in the view of investors, Boards and 

the human resources professionals they rely on, whether within their firms or 

from external executive search firms, should seek new executives who bring a 

combination of experience and new perspectives (i.e. older outsiders).  It does not 
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appear that they need to be concerned with following fashion, at least so much as 

it is indicated by trends in the demographic characteristics investigated in this 

research.  Following the trends, which appear to be persistent, does not appear to 

win the favor of investors. 

Though further study is needed, it appears that who a new CEO is and 

how he is portrayed may be of limited importance in forming investor 

expectations.  Those involved with investor and media relations may benefit from 

the findings here, but, as suggested below, may gain even more from research that 

analyzes the content of succession announcements. 

 

Limitations 

Like all research, this dissertation has limitations.  First, investors were not 

actually asked why they made the choices they did, but instead inferences have 

been drawn on the basis of what they have done with their money.  This study has 

done so with a model that incorporates a set of variables that have not been 

considered previously and which controls for factors which may also affect 

investor responses.  Still, while this research has incorporated previously omitted 

variables, there are clearly others that have not been considered.  Moreover, much 

of the variance in shareholder response to succession is unexplained by these 

models, and it is possible that any observed relationships are due to spurious 

sources, namely other unobserved variables. 
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A second limitation is the sample, which was restricted to large, US-based 

firms.  Firm size, as expected, had an impact on the influence of a CEO, and no 

truly small firms were included.  Data availability makes consideration of smaller 

firms very difficult, so the generalizability of these findings is limited. 

An additional consideration is the time period of the study.  As described, 

the sample comes from recent (1997-2001) executive succession events.  The 

existence of a business environment portrayed as rapidly changing (Evans and 

Wurster, 2000; Hamel, 2000), something that is part of the cultural milieu and of 

which investors are undoubtedly aware, is likely to influence those characteristics 

investors view favorably.  Preference for a particular set of characteristics may 

change over time. 

 

Directions for Future Research 

There are many extensions of this work that might help researchers and 

practitioners gain a better understanding of the consequences of succession and 

the selection of certain CEOs. 

After reading accounts of 560 succession events, it seems that the way in 

which these events are portrayed in the media will have a major impact on 

investor perceptions.  Our opinions about who is and is not a “corporate savior” 

(Khurana, 2002) will be shaped in part by accounts of that person.  It is not only 

whether a new CEO is younger or older, but also the “spin” around the possession 
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of certain characteristics that investors are likely to notice.  Although recent 

scandals involving analysts who tout a firm’s prospects while their firms 

simultaneously sell that touted firm’s stock should lead to a healthy skepticism, 

we are clearly subject to manipulation by media reports.  A content analysis of the 

events studied here or another sample of succession events could provide 

interesting insights into the use of impression management, symbolism, and other 

methods of influence to shape the response of the capital markets to succession. 

Following from this, a second area for further investigation involves the 

use of more sophisticated techniques to examine what may be a more complex 

initial assessment of these characteristics by investors.  One way this can be 

accomplished is through the consideration of interaction effects, especially 

between the control variables and the CEO demographic variables included in this 

study.  In fact, this is the next step to pursue in further research on shareholder 

reaction to succession. 

Another analytical possibility is the creation of a new variable, “executive 

profile”, which is a composite of some or all of the independent variables in this 

study.  Investors are likely to consider the complete profile of a new CEO, with 

possession of some factors compensating for a lack of others in forming their 

impressions.  Such a composite variable could be more informative and has been 

previously considered in succession research (Zhang et al, 2001). 
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Khurana’s work (1998, 2002) suggests additional personal characteristics 

worthy of consideration in the study of succession consequences.  He suggests 

that Boards, investors, and other constituents are looking for “star” power, a 

charismatic CEO.  In his view, charisma is attributed to CEO candidates who are 

outsiders, who have been CEOs or heirs apparent at their previous firms, and who 

come from higher prestige firms.  This different view of CEO characteristics may 

explain more of the unexplained variance in shareholder response than these 

results.  Recent work by Hayward and Westphal (2002) on causes and 

consequences of CEO celebrity may also be of interest. 

The findings with regard to the impact of heirs apparent in the succession 

process and the recent work of Shen and Cannella (2003) suggest this is area 

worthy of further study.  While findings from the two studies are very similar, as 

discussed above, much different conclusions are drawn, theoretically and 

empirically, about the wealth impact of heir ascension.  Untangling these 

conflicting results may shed new light on the consequences of succession and 

succession planning.  Further study of non-heir apparent succession is particularly 

important for the use of the event study methodology because these cases are 

more surprising. 

A very important extension of this work would consider the characteristics 

of both the predecessor and successor.  The market may only respond in the case 

in which investors perceive a real change in the direction of the firm, a change 



 

 104 
 

that might be signaled by differences within the executive office of a firm (i.e. 

between the predecessor and successor in a given firm) rather than between firms 

as the cross-sectional design of this research suggests.  This issue has been 

investigated with regard to who is selected (Zajac and Westphal, 1996) and 

suggested with regard, specifically, to the shareholder wealth effects of succession 

(Finkelstein and Hambrick, 1996). 

There is also an opportunity to go beyond investors’ immediate response 

to a new CEO and to examine whether or not their initial expectations are borne 

out by the future performance of the firm.  The existence of excess returns for a 

firm in the window around the day a new CEO is announced is an indication that 

higher future earnings are expected.  Whether or not these expectations are 

fulfilled is an interesting question. 

While common operationalizations of the CEO descriptor variables were 

used here, measuring these differently provides another opportunity to investigate 

succession consequences.  Two in particular would seem most interesting.  In 

particular, looking at the insider/outsider variable with consideration of industry 

experience seems warranted, especially for outsiders.  However, the review of 

succession announcements and media coverage conducted as part of this study 

suggests that relying on SIC codes may be insufficient.  For example, based on 

SIC codes, an executive moving from a car maker like General Motors to a parts 

supplier like Exide would be moving to a new industry.  Such executives are 
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portrayed as industry insiders in succession announcements.  Furthermore, the 

practical reality is that they are likely to bring the kinds of important knowledge 

and relationships one would associate with industry insiders to their new firms. 

Another issue of consequence would be further consideration of the fate of 

predecessor CEOs.  A recent study by Wiersema (2002) finds the rate of dismissal 

to be 36%, much higher than previous works.  By focusing here on whether or not 

the predecessor remains in the Chairman’s position, this research may be missing 

cases when that is a polite dismissal.  In such cases, the new CEO is likely to have 

more impact on the firm’s direction; therefore, his appointment is more likely to 

be noteworthy to the investment community. 

A final extension would be to a different set of firms, including smaller 

firms or those based in countries other than the US.  While interesting, data 

availability may preclude such studies. 

 

As stated earlier, “when it comes to executive succession, there is little 

that we know conclusively, much that we do not know, and even more that we 

have not yet studied” (Kesner and Sebora, 1994: 327).  With this dissertation, I 

have added to the things we have studied, added to our knowledge of the 

consequences of succession, and left much to be pursued.  While more 

“significant” results from this work might have accelerated our understanding of 

executive succession, I am reminded, “failing to find significance (especially in 
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relationships buoyed by theory or practice) can be as informative and interesting 

as the reverse” (Kesner and Sebora, 1994: 365). 
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TABLES AND FIGURES 

 

TABLE 1:  Prior Event Studies of Succession 

 
 
Author(s) Date Journal Sample Organization Individual 

Characteristics 
Results Comments 

Johnson, 
Magee, 
Nagarajan 
& Newman 

1985 Journal of 
Accounting 
& Economics 

53 sudden deaths 
of CEOs or other 
corporate execs 

sales growth, 
profits, returns, 
disposition of 
predecessor 
(death) 

founder/non-
founder, relative 
pay, shares 
controlled by 
incumbent 

positive effects 
for founders, 
negative effects 
for non-
founders, no 
overall effects 

examines a 
limited set of 
incumbent 
personal 
characteristics 
but does not look 
at successors 

Reinganum 1985 ASQ 511 changes 
reported in WSJ 

size, disposition of 
predecessor 

insider/outsider no significant 
effects except 
for small firms 
that replaced 
CEOs with 
outsiders where 
the predecessor 
departed 

only personal 
characteristic is 
insider/outsider 

Lubatkin, 
Chung, 
Rogers & 
Owers 

1986 AoM 
meetings 
paper 

88 changes in 
Forbes 500 
companies 

high/low 
performance 

insider/outsider negative effects 
for internal 
hires in poorly 
performing 
firms, external 
hires in average 
performing 
firms, and 
resignations in 
average and 
better 
performing 
firms 

only personal 
characteristic is 
insider/outsider 

Worrell, 
Davidson, 
Chandy & 
Garrison 

1986 AMJ 127 deaths of 
CEOs and 
Chairpersons 

disposition of 
predecessor 
(death) 

CEO/BoD 
Chair/dual 

no overall 
effect; positive 
effects for 
Chairs and 
negative effects 
for CEO+Chairs 

does not 
consider 
successor 
characteristics 

Beatty & 
Zajac 

1987 SMJ 209 changes 
reported in WSJ 

  insider/outsider one leader 
replacing 
another does 
make a 
difference - 
negative 
reaction 

only personal 
characteristic is 
insider/outsider 
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Chung, 
Lubatkin, 
Rogers & 
Owers 

1987 AME 99 CEO changes high/low 
performance 

insider/outsider positive effects 
for outsiders in 
high performing 
firms, negative 
effects for 
insiders in low 
performing 
firms 

only personal 
characteristic is 
insider/outsider 

Furtado & 
Rozeff 

1987 Journal of 
Financial 
Economics 

323 Board 
initiated changes 
reported in WSJ 
(Chair, Vice-
Chair, President, 
CEO) 

size, disposition of 
predecessor 

insider/outsider appointments 
tend to be 
associated with 
small wealth 
increases; 
external 
appointments in 
large firms less 
favorable 

only personal 
characteristic is 
insider/outsider 

Worrell & 
Davidson 

1987 Journal of 
Management 

60 successions 
following 
predecessor 
deaths 

size, disposition of 
predecessor 
(death) 

insider/outsider positive effects 
for internal 
succession, no 
effect for 
external 

only personal 
characteristic is 
insider/outsider 

McGuire, 
Schneeweis 
& Naroff 

1988 AMJ 23 expected, 25 
unexpected, and 
22 US cabinet 
appointment 
changes reported 
in WSJ 

size insider/outsider positive effects 
for cabinet 
appointments, 
no effects 
otherwise 

only personal 
characteristic is 
insider/outsider; 
suggests 
consideration of 
other 
characteristics 

