


 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Copyright 

Conor J. Callahan 

2019 



 
 

 

ABSTRACT  

Three essays on CEO severance pay 

By 

Conor J. Callahan 

 

The majority of CEOs at U.S. public companies are promised severance pay in their 

compensation packages, yet researchers have thus far rarely considered the importance of these 

arrangements. This dissertation consists of three essays on CEO severance pay. My first essay 

draws upon agency theory to empirically demonstrate that a greater proportion of severance pay 

can offset employment risk for newly appointed executives, leading to firm strategies with 

greater distinctiveness. I also find that this relationship is amplified when CEOs receive a greater 

proportion of stock option payment in their initial package but attenuated when CEOs have 

appointed a greater proportion of directors on the board. Findings from my second essay present 

empirical evidence as to which incoming CEOs have a greater proportion of severance pay in 

their initial employment agreement. Specifically, I find general support for my theoretical 

argument that factors associated with the employment risk of incoming CEOs are also 

antecedents to the proportion of severance pay awarded to CEOs. The third essay of my 

dissertation is conceptual, and considers the ex-post impact of severance payments to dismissed 

CEOs. In this essay I develop our understanding of the outcomes impacting firms which award 

such payments. This dissertation can contribute to strategy research by highlighting the 

importance of CEO severance pay as a form of executive compensation. 
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CHAPTER 1 

INTRODUCTION 

The compensation of firm executives attracts both widespread popular interest as well as 

a great deal of academic research (Finkelstein, Hambrick, and Cannella, 2009). Questions 

pertaining to compensation arrangements with CEOs have garnered particular interest due to the 

leadership role these executives hold at their firms (Devers, Cannella, Reilly, and Yoder, 2007). 

Executives receive compensation in many forms (Finkelstein and Hambrick, 1988), with 

differing components of compensation each serving unique purposes. While various forms of 

compensation have been detailed by researchers, scant attention has been devoted to one 

frequently utilized component compensation packages – severance payments to fired executives– 

despite this form of compensation being perhaps the most controversial of all. 

Given the payout structure of this form of compensation (i.e. considering that severance 

is only paid to executives in the event that they have been dismissed), severance has attracted 

considerable attention from various stakeholders. Severance attracts controversy because 

payments to executives who were dismissed are seemingly the opposite of pay for performance, 

leading such payments to be mockingly derided as ‘rewards for failure’ (Cowen, King, and 

Marcel, 2016). The controversial nature of severance leads to such payments drawing attention 

from journalists (Dalton, Daily, and Kesner, 1993), shareholder activists (Ertimur, Ferri, and 

Muslu, 2010) and even politicians (Salley, 2009). In fact, severance payments have become such 

a contentious issue that at the beginning of the aughts the SEC decided to pass amendments 

dictating the disclosure of severance arrangements. This interest has also sparked research from 

scholars interested in strategic management and other related fields.  
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Earlier research on severance has been mostly limited to conceptual discussions of such 

arrangements. Theoretical work on the subject has suggested that by accounting for the 

drawbacks that executives would experience were they to later be dismissed, severance 

agreements can be a useful piece of the overall compensation package (e.g. Bebchuk and Fried, 

2003; Hoskisson et al., 2009; Van Wesep and Wang, 2014). Yermack (2006) suggested that 

severance arrangements could serve as useful tools in the initial recruitment of new executives to 

the firm. Severance may also encourage CEOs to explore strategies which they would otherwise 

be disinclined to pursue (Almazan and Suarez, 2003). While extant empirical work on severance 

has been limited due to data availability, some quantitative research on severance does exist. For 

instance, Rusticus (2006) looked at antecedents of the existence of any severance agreement 

(operationalized using a dummy variable), finding support for his argument that an ex-ante 

severance agreement was more likely to exist when the quality of the CEO and the stability of 

the firm were less certain. Related work has also examined discretionary payments awarded to 

dismissed CEOs (Goldman and Huang, 2014). However, we still have a limited understanding of 

ex-ante severance arrangements and the ultimate payment of severance for dismissed CEOs 

(Klein, McSweeney, Devers, McNamara, and Blosser, 2017). 

To advance existing research, my dissertation addresses two questions: (1) how does 

severance as a form of compensation influence the firm? and (2) when are CEOs are more likely 

to negotiate for greater severance arrangements as opposed to other forms of compensation? My 

motivation to answer these questions comes from rising prevalence of severance pay (Cowen et 

al., 2016; Klein et al., 2017). While the first question I examine has received some theoretical 

consideration attention in the past, data availability and accuracy has restricted empirical 

research on this matter (Cadman, Campbell, and Klasa, 2016). Furthermore, extant work has yet 
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to consider how severance payments may impact the firm following the departure of fired 

executives. My work in this dissertation develops our understanding of how ex-ante severance 

arrangements encourage CEOs to pursue certain strategies, as well as the ex-post implications for 

firms which ultimately award severance payments. The second question which this dissertation 

seeks to answer also has important ramifications for research on executive compensation and the 

broader strategic management literature. The various components of an executive’s 

compensation package are interactive (Devers et al., 2007); as such, it is important to understand 

the factors which drive certain CEOs to prioritize greater severance arrangements as a relative 

trade-off to other forms of compensation. My dissertation answers these two questions by taking 

an in-depth examination of severance, highlighting many unique aspects of these arrangements 

and subsequent payments. In doing so, I provide substantial evidence of the importance of 

severance as a component of executive compensation packages. 

ORGANIZATION OF THIS DISSERTATION 

This dissertation consists of three essays. The first, entitled “Jump with a safety net: New 

CEOs severance pay and firm strategic distinctiveness,” discusses how ex-ante severance 

arrangements can lead executives to pursue firm strategies which entail greater risk. Firm 

strategies with greater distinctiveness deviate from the prevailing norms of the industry in which 

the firm operates (Geletkanycz and Hambrick, 1997; Finkelstein and Hambrick, 1990). While 

newly appointed executives may be disinclined to pursue such risky strategies, firms may agree 

to greater severance arrangements (relative to total annual compensation) to offset risk for 

executives. I argue that this positive relationship will be further amplified when CEOs also have 

the upside of their risk preferences altered through greater compensation in the form of stock 

options. While outsider CEOs should need more severance to offset risk, CEOs who have 
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appointed a greater proportion of directors on the board should be less influenced by ex-ante 

severance arrangements. Using manually collected data on severance arrangements at firms that 

belong to the S&P 500, S&P MidCap, and S&P SmallCap indexes, I find support for most of my 

arguments. 

 The second essay of my dissertation, “Incoming CEO severance pay: An investigation of 

antecedent factors,” is devoted to determining the antecedents of severance arrangements. My 

theoretical arguments in this essay suggest severance pay can offset risk for executives who face 

greater employment risk upon their appointment. As such, factors tied to risk for CEOs should be 

predictors of greater severance pay as a part of the compensation package for incoming CEOs 

(relative to other components of their compensation package). I thus argue that incoming CEOs 

will have less relative severance pay in their initial employment agreement when they also serve 

as board chair, are appointed from within the firm or following a dismissed predecessor, or when 

they have a longer career horizon. Testing my hypotheses on all incoming CEOs reported in 

ExecuComp from 2008 to 2010, I generally find empirical support for my arguments. My 

findings in this essay are further supplemented by additional data collected on the total value of 

severance payments to dismissed predecessor CEOs. 

 My final essay is entitled “The ripple effect of ‘paying to go away’: Firm outcomes 

following severance payments to dismissed CEOs,” extends the literature on severance to 

incorporate a consideration of the ex-post implications for firms which award severance 

payments to dismissed CEOs. I put forth a conceptual model which develops the mechanisms 

underlying firm outcomes in light of severance payments. I also point out that while criticism of 

greater severance payments is likely to invoke changes in the firm’s corporate governance, the 
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nature of such changes may be dependent upon the source which criticizes the payment. I also 

theorize as to how contextual factors can alter stakeholder perceptions of severance payments. 