Warner, 
Watts & 
Wruck 

1988 Journal of 
Financial 
Economics 

269 changes 
reported in WSJ 
(CEO, President, 
Chair) 

forced departures insider/outsider, 
title (CEO vs. 
others) 

no average 
reaction at 
announcement 
of change 

only personal 
characteristic is 
insider/outsider 

Weisbach 1988 Journal of 
Financial 
Economics 

367 resignations 
reported in WSJ 

board type 
(insider/outsider),  
performance 

age (65 
removed) 

positive effects 
of 
announcement, 
larger for those 
not 65 

only personal 
characteristic is 
age (and only all 
ages and not 65), 
no comparison 

Bonnier & 
Bruner 

1989 Journal of 
Accounting 
& Economics 

87 changes in 70 
distressed 
companies 
(CEO, Chair, 
President) 

size, performance 
(distressed firms) 

insider/outsider, 
title 

positive returns 
at 
announcement; 
positive title 
(CEO) effects; 
positive title X 
origin and title 
X size effects 

other than 
insider/outsider 
does not 
compare 
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Friedman & 
Singh 

1989 AMJ 130 changes 
reported in WSJ 
(CEO) 

size, performance, 
initiating force, 
disposition of 
predecessor 

insider/outsider pre-succession 
performance is 
associated with 
who initiates the 
succession; 
positive effects 
for board 
initiated 
successions in 
firms with low 
performance; 
negative effects 
following good 
performance 
and CEO 
disability 

refers to 
discretion (p. 
720, 741), 
suggests that 
future research 
should take into 
account 
individual 
characteristics 
(p. 722, 741) 
such as age, 
technical or 
functional 
background 

Lubatkin, 
Chung, 
Rogers & 
Owers 

1989 AMJ 477 changes 
reported in WSJ 
(CEO) 

size, performance insider/outsider favorable 
reaction to 
outside 
appointments 
when high 
performing, 
otherwise 
negative 

only personal 
characteristic is 
insider/outsider, 
notes as 
limitation 

Davidson, 
Worrell & 
Chung 

1990 Journal of 
Management 

367 changes in 
Fortune 500 
reported in WSJ 
(CEO, President, 
Chair, 
CEO/President, 
CEO/Chair, 
President/Chair) 

size, performance insider/outsider, 
age, title, 
education 

positive effects 
in general, for 
insiders, for 
CEOs, and 
younger 
successors 

some personal 
characteristics; 
are they really 
younger? - no 
comparison 

Davidson, 
Worrell & 
Dutia 

1993 Journal of 
Management 

81 changes in 
bankrupt firms 
(CEO) 

performance 
(bankrupt firms), 
timing of 
announcement 
relative to 
bankruptcy 
announcement 

insider/outsider positive reaction 
overall, stronger 
reaction to 
outside 
successors 
named after 
bankruptcy 

only personal 
characteristic is 
insider/outsider 

Mahajan & 
Lubber 

1993 Journal of 
Business, 
Finance & 
Accounting 

498 changes 
(executives 
losing decision 
making 
authority) 
reported in WSJ 
(CEO, Chair, 
President) 

initiating force, 
disposition of 
predecessor 

title no overall 
effect; positive 
effect for loss of 
power, negative 
effect for TMT 
reshuffle; 
negative effect 
for BoD 
initiated, 
positive effect 
for executive 
initiated; 
positive effect 
for deaths 

examines title of 
predecessor but 
does not 
consider 
successor at all 
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Worrell, 
Davidson & 
Glascock 

1993 AMJ 62 firings 
reported in WSJ 
(CEO, President, 
Chair) 

disposition of 
predecessor (fired)

insider/outsider announcements 
with 
information 
about 
permanent 
replacements 
associated with 
positive 
reactions, no 
response 
otherwise; 
outsider 
appointments 
beneficial 
immediately, 
insider elicited 
wait-and-see 
reaction 

only personal 
characteristic is 
insider/outsider 

Harris, 
Lauterbach 
& Vu 

1994 International 
Journal of 
Management 

260 changes 
reported in WSJ 
(starting with 
Reinganum's 
1985 list) 

size, performance, 
disposition of 
predecessor 

insider/outsider, 
title (duality or 
not) 

no reaction on 
average; 
favorable 
response to 
external 
successions, 
stronger in 
small firms and 
in firms with 
successful past 
performance, 
less positive 
when successor 
assumes most 
top positions; 
unfavorable 
response to 
internal 
successions 

considers new 
manager 
discretion as a 
function of the 
new manager 
receiving more 
than one 
position, the 
former manager 
leaving, the firm 
being small, and 
past performance 
being poor; only 
personal 
characteristic is 
insider/outsider 

Denis & 
Denis 

1995 Journal of 
Finance 

908 changes 
reported in WSJ 
(CEO, Chair, 
President) 

performance, 
initiating force, 
disposition of 
predecessor 

insider/outsider, 
title (top 
executive or 
not), age of 
departing 
executive 

positive reaction 
to forced 
resignations, 
insignificant 
reaction to 
normal 
retirements 

event study only 
considers all 
changes, forced 
resignations, 
normal 
retirements, top 
executive 
changes, and 
other executive 
changes 
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Lauterbach, 
Vu & 
Weisberg 

1999 Human 
Relations 

165 top 
management 
successions 
reported in WSJ 

size, performance, 
disposition of 
predecessor 

insider/outsider, 
number of titles 

external 
successions lead 
to better 
postsuccession 
performance 

focus of the 
study is on 
likelihood of 
internal or 
external 
appointment; 
performance 
only evaluated in 
the context of 
insider/outsider; 
interesting 
finding that 
outsiders get 
more titles but 
this reduces firm 
performance, 
number of titles 
as proxy for 
discretion 
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TABLE 2:  Summary of Hypotheses 

Hypothesis Independent Variable Positive Excess Event Window 
Returns When Successor CEO 

1 Age Is younger 

2 Firm tenure Has shorter tenure 

3 Industry tenure Has shorter tenure 

4 Education Is more educated 

5 MBA education Has an MBA 

6 MBA education Does not have an MBA 

7 Functional background Is more varied 

8 Functional background Includes sales and marketing 

9 Organizational mobility Has been more mobile 

10 Foreign experience Has foreign experience 

11 Insider/outsider Is an outsider 
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TABLE 3:  Event Study Procedures 
(from McWilliams and Siegel, 1997: 652) 

 
 

Step 1:   Define an event that provides new information to the market. 
 
Step 2: Outline a theory that justifies financial response to this new 

information. 
 
Step 3: Identify a set of firms that experience this event and identify the 

event dates. 
 
Step 4:   Choose an appropriate event window and justify its length. 
 
Step 5: Eliminate or adjust for firms that experience other relevant events 

during the event window. 
 
Step 6: Compute abnormal returns during the event window and test their 

significance. 
 
Step 7: Report the percentage of negative returns and the binomial Z or 

Wilcoxon test statistic. 
 
Step 8: For small samples, use bootstrap methods and discuss the impact 

of outliers. 
 
Step 9: Outline a theory that explains the cross-sectional variation in 

abnormal returns  
 
Step 10:  Report firm names and event dates in data appendix. 
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TABLE 4:  List of Succession Events 
 
Company Successor 

CEO 
Announcement 

Date 
Heir 

Apparent
Bell South Ackerman 01/24/96 Y
General Public Utilities Hafer 07/09/96 Y
Kerr-McGee Corbett 07/10/96 Y
Mattel Barad 08/22/96 Y
Hanna (M.A.) McGregor 09/05/96 Y
Bergen Brunswig Roden 09/06/96 Y
Scana Timmerman 10/22/96 Y
International Multifoods Costley 11/04/96 N
Motorola Galvin 11/14/96 Y
Union Pacific Davidson 11/21/96 Y
DPL Hill 12/03/96 Y
Omnicom Group Wren 12/04/96 Y
Montana Power Gannon 12/10/96 Y
General Dynamics Chabraja 12/16/96 Y
Laboratory Corp. of America Mac Mahon 01/07/97 N
Enserch Hamilton 01/13/97 N
Federated Department Stores Zimmerman 01/16/97 Y
Hudson Foods Hudson 01/20/97 Y
Caldor Feldberg 01/24/97 Y
Thomas & Betts Moore 02/17/97 Y
Donnelley (R.R.) Davis 03/19/97 N
CDI Wienick 03/19/97 N
Walgreen Jorndt 04/14/97 Y
Archer Daniels Midland Andreas 04/17/97 Y
PPG Industries LeBoeuf 04/17/97 Y
Lockheed Martin Coffman 04/18/97 Y
Big Flower Press Holdings Reilly 04/29/97 Y
Teradyne Chamillard 05/10/97 Y
Pharmacia & Upjohn Hassan 05/11/97 N
Amerisource Health Yost 05/20/97 N
Pacific Gas & Electric Glynn 05/21/97 Y
Bank of New York Co. Renyi 06/10/97 Y
Harley-Davidson Bleustein 06/27/97 Y
Campbell Soup Morrison 06/30/97 Y
Standard Products Roudebush 07/01/97 N
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Mead Tatar 08/07/97 Y
Delta Air Lines Mullin 08/14/97 N
Northeast Utilities Morris 08/19/97 N
Frontier Clayton 08/20/97 Y
Kellwood Upbin 08/28/97 Y
Humana Wolf 09/11/97 Y
Unisys Weinbach 09/23/97 N
Allergan Pyott 10/03/97 N
New York Times Lewis 10/16/97 N
Coca-Cola Ivester 10/23/97 Y
Du Pont Holliday 10/29/97 Y
Springs Industries Bowles 11/03/97 Y
Timken Timken, Jr. 11/07/97 N
Shoney's Bodnar 11/12/97 N
Teco Energy Anderson 11/13/97 Y
Weyerhaeuser Rogel 11/17/97 N
Heinz Johnson 12/02/97 Y
May Department Stores Kahn 01/14/98 N
Puget Sound Power & Light Weaver 01/14/98 Y
Atlanta Gas Light Higgins 01/15/98 N
Lincoln National Boscia 01/15/98 Y
Mellon Bank Corp. McGuinn 01/16/98 N
Silicon Graphics Belluzzo 01/23/98 N
Cytec Industries Lilley 01/26/98 Y
Commonwealth Energy Systems Wright 01/29/98 N
Pittston Dan 02/06/98 N
New England Electric System Sergel 02/06/98 N
Suntrust Banks Humann 02/10/98 Y
Arvin Industries Hunt 02/12/98 Y
Baxter International Kraemer 02/19/98 Y
DTE Energy Earley 02/23/98 Y
Melville/CVS Ryan 03/16/98 Y
Magellan Health Services Harbin 03/18/98 N
Litton Industries Brown 03/20/98 Y
Great Lakes Chemical Bulriss 03/23/98 N
Russell Ward 04/01/98 N
Fluor Carroll 04/15/98 N
Avery Dennison Neal 04/23/98 Y
McGraw-Hill McGraw III 04/29/98 Y
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McDonald's Greenberg 04/30/98 Y
Lexmark International Curlander 05/01/98 Y
Consolidated Freightways Quesnel 05/04/98 Y
Lilly (Eli) Taurel 05/06/98 Y
Avon Products Perrin 05/07/98 Y
Alcoa Belda 05/08/98 Y
Western Resources Wittig 05/11/98 Y
Entergy v.d. Luft 05/26/98 N
Sunbeam Levin 06/15/98 N
Raytheon Burnham 06/17/98 N
UCAR International/GrafTech Playford 06/22/98 N
Advo Mulloy 06/23/98 Y
Avnet Vallee 06/29/98 Y
Alco Standard/IKON Forese 07/09/98 N
Trinity Industries Wallace 07/17/98 Y
Seagate Technology Luczo 07/21/98 Y
Beckman Instruments Wareham 07/23/98 Y
Foundation Health/Health Net Gellert 08/07/98 Y
Family Dollar Stores Levine 08/20/98 Y
LTV Kelly 09/01/98 Y
Abbott Laboratories White 09/15/98 N
Sports Authority Hanaka 09/15/98 Y
Allstate Liddy 09/21/98 Y
Ferro Ortino 09/25/98 N
Rayonier Nutter 10/19/98 Y
Lands' End Dyer 10/28/98 N
Entergy Leonard 11/02/98 Y
Loews Tisch 11/04/98 Y
Cone Mills Bakane 11/10/98 Y
Willamette Industries McDougall 11/11/98 Y
Borders Group Pfeffer 11/12/98 N
Exide Lutz 11/17/98 N
Xerox Thoman 11/18/98 Y
USAir Group Gangwal 11/19/98 Y
Smart & Final Roeder 12/01/98 N
EG&G Summe 12/16/98 Y
Republic N.Y. Corp. Schlein 12/18/98 N
Kellogg Gutierrez 01/05/99 Y
Brown Group Fromm 01/12/99 Y
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Comdisco Pontikes 01/12/99 Y
Caterpillar Barton 01/13/99 Y
Pinnacle West Capital Post 01/21/99 Y
Marsh & McLennan Greenberg 01/21/99 Y
Vencor Kuntz 01/22/99 N
AGCO Shumejda 01/28/99 Y
Warner-Lambert de Vink 02/01/99 Y
Olsten Blechschmidt 02/11/99 Y
Gillette Hawley 02/18/99 Y
Polaris Industries Tiller 02/24/99 Y
Borg-Warner Security Edwardson 03/01/99 N
Potlatch Siegel 03/05/99 Y
Ingersoll-Rand Henkel 03/16/99 N
Boston Scientific Tobin 03/18/99 N
UAL Goodwin 03/25/99 N
Houston Industries Letbetter 03/26/99 Y
Collins & Aikman Evans 04/22/99 N
Manpower Joerres 04/26/99 N
Teco Energy Fagan 04/27/99 N
Hercules Corbo 04/29/99 Y
Kennametal Tambakeras 05/06/99 N
Perini Band 05/12/99 N
Maytag Ward 05/13/99 Y
Dimon Harker 05/17/99 Y
Harnischfeger Industries/Joy Global Hanson 05/25/99 Y
Becton Dickinson Ludwig 05/25/99 Y
Hanna (M.A.) Ashkettle 05/25/99 N
Eastman Kodak Carp 06/09/99 Y
Phillips Petroleum Mulva 06/21/99 Y
Phelps Dodge Whisler 06/23/99 Y
Hewlett-Packard Fiorina 07/19/99 N
Ceridian Turner 07/22/99 Y
Compaq Computer Capellas 07/22/99 N
Servicemaster Pollard 07/26/99 N
American Brands/Fortune Brands Wesley 07/27/99 Y
Sensormatic Electronics Loof 08/09/99 N
Silicon Graphics Bishop 08/23/99 N
IMC Global Pertz 08/24/99 Y
Rock-Tenn Rubright 09/09/99 N
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K-III Communications/Primedia Rogers 09/27/99 N
Cummins Engine Solso 09/29/99 Y
Chevron O'Reilly 09/29/99 Y
Detroit Diesel McClure 10/07/99 N
Inacom Gagliardi 10/18/99 N
Sherwin-Williams Connor 10/25/99 N
Avon Products Jung 11/04/99 Y
Temple-Inland Jastrow 11/11/99 Y
Borders Group Josefowicz 11/15/99 N
Sun Drosdick 12/02/99 Y
Coca-Cola Daft 12/06/99 Y
Rite Aid Miller 12/06/99 N
Gateway 2000 Weitzen 12/08/99 Y
Bethlehem Steel Dunham 12/15/99 Y
Toys "R" Us Eyler 01/11/00 N
Western Digital Massengill 01/13/00 Y
Wal-Mart Stores Scott 01/14/00 Y
Applied Industrial Technologies Pugh 01/20/00 Y
Sara Lee McMillan 01/27/00 Y
Humana McCallister 02/03/00 N
York International Young 02/09/00 N
Dow Chemical Parker 02/11/00 N
Praxair Reilley 02/22/00 N
TJX English 03/09/00 Y
First Union Corp. Thompson 03/10/00 Y
Wendy's International Schuessler 03/17/00 Y
Interpublic Group Dooner 03/22/00 Y
Banc One Corp. Dimon 03/27/00 N
International Flavors & Fragrances Goldstein 04/26/00 N
Standard Register Rediker 05/01/00 N
Pennzoil Postl 05/03/00 Y
Bemis Curler 05/04/00 Y
Arrow Electronics Scricco 05/10/00 Y
Xerox Allaire 05/11/00 N
Lear Seating Rossiter 05/11/00 Y
Mattel Eckert 05/17/00 N
State Street Boston Corp. Spina 05/18/00 Y
Kmart Conaway 05/31/00 N
Deere Lane 05/31/00 Y
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Storage Technology Martin 07/11/00 N
Office Depot Nelson 07/18/00 N
Penney (J.C.) Questrom 07/27/00 N
Mohawk Industries Lorberbaum 08/01/00 Y
Armstrong World Ind. Lockhart 08/08/00 N
Pfizer McKinnel 08/10/00 Y
Medtronic Collins 08/24/00 Y
Oneok Kyle 08/28/00 Y
Sears Roebuck Lacy 09/10/00 N
Union Planters Corp. Moore 09/19/00 Y
Engelhard Perry 10/05/00 Y
Hillenbrand Industries Rockwood 10/11/00 Y
Emerson Electric Farr 10/12/00 Y
Ryder System Swienton 10/12/00 Y
Pentair Hogan 11/01/00 Y
Bancorp Hawaii O'Neill 11/03/00 N
Crown Cork & Seal Conway 11/14/00 Y
Reynolds & Reynolds Waterhouse 11/15/00 Y
Air Products Jones 11/16/00 Y
American Express Chenault 11/17/00 Y
General Electric Immelt 11/27/00 N
Unocal Williamson 12/05/00 Y
Minnesota Mining & ManufacturingMcNerney 12/05/00 N
Home Depot Nardelli 12/05/00 N
Corning Loose 12/06/00 Y
Burlington Northern Santa Fe Rose 12/07/00 Y
Enron Skilling 12/13/00 Y
TRW Cote 12/14/00 Y
Progressive Renwick 12/15/00 Y
Campbell Soup Conant 01/08/01 N
Danaher Culp 01/08/01 Y
Newell Galli 01/08/01 N
Columbia/HCA Healthcare Bovender 01/08/01 Y
Weirton Steel Walker 01/10/01 Y
Federal-Mogul Macher 01/11/01 N
EMC Tucci 01/17/01 Y
Bankamerica Corp. Lewis 01/21/01 Y
Gillette Kilts 01/22/01 N
Crane Fast 01/22/01 Y



 