  CONTRIBUTIONS 

 My dissertation offers two primary contributions. First, my work highlights the role of 

severance pay in influencing several outcomes which are key to research on strategic 

management. By manually collecting data on CEO severance pay following the SEC 

amendments passed in 2006, I am able to overcome prior limitations and conduct empirical 

analyses with the use of data on severance pay. Findings from my first essay link the proportion 

of severance pay awarded to newly appointed CEOs with more distinctive firm strategies. The 

third essay of my dissertation develops a theoretical argument linking the payment of severance 

to negative media coverage as well as shareholder activism. This essay also outlines how greater 

severance payments will ultimately lead to changes in the governance of firms. In conjunction, I 

point out that greater severance payments will lead to ramifications for firms, even following the 

departure of dismissed CEOs.  

Additionally, my work contributes to the literature on executive compensation by 

exploring the antecedents of greater severance pay. My second essay in this dissertation is 

devoted to exploring the factors which motivate incoming CEOs to negotiate specifically for a 

greater amount of severance pay relative to their total annual compensation. My findings 

demonstrate that CEOs’ employment risk may be offset by severance pay arrangements. This is 

important because it suggests that research from the perspective of agency theory may need to 

further consider the significance of severance pay in accurately modeling the issue of risk 

alignment between agents and principals. In doing so, I provide a critical clarification as to why 
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CEOs may be more or less inclined to have greater relative severance arrangements in their 

initial employment agreement. 
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Jump with a safety net: New CEOs severance pay and firm strategic distinctiveness 
 

Abstract 

The majority of incoming CEOs at U.S. public companies receive severance pay arrangements in 

their compensation packages, but strategy researchers have yet to explore how these payments 

may influence firm actions. In this essay, I draw upon agency theory to propose that a greater 

proportion of severance pay can offset employment risk for newly appointed executives, leading 

to firm strategies with greater distinctiveness. With my manually collected data on severance 

pay, covering CEOs appointed from 2008 to 2010 for their first four years of tenure, my results 

support this prediction. I also find that this relationship is amplified when CEOs receive a greater 

proportion of stock option payment in their initial package but attenuated when CEOs have 

appointed a greater proportion of directors on the board. However, I do not find support for my 

prediction that this relationship will also be amplified when the incoming CEO was working 

outside of the firm prior to his or her appointment. Findings from this essay highlight the 

importance of severance payments in understanding how employment risk may influence 

executive decisions. 
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INTRODUCTION 

 Federica Marchionni, the former CEO of Land’s End, received a severance package 

worth almost two million dollars despite being forced out as chief executive after less than two 

years at her new firm (Kapner and Lublin, 2016). Severance arrangements provide a guarantee of 

certain compensation to the executive in the event that the executive is later dismissed, as shown 

in the Land’s End case. Media outlets often depict these contracts as “pay to go away” or 

“rewards for failure” (Dalton, Daily, and Kesner, 1993), since executives are only eligible for 

this type of compensation if they are dismissed (without cause or for good reason) from their 

position. As such, these payments often prompt negative reactions from firm shareholders 

(Salley, 2009; Yermack, 2006).  

 While severance agreements awarded ex-ante to new executives may be controversial to 

shareholders, they are still included in the majority of initial compensation packages for 

incoming CEOs (Cadman, Campbell, and Klasa, 2016; Cowen, King, and Marcel, 2016; Klein et 

al., 2017). As shown in Figure 1, over the first four years of their tenure CEOs will, on average, 

receive over five million dollars of severance pay in the event of a dismissal. Theoretical work 

on executive compensation suggests that such severance payments can encourage executives to 

pursue strategic actions which they otherwise may be disinclined to undertake (Almazan and 

Suarez, 2003). Related work on agency theory examines the importance of employment risk, 

defined as the threat of the loss of employment for an executive (Jensen and Meckling, 1976; 

Jensen and Murphy, 1990). This inability to diversify employment risk often leads managers to 

be more risk averse than shareholders would prefer (Eisenhardt, 1989). One form of strategy 

which may entail particular risk to an executive is pursuing strategies associated with greater 

degrees of strategic distinctiveness. Strategic distinctiveness reflects the degree to which a firm 
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conforms to, or deviates from, the prevailing industry norm (Geletkanycz and Hambrick, 1997; 

Finkelstein and Hambrick, 1990). While CEO succession provides an opportunity for new 

executives to adjust firm strategies (Hambrick and Schecter, 1983; Haveman, 1993; Zajac and 

Kraatz, 1993), the vulnerable position of being a newly appointed executive (Vancil, 1987) may 

lead CEOs to believe they will jeopardize their employment status if they pursue certain strategic 

actions, such as those with greater distinctiveness, immediately following their appointment 

(Finkelstein, Hambrick, and Cannella, 2009). By utilizing severance agreements, however, firms 

are able to provide executives with an incentive to pursue strategies with greater distinctiveness, 

or jump with the promise of a safety net. 

A guaranteed amount of severance pay is important to understanding not only the initial 

compensation package of a new CEO, but also how this compensation influences the strategies 

which firms pursue following the appointment of a new executive. My work highlights severance 

packages in offsetting the downside risk to the compensation packages for CEOs, as these 

arrangements provide executives with a guaranteed safety net in the case of dismissal. This 

protection may enable executives to minimize concerns over such risk to their employment and 

lead them to pursue riskier strategies (Bodolica and Spraggon, 2009; Wiseman and Gomez-

Mejia, 1998), such as those with greater distinctiveness. Specifically, I predict that a greater 

proportion of severance pay relative to the total annual compensation received by the executive 

will be associated with strategic distinctiveness, or deviance from the typical tendencies of the 

industry in which the firm operates. 

I also hypothesize that the positive influence of the proportion of severance pay on 

strategic distinctiveness will be amplified by a greater proportion of stock option payment in the 

initial compensation package for CEOs. Stock options are widely theorized to have asymmetric 



10 
 

 

risk properties (Wowak, Gomez-Meijia, and Steinbach, 2017, yet executives who are dismissed 

from their role may be stigmatized for their failure may face negative repercussions (Sutton and 

Callahan, 1987; Fama, 1980). When employment risk for CEOs is altered by the promise of 

severance payments, CEOs should be more inclined to pursue distinctive strategies which may 

have a greater reward for success, especially when more of their compensation is tied to the 

asymmetric payoff structure of stock options.  

 My third hypothesis examines the moderating effect of the proportion of current directors 

on the board who have been appointed by the CEO. As noted earlier, severance is only paid to 

CEOs in the event of a dismissal by the board of directors. When CEOs have personally 

appointed a greater number of directors on the board they are less likely to be dismissed by the 

board because directors are personally selected by CEOs (Wade, O’Reilly, and Chandratat, 

1990). CEOs who have appointed a lesser proportion of directors on the board, however, are 

more likely to be controlled by the board, exacerbating the employment risk which these 

executives face and ultimately the likelihood of receiving a severance payment. As such, I 

suggest that the effect of the proportion severance pay on strategic distinctiveness will be 

amplified when CEOs have appointed a lesser proportion of directors on the board.  

The final hypothesis which I propose details the moderating influence of CEO origin. 

CEOs appointed from outside the firm are more likely to be dismissed early on in their tenure 

(Zhang, 2008), which should lead CEOs appointed from inside the firm to hold less employment 

risk relative to outsider CEOs. This logic leads me to theorize that severance will be most 

effective in influencing employment risk for CEOs appointed from outside the firm, thereby 

leading the relationship between the proportion of severance and strategic distinctiveness to be 

amplified for outsider CEOs.  
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I test my hypotheses using a sample of CEOs from large, public U.S. firms from the years 

2008-2013. My results provide strong evidence for my prediction that a greater proportion of 

CEO severance pay will lead to greater strategic distinctiveness. I also find some support for my 

proposed moderating factors. Specifically, I find that the positive relationship between the 

proportion of CEO severance pay and strategic distinctiveness is amplified when a greater 

proportion of the CEOs compensation is paid in stock options, as well as when the CEO has 

appointed a smaller proportion of directors serving on the board. I do not, however, find support 

for the proposed moderating effect of CEO origin. 