 120 
 

Gateway 2000 Wiatt 01/29/01 N
Bristol-Myers Squibb Dolan 02/07/01 Y
Parker Hannifin Washkewicz 02/08/01 Y
Quanex Jean 02/22/01 N
Comdisco Blake 02/28/01 N
American Home Products/Wyeth Essner 03/06/01 Y
Hershey Foods Lenny 03/12/01 N
Southwest Airlines Parker 03/19/01 N
Supervalu Noddle 04/11/01 Y
Coca-Cola Enterprises Kline 04/12/01 N
Ethyl Gottwald 05/30/01 Y
Allegheny Ludlum Murdy 06/26/01 N
Xerox Mulchay 07/26/01 Y
Exide Muhlhauser 08/01/01 Y
America West Airlines Parker 08/15/01 Y
United Parcel Service Eskew 08/16/01 Y
FMC Walter 08/24/01 Y
DQE O'Brien 09/14/01 Y
National Fuel Gas Ackerman 09/19/01 Y
Bethlehem Steel Miller 09/24/01 N
Magellan Health Services Messina 09/27/01 Y
CDI Ballou 10/01/01 N
St. Paul Cos. Fishman 10/11/01 N
Foster Wheeler Milchovich 10/15/01 N
Safeguard Scientifics Craig 10/15/01 N
Marshall & Ilsley Corp. Kuester 10/18/01 Y
Bausch & Lomb Zarella 11/13/01 N
Providian Saunders 11/26/01 N
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TABLE 5:  Descriptive Statistics 
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TABLE 6:  Event Study Results 
 
 

Market Model, Equally Weighted Index 
 

Event 
Window N 

Mean 
CAR   

% 
Negative   Z   

Generalized 
Sign Z   

-30, -2 257 -0.91%  51.36%  -1.074  0.276  

-1, 0 257 1.15%  45.14%  5.251 *** 2.274 *

-1, +1 257 1.29%  43.19%  5.013 *** 2.898 **

+1, +30 257 -0.39%  51.75%  0.637  0.151  
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 7:  Alternate Event Study Methods 
 

 
Event 

Window 
Mean 
CAR   

% 
Negative   Z   

Generalized 
Sign Z   

          
-30, -2 -0.91% 51.36% -1.074 0.276  
-1, 0 1.15% 45.14% 5.251 *** 2.274 *

-1, +1 1.29% 43.19% 5.013 *** 2.898 **

Market Model, 
Equally 

Weighted Index 
+1, +30 -0.39% 51.75% 0.637 0.151  

          
-30, -2 -0.43% 49.03% -0.552 0.919
-1, 0 1.18% 44.36% 5.387 *** 2.417 *

-1, +1 1.37% 42.02% 5.358 *** 3.166 **

Market Model, 
Value Weighted 

Index 
+1, +30 -0.55% 49.81% -0.127 0.669  

          
-30, -2 -0.94% 52.14% -1.131 0.019
-1, 0 1.15% 45.91% 5.246 *** 2.017 *

-1, +1 1.29% 44.36% 4.986 *** 2.517 *

Scholes-
Williams 

Market Model, 
Equally +1, +30 -0.50% 50.58% 0.361 0.519  

          
-30, -2 -0.54% 48.64% -0.721 1.020
-1, 0 1.16% 44.36% 5.323 *** 2.393 *

-1, +1 1.35% 43.19% 5.321 *** 2.768 **

Scholes-
Williams 

Market Model, 
Value Weighted +1, +30 -0.35% 49.42% -0.050 0.770  

          
-30, -2 -2.89% 55.25% -3.080 ** -0.381
-1, 0 1.03% 46.30% 4.611 *** 2.498 *

-1, +1 1.08% 46.30% 4.233 *** 2.498 *

Market 
Adjusted 
Returns, 
Equally +1, +30 -3.52% 57.98% -3.058 ** -1.257  

          
-30, -2 -1.19% 52.14% -1.180 0.210
-1, 0 1.11% 43.97% 4.916 *** 2.834 **

-1, +1 1.22% 43.97% 4.780 *** 2.834 **

Market 
Adjusted 

Returns, Value 
Weighted Index +1, +30 -2.26% 52.92% -2.103 * -0.040  

 
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 8:  Regression Results (Two-Day Event Window) 
 

 
N = 257 MODEL 1 MODEL 2 MODEL 3 

           
(Constant) 0.008   -0.014   -0.100 * 
HEIR -0.035 *** -0.015   -0.012   
PRED 0.010   0.010   0.009   
SIZE 0.007 * 0.007 * 0.008 * 
PRIOR PERF -0.018   -0.018   -0.019   
            
IN/OUT    0.031 ** 0.023 $ 
            
AGE       0.002 ** 
FIRM       0.000   
INDUSTRY       0.000   
DEGREE       -0.002   
MBA       0.005   
VARIETY       0.001   
SLS/ MKTG       -0.001   
MOBILITY       -0.001   
INT'L       -0.014 $ 
            
R2 0.115 *** 0.139   0.174   
∆ R2    0.024 ** 0.035   
            
F 8.150 *** 8.088 *** 3.638 *** 
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 9:  Regression Results (Three-Day Event Window) 
 

 
N = 257 MODEL 1 MODEL 2 MODEL 3 

           
(Constant) 0.012   -0.007   -0.127 ** 
HEIR -0.038 *** -0.021 $ -0.017   
PRED 0.004   0.005   0.003   
SIZE 0.007 * 0.008 * 0.008 * 
PRIOR PERF -0.032   -0.031   -0.033   
            
IN/OUT    0.027 $ 0.014   
            
AGE       0.003 ** 
FIRM       -0.001   
INDUSTRY       -0.001   
DEGREE       -0.004   
MBA       0.012   
VARIETY       0.006   
SLS/ MKTG       -0.004   
MOBILITY       -0.003   
INT'L       -0.008   
            
R2 0.093 *** 0.107   0.149   
∆ R2    0.014 $ 0.042   
            
F 6.496 *** 6.019 *** 3.020 *** 
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 10:  Sub-sample (Heir vs. Non-heir) Event Study Results 
 
 

Heir Apparent = YES 
 

Event Window N Mean CAR % Negative Z   
Generalized 

Sign Z   

-30, -2 157 -1.09% 53.50% -1.023  -0.245  
-1, 0 157 -0.30% 52.23% -0.084  0.075  
-1, +1 157 -0.25% 48.41% 0.087  1.037  
+1, +30 157 0.10% 50.32% 0.590  0.554  

 
 
 
 

Heir Apparent = NO 

Event Window N Mean CAR % Negative Z   
Generalized 

Sign Z   

-30, -2 100 -0.63% 48.00% -0.440  0.749  
-1, 0 100 3.43% 34.00% 8.523 *** 3.550 ***
-1, +1 100 3.71% 35.00% 7.928 *** 3.350 ***
+1, +30 100 -1.16% 54.00% 0.281  -0.452  

 
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 11:  Sub-sample (Heir vs. Non-heir) Regression Results 
 
 

Two-day Event Window 

 MODEL 1 MODEL 2 MODEL 3 
 HEIR=Y HEIR=NO HEIR=Y HEIR=NO HEIR=Y HEIR=NO 
 N=157 N=100 N=157 N=100 N=157 N=100 

(Constant) -0.008  -0.024      -0.049 * -0.117 ** -0.015   
PRED -0.004  0.023      0.024   -0.003  0.029 $ 
SIZE 0.002  0.014 *    0.015 ** 0.002  0.016 * 
PRIOR PERF. 0.037 * -0.160 **    -0.157 ** 0.028  -0.157 * 

IN/OUT          0.032 *    0.021   

AGE           0.002 ** 0.000   
FIRM           0.000  -0.001   
INDUSTRY           -0.001  0.000   
DEGREE           0.002  -0.009   
MBA           0.000  0.007   
VARIETY           0.000  0.007   
SLS/ MKTG           0.005  -0.021   
MOBILITY           -0.004  0.003   
INT'L           -0.011  -0.018   

R2 0.034  0.143 **   0.184   0.125  0.242   
∆ R2         0.041 * 0.091  0.058   

F 1.803   5.326 **    5.355 *** 1.714 $ 2.114 * 

 
Three-day Event Window 

 MODEL 1 MODEL 2 MODEL 3 
 HEIR=Y HEIR=NO HEIR=Y HEIR=NO HEIR=Y HEIR=NO 
 N=157 N=100 N=157 N=100 N=157 N=100 

(Constant) -0.001  -0.030      -0.052 $ -0.093 * -0.140   
PRED -0.013  0.022      0.023   -0.013  0.033   
SIZE 0.001  0.017 *    0.018 * 0.000  0.019 * 
PRIOR PERF. 0.037 $ -0.205 **    -0.203 ** 0.025  -0.172 * 

IN/OUT          0.029      0.012   

AGE           0.003 ** 0.001   
FIRM           0.000  -0.001   
INDUSTRY           -0.001 * 0.000   
DEGREE           -0.001  -0.007   
MBA           0.008  0.010   
VARIETY           0.000  0.027   
SLS/ MKTG           0.000  -0.022   
MOBILITY           -0.009 * 0.005   
INT'L           -0.009  -0.008   

R2 0.036  0.148 ***   0.171   0.124  0.219   
∆ R2         0.023   0.088  0.048   

F 1.918   5.549 ***    4.991 *** 1.704 $ 1.853 * 

 
$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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TABLE 12:  Comparison of Frandsen to Shen and Cannella (2003) 
 
 

Comparison of Table 1 
Shen and Cannella, Strategic Management Journal, February 2003 

 
 
 Heir Promotion Non-heir Inside Outside 
 S&C   F   S&C   F   S&C   F   
                          
N = 130   157   29   37   34   63   
  % of events 67%   61%   15%   14%   18%   25%   
                          
Event Window                         
                    
Day -1 0.11%  -0.21%   0.63%  0.36%   0.92% ** 0.97% **
  0.66  -0.06   1.28  0.73   2.48  2.66   
Day 0 0.73% *** -0.09%   0.28%  1.24% ** 0.99% ** 3.53% ***
  4.52  -0.06   0.56  2.80   2.65  9.823   
Day +1 0.09%  0.05%   -1.35% ** 0.51%   0.04%  0.14%   
  0.53  0.27   -2.75  0.97   0.11  1.38   
CAR -1, 0 0.84%  -0.30%   0.91%  1.60% * 1.91%  4.50% ***
  ? ? -0.08   ? ? 2.49   ? ? 8.83   
CAR -1, +1 0.92% *** -0.25%   -0.44%  2.12% ** 1.95% ** 4.64% ***
  3.29   0.09   -0.53   2.59   3.02   8.00   
 

$ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001 
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FIGURE 1:  Event Study Results – Daily Returns 
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FIGURE 2:  Event Study Results – Cumulative Returns 
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FIGURE 3:  Heir Sub-sample Event Study Results – Daily Returns 
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FIGURE 4:  Heir Sub-sample Event Study Results – Cumulative Returns 
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FIGURE 5:  Non-heir Sub-sample Event Study Results – Daily Returns 
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FIGURE 6:  Non-heir Sub-sample Event Study Results – Cumulative 
Returns 

 
 

Cumulative Daily Abnormal Return
-30 to +30 Days Around CEO Succession

-2.50%
-2.00%
-1.50%
-1.00%
-0.50%
0.00%
0.50%
1.00%
1.50%
2.00%
2.50%
3.00%
3.50%
4.00%

-30 -25 -20 -15 -10 -5 0 5 10 15 20 25 30

 
 

N = 100 
 

 
 
 

 
 
 



 

 135 
 

References 

Abrahamson, E. and Park, C.  1994.  Concealment of negative organizational 
outcomes: An agency theory perspective.  Academy of Management Journal, 37: 
1302-1334. 
 
Aldrich, H. and Pfeffer, J.  1976.  Environments of organizations.  In Annual 
Review of Sociology, 2: 79-105.  Palo Alto, CA: Annual Reviews. 
 
Allen, M. P., Panian, S. K., and Lotz, R. E.  1979.  Managerial succession and 
organizational performance: A recalcitrant problem. Administrative Science 
Quarterly, 24: 167-180. 
 
Bantel, K. A. and Jackson, S. E.  1989.  Top management and innovations in 
banking: Does the composition of the top team make a difference?  Strategic 
Management Journal, 10: 107-124. 
 
Barbosa, R. R.  1985.  Innovation in a mature industry.  Unpublished Ph.D. 
dissertation, Columbia University, New York. 
 
Barney, J.  1991.  Firm resources and sustained competitive advantage.  Journal of 
Management, 17: 99-120. 
 
Barrett, A. and Lavelle, L.  2000.  It's getting lonely at the top.  Too lonely.  
Business Week, November 13: 60. 
 
Bartlett, C. and Ghoshal, S.  1989.  Managing across borders.  Boston: Harvard 
Business School Press. 
 
Bartlett, C. and Ghoshal, S.  1992.  What is a global manager?  Harvard Business 
Review, 70(5): 124-132. 
 
Beatty, R. P. and Zajac, E. J.  1987.  CEO change and firm performance in large 
corporations: Succession effects and manager shifts.  Strategic Management 
Journal, 8: 305-317. 
 
Becker, M. A.  1970a.  Sociometric location and innovativeness: Reformulation 
and extension of the diffusion model.  American Sociological Review, 35: 267-
304. 
 



 

 136 
 

Becker, M. A.  1970b.  Factors effecting the diffusion of innovations among 
health professionals.  American Journals of Public Health, 60: 294-304. 
 
Benston, G. J.  1985.  The self-serving management hypothesis: Some evidence.  
Journal of Accounting and Economics, 7: 67-84. 
 
Bettman, J. R. and Weitz, B. A.  1983.  Attributions in the boardroom: Causal 
reasoning in corporate annual reports.  Administrative Science Quarterly, 28: 165-
183. 
 
Bianco, A. and Lavelle, L.  2000.  The CEO trap.  Business Week, December 11: 
86-92. 
 
Binder, J. J.  1998.  The event study methodology since 1969.  Review of 
Quantitative Finance and Accounting, 11: 111-137. 
 
Boeker, W.  1992.  Power and managerial dismissal: Scapegoating at the top.  
Administrative Science Quarterly, 2: 538-547. 
 
Boeker, W.  1997.  Executive migration and strategic change: The effect of top 
manager movement on product-market entry.  Administrative Science Quarterly, 
42: 213-236. 
 
Bonnier, K. and Bruner, R.  1989.  An analysis of stock price reaction to 
management change in distressed firms.  Journal of Accounting and Economics, 
11: 95-106. 
 
Bowman, E. H.  1976.  Strategy and the weather.  Sloan Management Review, 17: 
49-62. 
 
Black, S. S.  1997.  Top management team characteristics: A study of their impact 
on the magnitude of international operations and international performance.  
Unpublished Ph.D. dissertation, Columbia University, New York, New York. 
 
Brady, G. F. and Helmich, D. L.  1984.  Executive Succession.  Englewood Cliffs, 
NJ: Prentice-Hall. 
 
Bromiley, P.  1990.  On the use of finance theory in strategic management.  In 
Advances in Strategic Management, Vol. 6: 71-98.  P. Shrivastava and R. Lamb 
(eds.).  Greenwich, CT: JAI Press. 
 



 

 137 
 

Bromiley, P., Govekar, M., and Marcus, A.  1988.  On using event-study 
methodology in strategic management research.  Technovation, 8: 25-42. 
 
Brown, M. C.  1982.  Administrative succession and organizational performance: 
The succession effect.  Administrative Science Quarterly, 27: 1-16. 
 
Brown, S. J. and Warner, J. B.  1985.  Using daily stock returns: The case of event 
studies.  Journal of Financial Economics, 14: 3-31. 
 
Cannella, A. and Lubatkin, M.  1993.  Succession as a sociopolitical process: 
Internal impediments to outsider succession.  Academy of Management Journal, 
36: 763-793. 
 
Cannella, A. A. and Shen, W.  2001.  So close and yet so far: Promotion versus 
exit for CEO heirs apparent.  Academy of Management Journal, 44: 252-270. 
 
Cantor, N. and Mischel, W.  1979.  Prototypes in person perception.  In Advances 
in Experimental Social Psychology, L. Berkowitz (Ed.).  New York: Academic 
Press. 
 
Carpenter, M.A.  1997.  Top management team characteristics, global strategic 
change, and firm performance: The moderating role of organizational and 
environmental context.  Unpublished Ph.D. dissertation, University of Texas at 
Austin, Austin, Texas. 
 
Carpenter, M. A., Sanders, W. G., and Gregersen, H. B.  2000.  International 
assignment experience at the top can make a bottom-line difference.  Human 
Resources Management, 39: 277-285. 
 
Carpenter, M. A., Sanders, W. G., and Gregersen, H. B.  2001.  Building human 
capital with organizational context: The impact of international assignment 
experience on multinational firm performance and CEO pay.  Academy of 
Management Journal, 44(3): 493-511. 
 
Carroll, G. R.  1984.  Dynamics of publisher succession in newspaper 
organizations.  Administrative Science Quarterly, 29: 93-113. 
 
Carter, E. E.  1971.  The behavioral theory of the firm and top-level corporate 
decisions.  Administrative Science Quarterly, 16: 413-428. 
 



 

 138 
 

Chaganti, R. and Sambharya, R.  1987.  Strategic orientation and characteristics 
of upper management.  Strategic Management Journal, 8: 393-401. 
 
Chattopadhyay, P., Glick, W. H., Miller, C. C., and Huber, G. P.  1999.  
Determinants of executive beliefs: Comparing functional conditioning and social 
influence.  Strategic Management Journal, 20: 763-789. 
 
Chen, M-J. and Meindl, J. R.  1991.  The construction of leadership images in the 
popular press: The case of Donald Burr and People Express.  Administrative 
Science Quarterly, 36: 521-551. 
 
Child, J.  1974.  Managerial and organizational factors associated with company 
performance.  Journal of Management Studies, 11: 13-27. 
 
Chown, S. M.  1960.  The Wesley rigidity inventory: A factor-analytic approach.  
Journal of Abnormal Social Psychology, 61: 491-494. 
 
Chung, K., Lubatkin, M., Rogers, R., and Owers, J.  1987.  Do insiders make 
better CEOs than outsiders?  Academy of Management Executive, 1: 323-329. 
 
Collins, O. and Moore, D. G.  1970.  The organization makers.  New York: 
Appleton-Century-Crofts. 
 
Cowan, A. R.  2002.  Eventus® Version 7 user’s guide.  Ames, IA: Cowan 
Research, L.C. 
 
Cragg, P. B. and King, M.  1988.  Organizational characteristics and small firms’ 
performance revisited.  Entrepreneurship Theory and Practice, 13: 49-62. 
 
Cyert, R. M. and March, J. G.  1963.  A behavioral theory of the firm.  
Englewood Cliffs, NJ: Prentice-Hall. 
 
Daily, C. M., Certo, S. T., and Dalton, D. R.  2000.  International experience in 
the executive suite: The path to prosperity?  Strategic Management Journal, 21: 
515-523. 
 
Dalton, D. and Kesner, I.  1985.  Organizational performance as antecedent of 
inside/outside chief executive succession: An empirical assessment.  Academy of 
Management Journal, 28: 749-762. 
 



 

 139 
 

Dann, L., Mayers, D., and Raab, R.  1977.  Trading rules, large blocks, and the 
speed of price adjustment.  Journal of Financial Economics, 4: 3-22. 
 
Datta, D. K. and Guthrie, J. P.  1994.  Executive succession: Organizational 
antecedents of CEO characteristics.  Strategic Management Journal, 15: 569-577. 
 
Datta, D. K and Rajagopalan, N.  1998.  Industry structure and CEO 
characteristics: An empirical study of succession events.  Strategic Management 
Journal, 19: 833-852. 
 
Davidson, W., Worrell, D., and Cheng, L.  1990.  Key executive succession and 
stockholder wealth: The influence of successor’s origin, position, and age.  
Journal of Management, 16: 647-664. 
 
Davidson, W., Worrell, D., and Dutia, D.  1993.  The stock market effects of CEO 
succession in bankrupt firms.  Journal of Management, 19: 517-533. 
 