My findings make three contributions to strategy research. Foremost, I highlight the 

importance of severance arrangements for the understanding of how newly appointed executives 

implement distinctive firm strategies. Severance arrangements are an influential form of 

managerial compensation and have become increasingly common in initial compensation 

packages, yet strategy researchers have yet to empirically explore how payments in the case of 

dismissal may enable CEOs to pursue strategies which are in the best interest of the firm (Klein 

et al., 2017). Existing work on severance pay has focused upon theoretical arguments in large 

part because of two issues with data availability. First, prior to the amendment changes by the 

SEC in 2006, reporting of severance totals was less transparent, leading to inconsistencies in 

reporting across firms which hinders accuracy in comparisons. Additionally, prior work has 

identified errors in the calculation of severance amounts in most widely used databases, such as 

Execucomp (Cadman et al., 2016; Campbell, Guan, Li, and Zheng, 2017). To overcome these 

methodological issues, I utilize a manually collected dataset with severance reported directly 

from firms’ proxy statements following the rule changes adopted by the SEC. My research 

extends prior work by empirically demonstrating that a greater proportion of severance pay leads 
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new CEOs to pursue more distinctive strategies, despite the possibility that strategic 

distinctiveness may increase employment risk for executives. I also identify several important 

boundary conditions for the relationship between severance pay and strategic distinctiveness. 

This essay also contributes to the literature on agency theory by pointing out the 

previously under-explored influence of severance pay on employment risk. Agency theory 

typically suggests that agents are more risk averse than principals may prefer (Eisenhardt, 1989) 

which is important because managerial risk taking influences a wide variety of firm outcomes 

(Hoskisson, Chirico, Zyung, and Gambeta, 2017). By accounting for drawbacks associated with 

dismissal, severance pay fundamentally alters the balance of employment risk away from 

executives (Rusticus, 2006) and can lead executives to undertake risky strategic actions 

(Hoskisson, Castleton, and Withers, 2009; Wiseman and Gomez-Mejia, 1998). This essay 

empirically demonstrates that severance arrangements are a frequently utilized means by which 

firms attempt to compensate executives for employment risk. The findings from this essay are 

also relevant to the principal-agent problem put forth by agency theory, and imply that the role of 

severance pay is essential to the predictions of agency theory regarding managerial risk aversion. 

Finally, this essay contributes to our understanding of how managerial compensation 

influences executives’ willingness to undertake strategies which may entail greater degrees of 

risk. While the overall structure of the compensation package is comprised of a variety of 

payment methods, the need to consider all of these payment forms is critical as the components 

of an executive’s compensation are interactive (Devers, Cannella, Reilly, and Yoder, 2007). 

Thus, I extend prior work on executive compensation by highlighting the role of a previously 

overlooked, yet key component in the structure of compensation packages. 

EMPIRICAL SETTING 
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Ex-ante agreements for a payment in the event of dismissal are now provided in the 

majority of initial CEO compensation packages. Executive succession is a disruptive and 

expensive organizational event for any firm, but companies are especially disadvantaged when 

they are forced to resolve executive turnover issues by forcing out their CEOs (Favaro, Karlsson, 

and Neilson, 2015). CEO dismissal, when not for cause, is typically associated with a decline in 

shareholder value. As such, while CEO turnover can be in the best interest of the firm, investors 

often view additional payments to executives upon their dismissal from the company as 

unearned. As one outlet remarked, “The reason they get so much scrutiny is that they happen to 

be paid right at the time people are fed up with that individual. And it just smacks of unfairness” 

(Wharton Knowledge, 2012). 

Investor unrest grew particularly strong leading up to the 2006 change in SEC disclosure 

regulations for executive compensation, though firm announcements of severance payments 

elicited responses from several stakeholder groups (Salley, 2009). Lloyd Doggett, a Texan 

representative and member of the House Ways and Means Committee, once stated that “the 

whole concept that the only way to get rid of bad management is to buy them off is 

fundamentally wrong” (Dash, 2011).  Media scrutiny of severance payments, and the subsequent 

outrage of shareholders, also became commonplace in this period. In reference to the $9.3 

million severance payment to former Six Flags CEO Kieran Burke, one article stated that "you 

hate to see anyone leave a company with the kind of performance they've had with that kind of 

money, but so be it” (Monies, 2005). Ousted executive David Pottruck was blamed for the 

“internal upheaval” at Charles Schwab and summarily dismissed only 14 months following his 

appointment (Craig and Brown, 2004). Ronald Drapeau had been CEO of the Callaway Golf 

Company for three years before being let go in 2004. Following the announcement, the New 
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York Times scornfully noted that Mr. Drapeau would now “get at least $1.4 million in severance 

pay -- and plenty of time to spend on the [golf] course” (Dash, 2004). Furthermore, the coverage 

of severance payments received by CEOs was at times conflated with other exit packages, such 

as golden parachutes, increasing both the perceived frequency and total amount awarded to 

departing executives. 

In response to this widespread criticism (Salley, 2009), in 2006 the SEC adopted changes 

to the rules requiring disclosure “of executive and director compensation, related person 

transactions, director independence and other corporate governance matters, and security 

ownership of officers and directors” (SEC, 2006). As noted by the SEC in the announcement of 

these rules, previous mandates on firm reporting of several crucial corporate governance matters 

were radically less stringent. Christopher Cox, who was chairman of the SEC in 2006, 

announced that "with more than 20,000 comments, and counting, it is now official that no issue 

in the 72 years of the Commission's history has generated such interest" (SEC, 2006). "Investors 

have made it clear that disclosure about executive compensation and related matters is very 

important to them…. the Commission has once again shown its responsiveness to the continually 

evolving needs of American investors," said John W. White, Director of the SEC's Division of 

Corporation Finance. The changes adopted were directed at transparency in disclosure of proxy 

statements, annual reports and registration statements, with an emphasis on reporting of 

compensation arrangements for the CEO, board or directors, and other top executives. Moody’s 

Investors Service (2007) noted that the enhanced disclosure would mark “a watershed year for 

CEO compensation in the United States,” adding that “the enhanced pay disclosure will facilitate 

greater investor, media, and political scrutiny of executive pay.” 
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Two sets of amendments related to executive and director compensation were particularly 

relevant to the reporting of executive severance pay. Both of these were closely tied to one of the 

primary goals for these changes, which was the importance of reporting information to investors 

and other stakeholders in a way that was easily comprehensible. First, the SEC provided outlines 

for a discussion and analysis of the firm’s compensation practices. This mandated section details 

“the objectives and implementation of executive compensation programs” for the CEO, the CFO, 

the three other highest paid executives for the firm, and the members of the board of directors.  

In addition to the compensation discussion and analysis section, the SEC also put forth 

amendments pertaining to how firms disclosed the total amounts of compensation. Following the 

discussion and analysis section, the SEC listed regulations regarding the calculation and 

disclosure of executive compensation. Specifically, this section was to be organized into three 

broad categories: general executive compensation over the last three years; holdings of 

outstanding equity-related interests received as compensation that are the source of future gains; 

and retirement plans, deferred compensation and other post-employment payments and benefits. 

The amount of severance payment for the CEO is always listed as the final compensation amount 

reported for the CEO and is typically listed directly before the reporting of director 

compensation. Specifically, the amendments regarding disclosure mandate the following:  

A narrative description of any arrangement that provides for payments or benefits at, 

following, or in connection with any termination of a named executive officer, a change 

in responsibilities, or a change in control of the company, including quantification of 

these potential payments and benefits assuming that the triggering event took place on 

the last business day of the company's last fiscal year and the price per share was the 

closing market price on that date. 

 

While CEOs have often been the focus of criticism following severance payments, the 

board of directors awarding these payments have also drawn considerable ire. Directors are often 
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criticized as well because they are in charge of negotiating the terms of payments due to the CEO 

upon the CEO’s exit from the firm. Following the dismissal of Robert Nardelli from Home 

Depot, one journalist noted that “It's tempting to huff and puff about executive pay being out of 

control, which in many cases it clearly is. What's truly amazing here is that…. Nardelli did not 

negotiate any special exit package.” Sloan (2007) continued by concluding that “The problem 

isn't what Nardelli's getting to leave Home Depot. It's what he got to join the company when he 

signed his employment contract.” SEC Commissioner Roel Campos noted shortly after these 

changes went into effect that it is not only difficult for directors to navigate the hiring process 

effectively, but that the negotiation of severance is particularly difficult because severance is 

only paid out in the event of an involuntary termination (Campos, 2007). 