Dearborn, D. C. and Simon, H. A.  1958.  Selective perceptions: A not on the 
departmental identification of executives.  Sociometry, 21: 140-144. 
 
DeBondt, W. F. M. and Thaler, R. H.  1985.  Does the stock market overreact?  
Journal of Finance, 40(3): 793-808. 
 
Denis, D. and Denis, D.  1995.  Performance changes following top management 
dismissals.  Journal of Finance, 50: 1029-1047. 
 
DiMaggio, P. and Powell, W. W.  1983.  The iron cage revisited: Institutional 
isomorphism and collective rationality in organizational fields.  American 
Sociological Review, 48: 147-160. 
 
Dodd, P. and Warner, J. B.  1983.  On corporate governance: A study of proxy 
contests.  Journal of Financial Economics, 11: 401-438. 
 
Donlon, J. P., Darwent, C., Cabral, D., and Grube, L.  1996.  Managing across 
borders.  Chief Executive, September (116): 58-69. 
 
Eitzen, D. S. and Yetman, N. R.  1972.  Managerial change, longevity, and 
organizational effectiveness. Administrative Science Quarterly, 17: 110-116. 
 
Evans, P. and Wurster, T. S.  2000.  Blown to bits: How the new economics of 
information transforms strategy.  Boston: Harvard Business School Press. 



 

 140 
 

 
Fama, E. F.  1965.  The behavior of stock market prices.  Journal of Business, 38: 
34-105. 
 
Fama, E. F.  1970.  Efficient capital markets: A review of theory and empirical 
work.  Journal of Finance, 25: 383-417. 
 
Fama, E. F.  1976.  Foundations of finance.  New York: Basic Books. 
 
Fama, E.  1991.  Efficient capital markets: II.  Journal of Finance, 46(5): 1575-
1617. 
 
Fama, E.  1998.  Market efficiency, long-term returns, and behavioral finance.  
Journal of Financial Economics, 49: 283-306. 
 
Fama, E., Fisher, L., Jensen, M., and Roll, R.  1969.  The adjustment of stock 
prices to new information.  International Economic Review, 10: 1-21. 
 
Finkelstein, S. and Hambrick, D. C.  1996.  Strategic leadership: Top executives 
and their effects on organizations.  Minneapolis: West Publishing Company. 
 
Finkelstein, S. and Hambrick, D. C.  1990.  Top management team tenure and 
organizational outcomes: The moderating role of managerial discretion.  
Administrative Science Quarterly, 35: 484-503. 
 
Finkelstein, S. and Hambrick, D. C.  1996.  Strategic leadership: Top executives 
and their effects on organizations.  Minneapolis: West Publishing Company. 
 
Fiske, S. T. and Taylor, S. E.  1991.  Social Cognition (2nd ed.).  New York: 
McGraw-Hill. 
 
Fligstein, N.  1987.  The intraorganizational power struggle: Rise of finance 
personnel to top leadership in large corporations, 1919-1979.  American 
Sociological Review, 52: 44-58. 
 
Foti, R. J., Fraser, S. L. and Lord, R. G.  1982.  Effects of leadership labels and 
prototypes on perceptions of political leaders.  Journal of Applied Psychology, 
67(3): 326-333. 
 
Fredman, C.  2002.  2002 Route to the top: Success express.  CEO Magazine, 
February. 



 

 141 
 

 
Friedman, S. D. and Singh, H.  1989.  CEO succession and stockholder reaction: 
The influence of organizational context and event content.  Academy of 
Management Journal, 32: 718-744. 
 
Furtado, E. and Karan, V.  1990.  Causes, consequences, and shareholder wealth 
effects of management turnover: A review of the empirical evidence.  Financial 
Management, 19: 60-75. 
 
Furtado, E. and Rozeff, M.  1987.  The wealth effects of company initiated 
management changes.  Journal of Financial Economics, 1: 147-160. 
 
Gabarro, J. J.  1987.  The dynamics of taking charge.  Boston: Harvard Business 
School Press. 
 
Granovetter, M.  1973.  The strength of weak ties.  American Journal of 
Sociology, 78: 1360-1380. 
 
Gamson, W. A. and Scotch, N. A.  1964.  Scapegoating in baseball.  American 
Journal of Sociology, 70: 69-72. 
 
Grant, R. M.  1987.  Multinationality and performance among British 
manufacturing companies.  Journal of International Business Studies, 18(3): 79-
87. 
 
Grimm, C. M. and Smith, K. G.  1985.  Management characteristics, strategy, and 
strategic change.  Paper presented at the 5th annual meeting of the Strategic 
Management Society.  Barcelona, Spain. 
 
Grimm, C. M. and Smith, K. G.  1991.  Management and organizational change: 
A note on the railroad industry.  Strategic Management Journal, 12: 557-562. 
 
Grusky, O.  1963.  Managerial succession and organizational effectiveness.  
American Journal of Sociology, 69: 21-31. 
 
Guest, R. H.  1962.  Managerial succession in complex organizations.  American 
Journal of Sociology, 68: 47-54. 
 
Gupta, A. K.  1985.  Top management background: A study of the Fortune 75.  
Special report prepared for Monsanto Company.  Boston:  School of 
Management, Boston University. 



 

 142 
 

 
Gupta, A. K.  1988.  Contingency perspectives on strategic leadership: Current 
knowledge and future research directions.  In The executive effect: Concepts and 
methods for studying top managers, 141-178.  D. C. Hambrick (ed.).  Greenwich, 
CT: JAI Press. 
 
Gupta, A. K.  1992.  Executive selection: A strategic perspective.  Human 
Resource Planning, 15(1): 47-61. 
 
Gupta, A. K. and Govindarajan, V.  1984.  Business unit strategy, managerial 
characteristics, and business unit effectiveness at strategy implementation.  
Academy of Management Journal, 27: 25-41. 
 
Guthrie, J. P. and Datta, D. K.  1997.  Contextual influences on executive 
selection: Firm characteristics and CEO experience.  Journal of Management 
Studies, 34(4): 537-560. 
 
Guthrie, J. P. and Datta, D. K.  1998.  Corporate strategy, executive selection, and 
firm performance.  Human Resource Management, 37(2): 101-115. 
 
Hains, S. C., Hogg, M. A., and Duck, J. M.  1997.  Self-categorization and 
leadership: Effects of group prototypicality and leader stereotypicality.  
Personality and Social Psychology Bulletin, 23(10): 1087-1099. 
 
Hall, R. I.  1976.  A system pathology or an organization: The rise and fall of the 
old Saturday Evening Post.  Administrative Science Quarterly, 21: 185-211. 
 
Hambrick, D. C., Black, S., and Fredrickson, J. W.  1992.  Executive leadership 
of the high-technology firm: What is special about it?  In Advances in Global 
High-technology Management, L. R. Gomez-Mejia and M. W. Lawless (Eds.), 
Greenwich, CT: JAI Press. 
 
Hambrick, D. C. and Finkelstein, S.  1987.  Managerial discretion: A bridge 
between polar views of organizational outcomes.  In Research in Organizational 
Behavior, L. L. Cummings and B. M. Staw (Eds.), Greenwich, CT: JAI Press. 
 
Hambrick, D. C. and Fukutomi, G. D.  1991.  The seasons of a CEO’s tenure.  
Academy of Management Review, 16: 719-742. 
 



 

 143 
 

Hambrick, D. C., Geletkanycz, M. A., and Fredrickson, J. W.  1993.  Top 
executive commitment to the status quo: Some tests of its determinants.  Strategic 
Management Journal, 14: 401-418. 
 
Hambrick, D. C. and Mason, P.  1984.  Upper echelons: The organization as a 
reflection of its top managers.  Academy of Management Review, 9: 193-206. 
 
Hamel, G.  2000.  Leading the revolution.  Boston: Harvard Business School 
Press. 
 
Hamel, G. and Prahalad, C. K.  1994.  Competing for the future.  Boston:  
Harvard University Press. 
 
Hannan, M. and Freeman, J.  1977.  The population ecology of organizations.  
American Journal of Sociology, 82: 929-964. 
 
Harris, D., Latuerbach, B., and Vu, J.  1994.  The effect of new top manager 
origin and discretion on firm stock prices.  International Journal of Management, 
11: 570-576. 
 
Hart, P. and Mellons, J.  1970.  Management youth and company growth: A 
correlation?  Management Decision, 4(2): 50-53. 
 
Haveman, H.  1993.  Ghosts of managers past: Managerial succession and 
organizational mortality.  Academy of Management Journal, 36: 864-881. 
 
Hayward, M.L.A and Westphal, J.D.  2002.  The causes and consequences of 
chief executive officer celebrity.  Paper presented at the Academy of Management 
annual meetings, Denver, CO. 
 
Helmich, D. L.  1974.  Organizational growth and succession patterns.  Academy 
of Management Journal, 17: 771-775. 
 
Helmich, D. L.  1977.  Executive succession in the corporate organization: A 
current investigation.  Academy of Management Review, 2: 252-266. 
 
Helmich, D. L. and Brown, W. B.  1972.  Successor type and organizational 
change in the corporate enterprise.  Administrative Science Quarterly, 17: 371-
378. 
 



 

 144 
 

Hillman, A. J. and Keim, G. D.  2001.  Shareholder value, stakeholder 
management, and social issues: What’s the bottom line?  Strategic Management 
Journal, 22: 125-139. 
 
Hirshleifer, D.  2001.  Investor psychology and asset pricing.  Journal of Finance, 
55(4): 1533-1597. 
 
Hitt, M. A. and Tyler, B. B.  1991.  Strategic decision models: Integrating 
different perspectives.  Strategic Management Journal, 12: 327-351. 
 
Hoffman, R. C. and Gopinath, C.  1994.  The importance of international business 
to the strategic agenda of U.S. CEOs.  Journal of International Business Studies, 
25: 625-637. 
 
Hubbard, R., Vetter, D. E. and Little, E. L.  1998.  Replication in strategic 
management: Scientific testing for validity, generalizability, and usefulness.  
Strategic Management Journal, 19: 243-254. 
 