The willingness of boards to regularly agree to such terms upon the hiring of executives 

is in part why the SEC noted that these changes were intended to clarify severance totals not only 

for shareholders, but also for the directors negotiating the compensation package for a CEO. In 

the announcement of these changes the SEC noted the importance of the board in these 

decisions, stating that "the better information that both shareholders and boards of directors will 

get as a result of these new rules will help them make better decisions about the appropriate 

amount to pay the men and women entrusted with running their companies.” This implies that 

the simplification of the process by which compensation is disclosed should also assist directors 

in setting appropriate levels of compensation, which is a key responsibility of the board (Salley, 

2009).  

 Following the adoption of these changes firms continued to undergo CEO dismissals with 

increased pressure from shareholders and other stakeholders (LaCroix, 2007). Yet directors 

continued to include ex-ante severance in initial compensation packages. The persistence of 
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severance agreements in light of such criticism suggests that they warrant further exploration by 

management researchers (Klein et al., 2017). In the following section I develop my theoretical 

arguments regarding the influence of the proportion of severance pay on strategic distinctiveness 

for newly hired CEOs, which I then test using my novel dataset on severance reported following 

the disclosure changes mandated by the SEC. 

THEORETICAL BACKGROUND 

Severance agreements 

In order to compensate executives for their employment risk, firms have increasingly 

adopted severance arrangements as a component of the compensation package. As noted earlier, 

employment risk refers to the threat of dismissal for an executive. Severance agreements are a 

guarantee of certain benefits to the executive in the event that the executive is later dismissed 

(Cowen et al., 2016). Payments upon dismissal are typically distributed as a combination of cash 

compensation, equity awards, and benefits awarded to the executive extending past the dismissal 

date. Severance contracts are triggered in the event that the executive is dismissed “without-

cause or for good reason,” as opposed to instances in which there is evidence of illegal or grossly 

negligent behavior on the part of a CEO (Kalfen, 2012; Schwab and Thomas, 2006). As such, 

severance agreements are still owed to executives even when the CEO is dismissed on the basis 

of poor performance. Due to the rarity of “for-cause” exits, almost all dismissed CEOs are 

eligible to receive severance benefits following their departure (Cowen et al., 2016).  

A severance agreement functions as a form of employment insurance for the CEO, 

providing them with a “safety net” against the potential downside of a future dismissal (e.g. 

Chen, Cheng, Lo, and Wang, 2015; Ju, Leland, and Senbet, 2002; Kahn, 1985). The inclusion of 

such ex-ante contractual agreements can recompense executives for any uncertainty tied to 
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accepting the position (Rau and Xu, 2012; Rusticus, 2006). While extant research on severance 

pay has been almost exclusively theoretical due to the methodological issues mentioned earlier, 

theoretical work on executive compensation often proposes that by accounting for the potential 

for dismissal severance contracts can be a useful piece of the overall compensation package (e.g. 

Bebchuk and Fried, 2003; Hoskisson et al., 2009; Van Wesep and Wang, 2014; Yermack, 2006). 

For example, the promise of severance can be an enticing tool in the recruitment of C-suite 

executives. As recently noted by one executive recruitment expert, “You can’t recruit a talented 

C-suite executive without protecting his downside” (Kilgore, 2015). Agreements for payments in 

the event of a dismissal can also encourage CEOs to pursue strategies which will enhance 

shareholder value (Almazan and Suarez, 2003; Cowen et al., 2016). Severance may also foster 

honest communication between the CEO and the board (Laux, 2008) and ensure that CEOs avoid 

shirking when their dismissal appears possible (Berkovitch, Israel, and Spiegel, 2000). In sum, 

severance plays an important role in shaping how executives view their job security and 

subsequently make decisions which influence key firm outcomes. 

Agency theory and employment risk 

 Agency theory typically divides firm actions into the agency relationship, which is 

defined by two parties: one party, the principal, delegates work to another, the agent, who 

performs that work. Jensen and Meckling (1976) famously detailed this relationship through the 

description of a contract between the two parties. One of the key questions which agency is 

employed to answer is the issue of risk sharing between the principal and agent (Eisenhardt, 

1989). Specifically, an agency issue arises when the principal and the agent may prefer different 

actions because the two parties have different risk preferences. While the principals would 

ideally have agents solely dedicated to maximizing returns to the firm, agents may in fact 
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subordinate organizational interests to personal objectives (Fama, 1980; Jensen and Meckling, 

1976). A key tenet of agency theory is that agents tend to be more risk averse than principals 

would prefer (Eisenhardt, 1989). This occurs because agents are unable to diversify their 

employment status to the extent that principals are able to diversify their investments.  

One solution to this problem is the alignment of interests through structuring the 

compensation arrangement of the agent (Nyberg, Fulmer, Gerhart and Carpenter, 2010). The 

alteration of managerial interests from compensation-based alignment, however, also affects 

agents' risk preferences, causing them to make either riskier or less risky decisions. For example, 

CEOs who are paid with a greater proportion of stock options are more likely to implement 

strategies with wide variations in performance outcomes (Sanders and Hambrick, 2007). As 

such, agency theory attempts to determine how to achieve efficient contracts in governing the 

principal-agent relationship given assumptions about individuals and their personal motivations, 

such as those towards risk aversion or self-interest (Eisenhardt, 1989). This alignment is crucial 

because the risk preferences of principals and agents are not inherently aligned (Hoskisson et al., 

2017).  

In the event that executives are dismissed from their position they face the possibility of 

negative repercussions. Research has shown that missteps by executives can cause irreparable 

harm to the career trajectories of individuals (Finkelstein, 2004). CEOs who are perceived as 

responsible for organizational failures are often held accountable even after their departure from 

the firm (Sutton and Callahan, 1987), which leads to an increasing rate of departure for 

executives at firms which begin to show signs of failure (Semadeni, Cannella, Fraser, and Lee, 

2008). CEOs who are dismissed also face the potential for challenges in the executive labor 

market, including greater difficulties in securing a comparable position at another firm (Amihud 
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and Lev, 1981; Mehran, Nogler, and Schwartz, 1998). As such, executives are likely to be 

cognizant of employment risk (i.e. the threat of dismissal) and the potential for negative 

ramifications in the event of their dismissal. Indeed, employment risk has been suggested to be a 

driving factor in CEO decision-making (e.g. Cruz, Gomez-Mejia, and Becerra, 2010; Larraza-

Kintana, Wiseman, Gomez-Mejia, and Welbourne, 2007; Mannor et al., 2016; Shi, Connelly, 

and Hoskisson, 2017).  

Despite the importance of employment risk to executives and firms, extant work has yet 

to explore the role of severance agreements as a mitigating factor in the downside risk for 

executives. Severance agreements in the event of dismissal are especially relevant to 

employment risk because these payments represent the compensation which an executive would 

receive even if he or she were to be dismissed from the firm (i.e. the complete loss of 

employment for CEOs). The influence of severance agreements on subsequent employment risk 

should be particularly pronounced for executives when they are contemplating undertaking 

strategic actions which entail greater degrees of risk to their personal reputation. While agency 

theory typically assumes that employment risk will limit the appeal of greater risk for agents, 

severance pay may substantively alter the balance through which agents choose to pursue 

distinctive firm strategies due to the alteration of their employment risk. 