Johnson, W. B., Magee, R. P., Nagarajan, N. J., and Newman, H. A.  1985.  An 
analysis of the stock price reaction to sudden executive deaths.  Journal of 
Accounting and Economics, 7: 151-174. 
 
Karafiath, I.  1994.  On the efficiency of least squares regression with security 
abnormal returns as the dependent variable.  Journal of Financial and Quantitative 
Analysis, 29(2): 279-300. 
 
Katz, M. B.  1975.  Class, bureaucracy, and schools: The illusion of educational 
change in America.  New York: Praeger. 
 
Katz, R.  1982.  The effects of group longevity on project communication and 
performance.  Administrative Science Quarterly, 27: 81-104. 
 
Keiser, J. D.  1995.  CEO selection from an institutional perspective: A 
longitudinal research study determining changes in chief executive profiles and 
labor markets.  Unpublished Ph.D. dissertation, University of Illinois, Urbana-
Champaign, Illinois. 
 
Kelly, K.  2000.  Blood in the boardroom.  Time, 156(19): 98. 
 
Kesner, I. F. and Sebora, T. C.  1994.  Executive succession: Past, present & 
future.  Journal of Management, 20(2): 327-372. 



 

 145 
 

 
Kimberly, J. R. and Evanisko, M. J.  1981.  Organizational innovation: The 
influence of individual, organizational, and contextual factors on hospital 
adoption of technological and administrative innovations.  Academy of 
Management Journal, 24: 689-713. 
 
Kotter, J. P.  1982.  The general managers.  New York: Free Press. 
 
Khurana, R.  1998.  The changing of the guard: Causes, processes, and 
consequences of CEO turnover.  Unpublished Ph.D. dissertation, Harvard 
University, Cambridge, Massachusetts. 
 
Khurana, R.  2002.  Searching for a corporate savior: The irrational quest for 
charismatic CEOs.  Princeton, New Jersey: Princeton University Press. 
 
Latuerbach, B., Vu, J, and Weisberg, J.  1999.  Internal vs. external successions 
and their effect on firm performance.  Human Relations, 52: 1485-1504. 
 
Lee, P. M.  2001.  What’s in a name change?: The effect of ‘.com’ name changes 
on stock prices and trading activity.  Strategic Management Journal, 22: 793-804. 
 
Levinson, H.  1980.  Criteria for choosing chief executives.  Harvard Business 
Review, July/August: 113-120. 
 
Lieberson, S. and O’Connor, J. F.  1972.  Leadership and organizational 
performance: A study of large corporations.  American Sociological Review, 37: 
117-130. 
 
Lorange, P.  1980.  Corporate planning: An executive viewpoint.  Englewood 
Cliffs, NJ: Prentice-Hall. 
 
Lord, R. G.  1977.  Functional leadership behavior: Measurement and relations to 
social power and leadership perceptions.  Administrative Science Quarterly, 22: 
114-133. 
 
Lord, R. G.  1985.  An information processing approach to social perceptions.  In 
Research in Organizational Behavior, Vol. 7, 87-128.  L. L. Cummings and B. M. 
Staw (eds.).  Greenwich, CT: JAI Press. 
 
Lord, R. G. and Maher, 1991.  Leadership and information processing: Linking 
perceptions and performance.  Boston: Routledge. 



 

 146 
 

 
Lubatkin, M., Chung, K., Rogers, R. and Owers, J.  1986.  The effect of executive 
succession on stockholder wealth of large corporations.  Proceedings, Academy of 
Management annual meeting, 497-512. 
 
Lubatkin, M., Chung, K., Rogers, R. and Owers, J.  1989.  Stockholder reactions 
to CEO changes in large corporations.  Academy of Management Journal, 32: 47-
68. 
 
MacKinlay, A. C.  1997.  Event studies in economics and finance.  Journal of 
Economic Literature, 35: 13-39. 
 
Mahajan, A. and Lubber, S.  1993.  Shareholder wealth effects of management 
changes.  Journal of Business Finance and Accounting, 20: 393-410. 
 
March, J. C. and March, J.G.  1977.  Almost random careers - the Wisconsin 
school superintendency, 1940-72.  Administrative Science Quarterly, 22(3): 377-
409. 
 
March, J. G. and Simon, H. A.  1958.  Organizations.  New York: Wiley. 
 
Mattlin, B.  2001.  Filling the hot seat.  Individual Investor, February: 15-18. 
 
McGuire, J., Schneeweis, T., and Naroff, J.  1988.  Effects of top managers' 
cabinet appointments on shareholders' wealth.  Academy of Management Journal, 
31: 201-212. 
 
McWilliams, A. and Siegel, D.  1997.  Event studies in management research: 
Theoretical and empirical issues.  Academy of Management Journal, 40(3): 626-
657. 
 
Meindl, J.R. and Ehrlich, S. B.  1987.  The romance of leadership and the 
evaluation of organizational performance.  Academy of Management Journal, 30: 
91-109. 
 
Meindl, J.R., Ehrlich, S. B. and Dukerich, J. M.  1985.  The romance of 
leadership.  Administrative Science Quarterly, 30: 521-551. 
 



 

 147 
 

Meyer, J.W. and Rowan, B.  1991.  Institutionalized organizations: Formal 
structure as myths and ceremony.  In The New Institutionalism in Organizational 
Analysis, W.W. Powell and P.J. DiMaggio (Eds.), Chicago: The University of 
Chicago Press. 
 
Michel, A. and Shaked, I.  1986.  Multinational corporations vs. domestic 
corporations: Financial performance and characteristics.  Journal of International 
Business Studies, 17(3): 89-100. 
 
Michel, J. G. and Hambrick, D. C.  1992.  Diversification posture and top 
management team characteristics.  Academy of Management Journal, 35(1): 9-37. 
 
Miller, D.  1991.  Stale in the saddle: CEO tenure and the match between 
organization and environment.  Management Science, 37: 34-52. 
 
Miller, D. and Droge, C.  1986.  Psychological and traditional determinants of 
structure.  Administrative Science Quarterly, 31: 539-560. 
 
Miller, D. and Toulouse J. M.  1986.  Chief executive personality and corporate 
strategy in small firms.  Management Science, 32: 1389-1409. 
 
Mintzberg, H.  1973.  The nature of managerial work.  New York: Harper and 
Row, 
 
Mischel, W.  1973.  Toward a cognitive social learning reconceptualization of 
personality.  Psychological Review, 80: 252-283. 
 
Mitchell, M. and Netter, J. M.  1989.  Triggering the 1987 stock market crash: 
Antitakeover provisions in proposed House Ways and Means Committee tax bill.  
Journal of Financial Economics, 24: 37-49. 
 
Norburn, D.  1989.  The chief executive: A breed apart.  Strategic Management 
Journal, 10: 1-15. 
 
Norburn, D. and Birley, S.  1988.  The top management team and corporate 
performance.  Strategic Management Journal, 9: 225-237. 
 
Ouichi, W. G. and Jaeger, A. M.  1978.  Type Z organizations: Stability in the 
midst of mobility.  Academy of Management Review, 3: 305-314. 
 



 

 148 
 

Parrino, R.  1997.  CEO turnover and outside succession: A cross-sectional 
analysis.  Journal of Financial Economics, 46: 165-197. 
 
Perrow, C.  1970.  Departmental power and perspectives in industrial firms.  In 
Power in Organizations, 59-89.  M. Zald (ed.).  Nashville, TN: Vanderbilt 
University Press. 
 
Pfeffer, J.  1977.  The ambiguity of leadership.  Academy of Management 
Review, 2: 104-112. 
 
Pfeffer, J.  1981.  Management as symbolic action: The creation and maintenance 
of organizational paradigms.  In Research in Organizational Behavior, Vol. 3: 1-
52.  L. L. Cummings and B. M. Staw (eds.).  Greenwich, CT: JAI Press. 
 
Pfeffer, J.  1983.  Organizational demography.  In Research in Organizational 
Behavior, Vol. 5, 299-357.  L. L. Cummings and B. M. Staw (eds.).  Greenwich, 
CT: JAI Press. 
 
Pfeffer, J. and Davis-Blake, A.  1986.  Administrative succession and 
organizational performance: How administrator experience mediates the 
succession effect.  Academy of Management Journal, 29: 72-83. 
 
Pfeffer, J. and Leblebici, H.  1973.  Executive recruitment and the development of 
interfirm organizations.  Administrative Science Quarterly, 18: 449-461. 
 
Pfeffer, J. and Salancik, G. R.  1978.  The external control of organizations: A 
resource dependence perspective.  New York: Harper and Row. 
 
Phukan, S.  2001.  Changing education to meet the needs of future informing 
science clients: Suggestions for new curriculum frameworks.  Informing Science, 
June: 409-414. 
 
Pitcher, P., Chreim, S., and Kisfalvi, V.  2000.  CEO succession research: 
Methodological bridges over troubled waters.  Strategic Management Journal, 21: 
625-648. 
 
Porter, M. E.  1990.  The competitive advantage of nations.  New York: Free 
Press. 
 



 

 149 
 

Prabhala, N.R.  1997.  Conditional methods in event studies and an equilibrium 
justification for standard event study procedures.  The Review of Financial 
Studies, 10(1): 1-38. 
 
Rajagopalan, N. and Datta, D. K.  1996.  CEO characteristics: Does industry 
matter?  Academy of Management Journal, 39(1): 197-215. 
 
Raskas, D. F. and Hambrick, D. C.  1992.  Multifunctional managerial 
development: A framework for evaluating the options.  Organizational Dynamics, 
21: 5-17. 
 
Reinganum, M. R.  1985.  The effect of executive succession on stockholder 
wealth.  Administrative Science Quarterly, 30: 46-60. 
 
Robbins, S. P.  1983.  Organization theory: The structure and design of 
organizations.  Englewood Cliffs, NJ: Prentice-Hall. 
 