New CEOs and strategic distinctiveness  

 Firms typically use industry norms as reference points when developing their strategic 

plans (Fiegenbaum, Hart, and Schednel, 1996; Fiegenbaum and Thomas, 1995). Many firms 

follow the industry central tendency closely, though some deviate from industry norms in hopes 

that this will provide them with a competitive advantage (Geletkanycz and Hambrick, 1997; 

Porac, Thomas, and Baden-Fuller, 1989). The extent to which a firm deviates from, or conforms 
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to, industry norms, is commonly referred to as strategic distinctiveness. Strategic distinctiveness 

is a subset of the broader managerial risk-taking literature, serving as one form of risk which a 

firm may undertake (Hoskisson et al., 2017). Firms are unlikely to prosper if they simply observe 

and then follow industry norms, as firm distinctiveness plays a key role in organizational success 

(e.g. Chen and Hambrick, 1995; Deephouse, 1999; Zhao, Fisher, Lounsbury, and Miller, 2017). 

However, deviant strategies are less tested and thus have less certain performance implications, 

making them riskier to implement than strategies which adhere to more widely accepted norms 

(Denrell, 2005). As a result, more distinctive strategies are considered to entail greater risk.  

I choose to focus upon strategic distinctiveness as the outcome variable for my essay 

because CEOs who unsuccessfully attempt to implement such strategies are likely to face 

increased criticism relative to other forms of risk. Distinctive firm strategies are, by definition, 

deviant from those which are commonly implemented. While CEOs may reap substantial 

benefits from successfully implemented distinctive strategies, newly appointed CEOs who are 

unsuccessful in implementing such strategies can face greater repercussions. For instance, an 

executive dismissed for novel failures, such as those resultant from a distinctive strategy, may 

also receive larger attribution of the failure upon his or her exit from the firm (Kelley, 1973). 

Executives who receive blame for organizational failures face tarnished standings on the 

executive labor market (Wiesenfeld, Wurthman, and Hambrick, 2008) and are widely considered 

to be “damaged goods” (Ward, 1995). Executives who are deemed to be responsible for failures 

are also likely to face increased difficulty in defending and explaining their actions once they are 

forced to re-entre the executive labor market (Cannella, Fraser, and Lee, 1995). In sum, newly 

appointed CEOs who undertake distinctive strategies are implementing actions which are clearly 

associated with risk, not only because these outcomes may not be successful for the firm, but 
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also because the failure of this strategy will likely have significant negative repercussions for the 

executive.  

The context of my study focuses upon how distinctive firm strategies are pursued by 

newly appointed CEOs. I choose to focus upon this setting because CEO succession is positively 

associated with organizational changes in general; one type of strategic change which an 

organization can pursue is undertaking a strategy with greater distinctiveness. Executive 

succession provides a periodic opportunity for organizations to break out of their inertial paths 

(Leonard-Barton, 1992; Pfeffer and Salancik, 1978). Organizations are constrained by their pre-

existing resource configurations and cultures (Hannan and Freeman, 1977), such that most view 

their best chance at success as continuing along the same path and conforming to broadly 

accepted norms (e.g. Meyer and Rowan, 1977; DiMaggio and Powell, 1983). Newly appointed 

executives, however, have been shown to be more open to considering strategic changes in the 

status quo (Hambrick, Geletkanycz, and Fredrickson, 1993). Following this logic, Weng and Lin 

(2012) demonstrated how newly appointed executives were positively associated with strategic 

distinctiveness. Thus, examining the pursuit of distinctive strategies by newly appointed CEOs is 

a context of particular interest and importance (Crossland, Zyung, Hiller, and Hambrick, 2014). 

HYPOTHESES DEVELOPMENT 

Severance agreements and strategic distinctiveness 

While executives face some constraints in their decision-making (Finkelstein and 

Hambrick, 1990), firm strategies are generally a reflection upon the senior executives of the 

organization (e.g. Hambrick and Mason, 1984; Wiersema and Bantel, 1992; Carpenter, 

Geletkanycz, and Sanders, 2004). CEOs may be eager to implement their strategy for the firm 

shortly following their appointment (Hambrick and Fukutomi, 1991), yet new CEOs are watched 
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especially closely as they have yet to prove they can successfully lead the firm (Vancil, 1987). 

The scrutiny under which newly-appointed CEOs operate increases the likelihood of their 

dismissal from the organization and may influence decisions made at the focal firm following a 

succession event (Shen and Cannella, 2002; Zhang, 2008). As one researcher noted, “Taking a 

risk might be right for shareholders, but the CEO might not do it if it could cost him his job. 

Somehow, with this cushion (severance), a CEO is willing to take risks” (Wharton Knowledge, 

2012). Directors also want CEOs to act decisively, as executives who are overly concerned about 

the consequences of failure may be unwilling to take necessary actions (Delves, 2011). Such 

concerns may be detrimental to the firm, however, as investors respond positively to strategy 

announcements put forth by newly appointed CEOs (Whittington, Yakis-Douglas, and Ahn, 

2016).   

As noted earlier, CEOs may choose to implement distinctive strategies by deviating from 

the strategic norms implemented by their peer firms (Geletkanycz and Hambrick, 1997; 

Finkelstein and Hambrick, 1990). While strategic distinctiveness can be essential for firm 

success, choosing a strategy with greater distinctiveness entails greater personal risk for the 

executives of the firm (Tang, Crossan, and Rowe, 2011). As a result, executives may be averse to 

strategies with greater distinctiveness. Because directly monitoring behavior is difficult, 

principals may attempt to align the preferences of CEOs and shareholders in order to reduce 

agency costs (Devers, McNamara, Wiseman, and Arrfelt, 2008). One method of alignment may 

be through the agreement of a severance package in the event that the executive is later 

dismissed. 

While severance does not erase the importance of employment risk, the certainty of 

payments even in the case of dismissal does provide a mitigating factor. By mitigating the 
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downside risk which executives face from dismissal, severance agreements shift risk away from 

executives and onto shareholders (Rusticus, 2006). The safety net of severance can thus lead 

CEOs to engage in greater degrees of strategic distinctiveness despite the potential for negative 

repercussions which may occur if such change were to fail. This logic is consistent with prior 

theoretical work which has suggested that severance packages can also encourage CEOs to 

pursue strategies which they may be disinclined to implement, despite potentially enhancing 

shareholder value (Almazan and Suarez, 2003). As such, I propose that a greater proportion of 

severance pay in compensation agreements will lead newly appointed CEOs to pursue more 

distinctive firm strategies.  

Hypothesis 1: A greater proportion of CEO severance pay will be positively associated with 

strategic distinctiveness. 

 

 

Severance and stock options 

My first moderator, and first conceptual argument, considers the moderating effect which 

the proportion of stock option pay has on the extent to which the proportion of severance pay 

induces CEOs to pursue strategic distinctiveness. Prior work suggests that CEOs perceive 

individual elements of their compensation package to have varying properties such that unique 

elements of compensation packages may influence behaviors in dissimilar ways (Bryan et al., 

2000; Devers et al., 2008). Executive compensation packages are typically comprised of a 

variety of different forms of payments. A description of the most common forms of 

compensation which structure these packages is presented in Table 1. While researchers have 

highlighted the need to explore the structure of compensation packages, and especially non-cash 

based components to these packages (Devers, McNamara, Haleblian, and Yoder, 2013), research 
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has yet to demonstrate how the potential for payments in the event of dismissal may alter the 

relationship between equity compensation and strategic distinctiveness.  

I suggest that the proportion of stock option pay will amplify the relationship between the 

proportion of severance pay and strategic distinctiveness due to the unique payoff structure of 

options. Stock options grant executives the ability, but not the obligation, to purchase a specific 

number of shares of firm stock, for a predetermined price, within a specified future time range. 

This range is bounded between an initial vesting, or exercise, date and an expiration date which 

is generally several years after the initial grant. A stock option is “in the money” when the 

current stock price underlying the option is above the exercise price and “underwater” when that 

price is below the exercise price. When a vested option is exercised executives are paid the 

difference between the vesting price and the current market price of the stock. The total value of 

stock options in initial compensation packages, as well as the percentage of the compensation 

package which is tied to options, are shown in Figure 2.  