Rosch, E.  1978.  Principles of categorization.  In Cognition and Categorization, 
E. Rosch and B. B. Lloyd (Eds.).  Hillsdale, NJ: Erlbaum. 
 
Roth, K.  1995.  Managing international interdependence: CEO characteristics in 
a resource-based framework.  Academy of Management Journal, 38: 200-231. 
 
Rowan, R.  1983.  The tricky task of picking an heir apparent.  Fortune, 107(9): 
56-64. 
 
Rush, M. C. and Russell, J. E. A.  1988.  Leader prototypes and prototype-
contingent consensus in leader behavior descriptions.  Journal of Experimental 
Social Psychology, 24: 88-104. 
 
Salancik, G. R. and Meindl, J. R.  1984.  Corporate attributions as strategic 
illusions of management control.  Administrative Science Quarterly, 29: 238-254. 
 
Salancik, G. R. and Pfeffer, J.  1977.  Constraints on administrative discretion: 
The limited influence of mayors on city budgets.  Urban Affairs Quarterly, 12: 
475-498. 
 
Sambharya, R.  1996.  Foreign experience of top management teams and 
international diversification strategies of U.S. multinational corporations.  
Strategic Management Journal, 17(9): 739-746. 
 



 

 150 
 

Schroder, H. M., Driver, M. J., and Steufert, S.  1967.  Human information 
processing.  New York: Holt Rinehart & Winston. 
 
Schuler, R. S. and Jackson, S. E.  1987.  Linking competitive strategies with 
human resource management practices.  Academy of Management Executive, 4: 
207-219. 
 
Shefrin, H.  2000.  Beyond greed and fear: Understanding behavioral finance and 
the psychology of investing.  Boston: Harvard Business School Press. 
 
Shen, W. and Cannella, A.A.  2002.  Revisiting the performance consequences of 
CEO succession: The impacts of successor type, postsuccession senior executive 
turnover, and departing CEO tenure.  Academy of Management Journal, 45(4): 
717-733. 
 
Shen, W. and Cannella, A.A.  2003.  Will succession planning increase 
shareholder wealth?  Evidence from investor reactions to relay CEO successions.  
Strategic Management Journal, 24: 191-198. 
 
Shiller, R. J.  1984.  Stock prices and social dynamics.  Brookings Papers on 
Economic Activity Review, 2: 457-498. 
 
Shiller, R. J.  1999.  Human behavior and the efficiency of the financial system.  
In J. Taylor and M Woodford (Eds.), Handbook of Macroeconomics.  
Amsterdam: Elsevier. 
 
Singh, J., House, R., and Tucker, D.  1986.  Organizational change and 
organizational mortality.  Administrative Science Quarterly, 31: 587-611. 
 
Slovic, P.  1972.  Psychological study or human judgment: Implications for 
investment decision making.  Journal of Finance, 27(4): 779-799. 
 
Smith, J. E., Carson, K. P. and Alexander, R. A.  1984.  Leadership: It can make a 
difference.  Academy of Management Journal, 27: 765-776. 
 
Song, J. H.  1982.  Diversification strategies and the experience of top executives 
in large firms.  Strategic Management Journal, 3: 377-380. 
 
Stangor, C., Lynch, L. Duan, C. & Glass, B.  1992.  Categorization of individuals 
on the basis of multiple social features.  Journal of Personality and Social 
Psychology, 62: 207-218. 



 

 151 
 

 
Statman, M.  1999.  Behavioral finance: Past battles and future engagements.  
Financial Analysts Journal, 55(6): 18-27. 
 
Stevens, J.  1996.  Applied multivariate statistics for the social sciences (3rd ed.).  
Mahwah, NJ: Lawrence Erlbaum Associates. 
 
Stevens, J. M., Beyer, J. M., and Trice, H. M.  1978.  Assessing personal, role, 
and organizational predictors of management commitment.  Academy of 
Management Journal, 21: 380-396. 
 
Stewart, T. A.  1998.  Why leadership matters.  Fortune, 137(4): 70-82. 
 
Stodgill, R. M.  1974.  Handbook of leadership: A survey of the literature.  New 
York: Free Press. 
 
Suchman, M. C.  1995.  Managing legitimacy: Strategic and institutional 
approaches.  Academy of Management Review, 20(3): 571-610. 
 
Taylor, R. N.  1975.  Age and experience as determinants of managerial 
information processing and decision making performance.  Academy of 
Management Journal, 18: 74-81. 
 
Tichy, N. M.  1997.  The leadership engine: How winning companies build 
leaders at every level.  New York: HarperCollins Publishers. 
 
Thomas, A. B.  1988.  Does leadership make a difference to organizational 
performance?  Administrative Science Quarterly, 33: 388-400. 
 
Thomas, A. S., Litschert, R. J., and Ramaswamy, K.  1991.  The performance 
impact of strategy-manager coalignment: An empirical examination.  Strategic 
Management Journal, 12: 509-522. 
 
Tversky, A. and Kahneman, D.  1974.  Judgment under uncertainty: Heuristics 
and biases.  Science, 185: 1124-1131. 
 
Useem, M. and Karabel, J.  1986.  Pathways to top corporate management.  
American Sociological Review, 51: 184-200. 
 
Vancil, R.  1987.  Passing the baton.  Boston: Harvard University Press. 
 



 

 152 
 

Vroom, V. H. and Pahl, B.  1971.  Relationship between age and risk-taking 
among managers.  Journal of Applied Psychology, 55: 399-405. 
 
Wagner, W. G., Pfeffer, J., and O’Reilly, C. A.  1984.  Organizational 
demography and turnover in top management groups.  Administrative Science 
Quarterly, 29: 74-92. 
 
Waller, M. J., Huber, G. P., and Glick, W. H.  1995.  Functional background as a 
determinant of executives’ selective perception.  Academy of Management 
Journal, 38(4): 943-974. 
 
Wally, S. and Baum, J. R.  1994.  Personal and structural determinants of the pace 
of strategic decision making.  Academy of Management Journal, 37: 932-956. 
 
Warner, J. B., Watts, R. L. and Wruck, K. H.  1988.  Stock prices and top 
management changes.  Journal of Financial Economics, 20: 461-492. 
 
Webber, A. M.  1986.  The statesman as CEO.  Harvard Business Review, 64(4): 
66-71. 
 
Weiner, N. and Mahoney, T. A.  1981.  A model of corporate performance as a 
function of environmental, organizational, and leadership influences.  Academy of 
Management Journal, 24: 453-470. 
 
Wiersema, M. F. and Bantel, K. A.  1992.  Top management team demography 
and corporate strategic change.  Academy of Management Journal, 35: 91-121. 
 
Weisbach, M.  1988.  Outside directors and CEO turnover.  Journal of Financial 
Economics, 19: 431-460. 
 
Westley, F. and Mintzberg, H.  1989.  Visionary leadership and strategic 
management.  Strategic Management Journal, 10: 17-32 (Special Issue). 
 
Westphal, J. D. and Zajac, E. J.  1998.  The symbolic management of 
stockholders: Corporate governance reforms and shareholder reactions.  
Administrative Science Quarterly, 43: 127-153. 
 
Wiersema, M. F. and Bantel, K. A.  1992.  Top management team demography 
and corporate strategic change.  Academy of Management Journal, 35: 91-121. 
 



 

 153 
 

Wiersema, M.  2002.  Holes at the top: Why CEO firings backfire.  Harvard 
Business Review, 80(12): 70-77. 
 
Wolf, R. A.  1994.  Organization innovation: Review, critique and suggested 
research directions.  Journal of Management Studies, 31: 405-431. 
 
Worrell, D. and Davidson, W.  1987.  The effect of CEO succession on 
stockholder wealth in large firms following the death of the predecessor.  Journal 
of Management, 13: 509-515. 
 
Worrell, D., Davidson, W., Chandy, P., and Garrison, S.  1986.  Management 
turnover through deaths of key executives: Effects on shareholder wealth.  
Academy of Management Journal, 29: 674-694. 
 
Worrell, D., Davidson, W, and Glascock, J.  1993.  Stockholder reactions to 
departures and appointments of key executives attributable to firings.  Academy 
of Management Journal, 36: 387-401. 
 
Wright, P. M. and McMahan, G. C.  1992.  Theoretical perspectives for strategic 
human resource management.  Journal of Management, 18(2): 295-320. 
 
Zajac, E. J. and Westphal, J. D.  1996.  Who shall succeed?  How CEO/board 
preferences and power affect the choice of new CEOs.  Academy of Management 
Journal, 39: 64-90. 
 
Zhang, Y., Rajagopalan, N., and Datta, D. K.  2001.  New CEO selection under 
conditions of incomplete information: Strategic contingency or institutional 
isomorphism?  Paper presented at the Academy of Management annual meetings, 
Washington, DC. 
 
Zucker, L.G.  1987.  Institutional theories of organization.  Annual review of 
sociology.  13: 443-464. 



 

 154 
 

VITA 
 
 

Michael Lawrence Frandsen was born in Athens, Ohio on May 17, 1962, 

the son of Kenneth D. Frandsen and Susan M. Doran.  He graduated from State 

College Area High School, State College, Pennsylvania, in 1980 and entered the 

Pennsylvania State University in the fall of that year.  He earned a Bachelor of 

Science in Finance with Distinction from Penn State in December 1983.  After 

coaching elite swimmers at clubs in Colorado and Tennessee, he began a ten-year 

career working in positions of increasing responsibility in the areas of finance, 

accounting, and materials management.  During that time, he earned a Master of 

Business Administration with Program Honors from Penn State in May 1990.  He 

entered the Graduate School of The University of Texas at Austin in August 1996.  

He returned to industry for one year after completing his coursework at Texas, 

working as a finance manager for Nortel Networks in 1998-1999.  Since August 

1999, he has been Assistant Professor of Business Administration at Juniata 

College, Huntingdon, Pennsylvania. 

 

Permanent Address: 2017 Highland Avenue, Huntingdon, Pennsylvania  16652 

 

This dissertation was typed by the author. 

 