Existing work has consistently found that stock options have asymmetric risk properties 

(Wowak et al., 2017). This perspective points out that the acquisition of a stock option requires 

no initial investment from the executive which, along with the lack of an obligation to exercise 

stock options results in options having asymmetric risk properties (e.g. DeFusco, Johnson, and 

Zorn, 1990; Hall and Murphy, 2002; Lawler, 2000; Sanders, 2001). This asymmetric property 

was also utilized by Sanders and Hambrick (2007) in their work on stock options, in which they 

found that greater payment in stock options motivated executives to take greater degrees of 

excessive risk. While CEOs may not lose wealth if their stock options are unexercisable, 

executives still face substantial downsides if they are unsuccessful in their role as the leader of 

the firm. As noted earlier, CEOs who are unsuccessful may suffer future penalties in the 
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executive labor market (Fama, 1980; Finkelstein, 2004). Anxiety surrounding such losses has 

been shown to prompt executives to pursue strategies with lower degrees of risk in order to 

minimize threats to their position (Mannor et al., 2016).  

Although options have an asymmetric payoff structure (Wowak et al., 2017), managers, 

particularly those who are new to their role, are theorized to be risk averse due to employment 

risk (Jensen and Meckling, 1976). Extant theory suggests that executives with a greater 

proportion of severance pay assured to them should have minimized concerns over employment 

risk because severance pay can offset any downsides associated with the potential for a future 

dismissal. In contrast to a form of payment addressing the downside of managerial risk 

preferences, when CEOs have a greater proportion of total compensation paid in stock options, 

CEOs also have the “upside” of their risk preferences altered (Sanders and Hambrick, 2007). The 

resultant shift in employment risk leaves CEOs with both greater upside and a reduced downside 

to the pursuit of strategies with greater distinctiveness. In sum, I hypothesize that the positive 

effect of the proportion of severance pay on strategic distinctiveness will be increased when 

executives have a greater proportion of stock option payment in their compensation package. 

Hypothesis 2: The positive relationship between the proportion of CEO severance pay and 

strategic distinctiveness is amplified when the CEO has a greater proportion of stock option pay. 

 

Directors appointed by the new CEO 

 As noted earlier, one unique feature of severance pay is the event which must occur in 

order for an executive to receive this form of payment. That is, severance is only paid to an 

executive in the event that the executive is dismissed from the firm. I next draw upon factors 

pertinent to the likelihood of dismissal for new CEOs, as certain CEOs face greater employment 

risk than others (Martin, Gomez-Mejia, and Wiseman, 2013). Specifically, my final two 
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hypotheses propose that the relationship between the proportion of severance pay and strategic 

distinctiveness is amplified for executives who have appointed a lesser proportion of directors on 

the board as well as for executives appointed from outside of the firm. 

The board of directors represents the firm by monitoring and controlling the CEO; this 

group ultimately holds the power to both hire and replace the CEO of the firm (Hillman and 

Dalziel, 2003). Board decisions, including those related to CEO succession, are influenced by a 

variety of factors (Boivie, Bednar, Aguilera, and Andrus, 2016; Zajac and Westphal 1995). Of 

these factors, one of the most influential is how many directors on the board were appointed by 

the sitting CEO. While the board of directors ultimately decides whether or not to replace the 

sitting CEO, the directors serving on the board are initially chosen by the CEO. Research has 

demonstrated that when directors have been appointed by the sitting CEO, they may feel a sense 

of allegiance or loyalty to the CEO (Boeker, 1992; Herman, 1981) and be less likely to control 

and monitor these managers (Wade, O’Reilly, and Chandratat, 1990; Westphal, 1999; Westphal 

and Zajac, 1998). Agency theory has also linked the percentage of director appointments by the 

CEO to the size and structure of CEO compensation packages (Lambert, Larcker, & Weigelt, 

1993; Main, O'Reilly, & Wade, 1995).  

In this essay, I suggest that CEOs should primarily view severance payments as an 

important component of their compensation package when they have appointed fewer members 

on the board of directors. For the reasons noted above, chief executives face a much lower 

likelihood of dismissal when they have appointed a greater proportion of directors on the board 

(Finkelstein et al., 2009). These CEOs should be less influenced by severance pay because they 

face a lower likelihood of being dismissed. CEOs who have appointed a lesser proportion of 

directors on the board, however, are more likely to eventually be dismissed. Enhanced 
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employment risk should hinder the extent to which new CEOs who have appointed fewer 

directors will pursue distinctive strategies, as these CEOs face an increased likelihood of failure 

for such early initiatives (Virany, Tushman, and Romanelli, 1992). When the potential for 

dismissal is accounted for with severance pay, however, CEOs who have appointed a lesser 

proportion of directors on the board should be more likely to pursue strategies with greater 

distinctiveness. In sum, the positive effect of severance pay on strategic distinctiveness should be 

most pronounced when the CEO has appointed a lesser proportion of directors on the board, as 

these CEOs are more likely to be dismissed and ultimately receive a severance payment. 

Hypothesis 3: The positive relationship between the proportion of CEO severance pay and 

strategic distinctiveness is amplified when the CEO has appointed a lesser proportion of 

directors on the board. 

 

The influence of CEO origin 

 For my final hypothesis I argue that the relationship between the proportion of severance 

pay and strategic distinctiveness will be moderated by CEO origin. New CEO origins have 

typically been divided into two groups: either insider CEOs (i.e. those who worked for the firm 

prior to being appointed as the firm’s CEO) or outsider CEOs (those CEOs hired from outside 

the firm). This distinction has been shown to influence a range of key outcomes including firm 

performance (Shen and Cannella, 2002), executive compensation (Hambrick and Finkelstein, 

1995), and employment risk (Zhang, 2008). Extending this research, I next theorize as to how 

CEO origin influences the relationship between severance arrangements and strategic 

distinctiveness. 

 Information asymmetry between the board of directors and candidates for the role of 

CEO makes the selection of the new chief executive a difficult decision for the board (Zajac, 

1990). This difficulty is especially germane to instances in which the CEO is being recruited 
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from outside the firm (Zhang, 2008). In an inside succession, the board has greater opportunities 

to update its ability estimates of the candidate more accurately over time as board members have 

already had the opportunity to work with an inside candidate and form an opinion as to their fit 

for the position (Zajac, 1990). Outsider candidates, on the other hand, are not as well known to 

board members making hiring decisions, which exacerbates the issues associated with adverse 

selection and increases the likelihood of early dismissal for new CEOs (Zhang, 2008). Outsider 

CEOs also face greater uncertainty in their new role as they are burdened with a more limited 

familiarity of their new firm (Greiner, Cummings, and Bhambri, 2003; Hambrick and 

Finkelstein, 1995; Zhang and Rajagopalan, 2010). 

 A common justification for the inclusion of severance arrangements in initial 

compensation packages is that this form of compensation can account for uncertainty at a new 

position (Bebchuk and Fried, 2003; Yermack, 2006). Due to information asymmetry, outsider 

CEOs typically face greater uncertainty at their new firm, which may limit the extent to which 

they pursue strategies with greater distinctiveness. CEOs appointed from outside the firm should 

be especially disinclined to pursue distinctive strategies because strategies with greater 

distinctiveness are difficult to evaluate, exacerbating information asymmetry concerns between 

the new executive and the board of directors (Finkelstein et al., 2009). Severance, however, can 

offset employment risk for new CEOs pursuing distinctive strategies, and should be especially 

influential on outsider CEOs as these executives ultimately have a greater likelihood of receiving 

their severance payment. A greater proportion of severance pay should be less influential for 

insider CEOs, however, as these executives face less employment risk upon their ascension to 

the role of CEO. 

Hypothesis 4: The positive relationship between the proportion of CEO severance pay and 

strategic distinctiveness is amplified when the CEO is appointed from outside of the firm. 
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METHODS 

Sample  

 My initial sample includes all new CEOs reported in ExecuComp from 2008 to 2010. 

ExecuComp covers top managers’ information for firms that belong to the S&P 500, S&P 

MidCap, and S&P SmallCap indexes. The sample selection begins from 2008 because I used 

filings from the Securities and Exchange Commission (SEC) to identify severance agreements 

and in late 2006 the SEC voted to adopt rules requiring greater transparency in the disclosure of 

executive and director compensation. Specifically, in 2006 the SEC mandated that all firms put 

forth a narrative description and quantification of any arrangement that provides for payments or 

benefits at, following, or in connection with any termination of a named executive officer. I 

collected data on the first four years for every new executive who was appointed as a CEO of 

one of the firms in my sample from 2008-2010. As such, my dataset on severance ranges from 

2008-2013. The sample ends at that point because of data availability for several of my control 

variables, including company age. I match ExecuComp data with company disclosure data (DEF 

14, DEF 14-A, or Form 10-K) from SEC filings. Data were additionally collected to create 

controls for the pre-entry year. 

 I obtained board of director data from BoardEx, firm financial data from Compustat and 

the Center for Research in Securities Prices (CSRP), institutional ownership data from Thomson-

Reuters Institutional Holdings (13F), and top managers’ compensation data from ExecuComp. 

Following Burgstahler and Dichev (1997), banks and financial institutions (SIC codes between 

6000 and 6500), as well as firms in regulated industries (SIC codes between 4400 and 5000) are 

excluded as these firms have different norms for reporting earnings to regulators. Interim CEOs 

are also excluded from my analyses. My final sample contains severance data on 666 firm-years.  



31 
 

 

Measures 

Dependent variables   

The dependent variable utilized in this essay is strategic distinctiveness. To measure 

annual strategic distinctiveness, I followed prior work 1(e.g. Tang et al., 2011; Finkelstein and 

Hambrick, 1990) and examined annual change in four measures of firm resource allocation: (1) 

overhead efficiency (selling, general, and administrative expenses divided by sales); (2) capital 

intensity (fixed assets divided by total employees); (3) plant and equipment newness (net plant 

and equipment divided by gross plant and equipment), and (4) financial leverage (total debt 

divided by shareholder’s equity). This measure follows the work of Mintzberg (1978), who 

argued that the strategy of a firm could be understood as a pattern in a stream of important firm 

decisions. These specific measures were chosen because (a) they are potentially controllable by 

executives of the firm; (b) they may have an important effect on firm success; (c) they are 

complementary aspects of a firms overall strategy. For each year, I took each variable and 

calculated the natural logarithm of the standardized absolute difference between the firm’s score 

and the industry median. The median is constructed based on all firms in the same four digit SIC 

code. I then summed the individual variables to create an overall firm distinctiveness index for 

the firm in that year (Crossland et al., 2014). 

Predictors 

The first predictor variable, severance pay is measured as the total amount of severance 

pay in proportion to the total annual compensation received by the CEO (Rusticus, 2006), which 

the executive would receive if he or she were terminated upon the final day of the firm’s fiscal 

                                                           
1 Strategic distinctiveness has also been measured using six components. The two components I exclude in the calculation of this 

variable are R&D and Advertising expenditures. I focus upon these four because, as noted even in work using the six component 

measure, R&D and Advertising expenditures are often unreported or listed as missing by Compustat and related databases (2/3 of 

my sample). As a robustness check, I also re-run my analyses using this 6 component measure of strategic distinctiveness. The 

results using this measure are consistent with those presented. 
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year.  The components of total compensation, described in Table 1, include salary, bonus, 

benefits, stock options and stock awards. The arrangements of a severance package are the result 

of ex-ante negotiations between the board and the CEO. The principal terms of the initial 

compensation package will be set forth in the initial employment contract. While some terms of 

these initial agreements utilize boilerplate language, there are intense negotiations over other 

terms (Schwab and Thomas, 2006).  

Executive severance agreements vary greatly in terms of both the total amount (Klein et 

al., 2017), and nuances in structure (Cowen et al., 2016). The initial terms of a severance 

agreement are especially important, as the original terms of a severance agreement may last for 

several years (Schwab and Thomas, 2006) or even be renewed beyond the initial employment 

contract (Goldman and Huang, 2014). In addition to variation in both the language and length of 

such agreements, the terms often lend themselves to annual variation in the total amount of 

severance promised to CEOs even within the same firm. In addition to the possibility of re-

negotiation for some severance agreements, the total amounts of severance pay may change for a 

variety of reasons. For example, CEOs may elect to exercise outstanding stock options which 

would have been accelerated in the event of a dismissal. The cash component of severance totals 

may also be altered for CEOs over time, as this component may be linked to factors such as firm 

performance or CEO tenure. In sum, the annual amount of severance pay which a CEO would 

receive is the dynamic result of a unique negotiation process and ex-ante agreement of terms 

between a CEO and board of directors. 

As noted earlier, severance packages are primarily composed of a combination of three 

components: cash compensation, equity awards, and benefits extending past the dismissal date 

(Cowen et al., 2016). The total amount of severance pay is thus derived from the combined 
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values of all three components of the severance package. The continuation of salary payments 

for an extended period of time is the most common arrangement (Kalfen, 2012; Schwab and 

Thomas, 2006). Another frequent form of cash payment is the promise of pro-rated annual 

bonuses. The second over-arching component of these arrangement is the inclusion of equity 

awards. These awards are most frequently tied to the accelerated vesting of currently unvested 

options, restricted stock, or performance-based shares. The manner by which equity is included 

in the package varies, with some firms accelerating the vesting of all outstanding awards and 

others merely briefly extending the window in which such awards continue to vest. Equity which 

has already vested is not considered to be a part of the severance package because the SEC only 

requires that firms report the incremental payments owed to an executive upon his or her exit 

from the firm. Similarly, pension benefits and deferred compensation are not considered to be a 

part of the severance package because a departing executive will receive these payments even if 

they are not dismissed. The extension of various benefits is the third component which may be 

found in severance packages. A continuation of current insurance policies or outplacement 

services are often granted to executives, but in general the benefits promised to departing 

executives tend to be quite unique. For instance, some executives are permitted lifetime usage of 

corporate limousines or aircraft. Other firms provide executives with financial planning advisers, 

home security, and country club memberships. 

My second hypothesis considers the interactive effect of the ratio of CEO option pay 

relative to total compensation. This variable represented the ex-ante value of options granted 

divided by total compensation in the same year. The percentage of directors who were appointed 

by the current CEO is utilized in hypothesis three. The proportion of CEO appointed directors is 

calculated by dividing the number of directors who were appointed either simultaneously or 
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subsequent to the current CEO by the total number of directors on the board. This variable is 

constructed as an annual measure, capturing directors appointments made throughout the year. I 

choose to calculate the proportion of directors appointed annually for two reasons. First, I only 

begin collecting data on CEO severance pay if the CEO served the majority of the focal year. If 

the CEO has served for less than the majority of the year then I begin collecting data on their 

tenure during the next year, to ensure causality with my dependent variable. Additionally, it is 

highly unlikely that CEOs would be appoint directors immediately before their departure. As 

such, my measure is a strong estimate of how many directors were personally appointed by the 

focal CEO in a given year. The role of CEO origin is introduced in my fourth hypothesis. This 

variable is a dichotomous measure, taking a value of “1” for Insider CEOs, i.e. CEOs who had 

worked inside the firm for greater than two years following their ascension to this role and zero 

otherwise. 

Control variables 

I included a comprehensive set of control variables in all of my analyses. Firm size can 

affect strategic choices made my executives (Henderson and Fredrickson, 1996), so I controlled 

for firm size, measured as the natural logarithm of firm assets. Financial performance is an 

important predictor of strategic actions (Sanders and Hambrick, 2007). I controlled for prior 

performance using the industry-adjusted logged ROA of the firm. The propensity of firms to 

undertake change may be influenced by their overall corporate portfolios (Wiersema and Bantel, 

1992). Thus, I controlled for the level of diversification using the entropy measure of corporate 

business sales relative to their industry peers (Palepu, 1985; Qian, Khoury, Peng, and Qian, 

2010). Monitoring by institutional investors can influence executives (Gompers and Metrick, 

2001), so I controlled for institutional ownership concentration using a Herfindahl-Hirschman 
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Index (HHI) of institutional holdings. Firms are less willing to undertake certain strategies when 

they have a high level of debt ratio or face greater financial constraints. Debt ratio was measured 

as the ratio of the sum of long-term debt and debt in current liabilities to total assets, while 

financing constraints are measured by the KZ-index (Kaplan and Zingales, 1997) which captures 

the difficulty of raising resources to finance new projects. Older firms can also face greater 

difficulties in enacting, or be less inclined to undertake, novel firm strategies. As such, I 

controlled for the year in which the firm was founded with the variable company age. 

Differences in the CEO’s equity compensation may alter their strategic choices. CEO 

incentive compensation was measured as the total non-option compensation of the executive 

minus cash compensation (salary and bonus), divided by total compensation, multiplied by 100. 

Similarly, I controlled for the amount of CEO ownership, which was calculated as the percentage 

of total shares owned by the CEO. I also control for CEO duality and CEO tenure as these 

variables are related to CEO power (Finkelstein, 1992; Haynes and Hillman, 2010). CEO duality 

received a value of “1” if a CEO is also a board chair and ‘0” otherwise. CEO tenure is measured 

as the number of year since a CEO has taken office. Previous CEO dismissal was operationalized 

as a binary variable denoting whether or not the predecessor CEO was dismissed. This variable 

was given a value of “1” if the CEO’s predecessor had departed office involuntarily and “0” for 

other observations.  

I also controlled for the age of the CEO, as the career horizon of an executive may 

influence the extent to which they view severance payments as beneficial in offsetting future 

losses stemming from dismissal. CEOs may also view their potential exit package differently 

depending upon whether or not a Clawback provision exists (Cowen et al., 2016). These clauses 

provide the firm with an explicitly stated legal opportunity to adjust severance payments based 
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on information that may emerge after an executive’s departure. The variable clawback received a 

value of “1” if the firm has an explicitly defined clawback or mitigation provision, and “0” 

otherwise. As the amount of other guaranteed payments upon termination may influence the 

importance of severance, I controlled for the ratio of other exit payments as the sum of each 

CEOs total deferred compensation and pension balance relative to the total compensation 

awarded to the CEO. Similarly, I controlled for the presence of a golden parachute, a dummy 

variable which takes the value of “1” if the CEO would also receive a payment in the event of a 

change in control of the company and “0” otherwise. I also controlled for Board busyness as the 

average number of boards which the directors of the firm currently sit on.  

The prior distinctiveness of a firm may influence the ability of CEOs to pursue distinctive 

strategies, leading me to control for the firms level of strategic distinctiveness in each prior year2. 

It is also possible that the ability to alter firm strategies may be dependent upon the industry 

dynamism in which the firm operates. This measure is calculated as the instability of industry 

sales over the prior five years (Keats & Hitt, 1988). Industry sales were regressed against time, 

and the standard errors of the regression slope coefficients were divided by the mean sales (Dess 

& Beard, 1984). Finally, I controlled for year fixed-effects to partial out the influence of macro-

economic situations.  

Estimation technique  

I used firm fixed-effects OLS regressions to test my hypotheses. Firm fixed-effects 

mitigate the bias of time-invariant firm heterogeneity on the dependent variables. I chose to run 

my analyses using fixed-effects because over time there is variation within the proportion of 

severance within the same firm, as both severance totals and the total amount of CEO 

                                                           
2 To address concerns regarding multicollinearity, I also re-run my analyses without the inclusion of this control 

variable. My findings remain consistent. 
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compensation typically change annually. To confirm that fixed effects is the appropriate 

estimator, as opposed to random effects, I also run a Hausman test. The Hausman test is used to 

evaluate the consistency of an estimator when compared to an alternative estimator. The results 

of this test demonstrate significant support for my choice of utilizing fixed-effects. All 

independent and control variables are measured at year t while the dependent variables are 

measured at year t+1. To account for potential autocorrelation associated with a panel dataset, I 

calculated clustered robust standard errors at the firm level (Petersen, 2009). To minimize the 

influence of extreme observations, all variables were winsorized. 

RESULTS 

Table 2 presents means, standard deviations, and correlations for the variables used in my 

analyses. Table 3 presents the tests of my first two hypotheses as well as a model with only the 

control variables used in my analyses. Hypothesis 1 predicts that greater amounts of severance 

pay would lead firms to pursue more distinctive strategies. Model 2 in Table 3 shows that the 

hypothesized relationship is consistent with my prediction (β = 0.228, p < .01). Thus, I find 

support for Hypothesis 1. My next two hypotheses propose interactive effects with the total 

amount of severance pay. Hypothesis 2 states that the positive relationship between greater 

amounts of severance pay and distinctiveness is greater when CEOs have a greater degree of 

options in their compensation package. In Model 3, the coefficient estimate of this interaction is 

shown to be positive and marginally significant (β = 0.386, p < .10), consistent with Hypothesis 

2. 

  The results for my third hypothesis are presented in Model 4 of Table 3. This hypothesis 

predicts that the positive relationship between greater amounts of severance pay and 

distinctiveness is attenuated when the CEO has appointed a greater proportion of directors on the 
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board. As shown in Model 4, the coefficient estimate of CEO Severance x CEO appointed 

directors is negative and significant (β = -0.707, p < .01), supporting Hypothesis 3. 

My final hypothesis predicts that the positive relationship between greater amounts of severance 

pay and distinctiveness is amplified when the CEO is appointed from outside of the firm. I do not 

find support for this proposed relationship, as shown in Model 5 of Table 3, though the 

relationship is in the direction predicted. 

Robustness check 

Following prior work (Crossland et al., 2014) it is possible that boards choose to appoint 

certain CEOs and then structure compensation package with the intent that the selected CEO will 

enact a particular amount of change. Therefore, as a robustness test, I ran two-stage models for 

all analyses. To create my first-stage model, I regressed the proportion of severance pay in the 

compensation package on a vector of antecedent and contemporaneous measures (including firm 

performance and whether the prior CEO had been dismissed) that might predict the board’s 

selection of the new CEO. I then used the residuals from this model as a revised measure of 

severance payment (Wiersema and Zhang, 2011). The findings for this revised measure, which 

are shown in Table 4, are substantively similar to my main results. My findings remain 

consistent for hypotheses 1, 3 and 4; while the interactive effect of the proportion of stock option 

pay and the proportion of severance pay remains positive, it is no longer significant. 

I also re-run my analyses using CEO fixed effects, as opposed to firm-level fixed effects. 

The results from this robustness check, shown in Table 5, are consistent with those presented in 

my main analyses. The first interactive effect which I propose in my essay suggests that the 

relationship between the proportion of severance pay and strategic distinctiveness will be 

amplified when CEOs have a greater proportion of their compensation linked to stock options. 
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The argument suggests that severance pay plays a key role in enabling CEOs to take advantage 

of the asymmetric structure of this compensation form. Following this logic, I also test the direct 

effect of stock option payment on strategic distinctiveness. My results of this direct effect test are 

insignificant. 

I next examine whether the effect of the proportion of severance pay on strategic 

distinctiveness is dependent upon the structure of the severance arrangement. Prior work has 

shown that managers may perceive cash based pay as relatively assured compared to other forms 

of payment (Gomez-Mejia and Wiseman, 1997). As such, cash-based pay typically leads to 

managerial avoidance of high-risk, high-return opportunities in favor of strategies which produce 

more consistent returns (Devers et al., 2008). To ensure that my results are not driven merely by 

incentive payment for CEOs, I re-run my analyses measuring the total proportion of severance 

with only the cash portion of the agreement, the cash and benefits portions combined, and only 

the equity portion of the agreement. Each of the three tests produces a positive and significant 

result for the effect of the proportion of severance pay on strategic distinctiveness.  

While I follow prior analyses in basing my measure of strategic distinctiveness as 

detailed above, related work has also utilized a similar measure incorporating an additional two 

measures. Specifically, summed indices of strategic distinctiveness have also included measures 

for advertising and R&D expenditures in addition to the four measures utilized in my main 

analyses. I exclude these variables from my main analyses because many of the observations in 

my sample have “missing” values for at least one of these measures, thus limiting my overall 

sample size. However, these two measures are also important indicators of strategic 

distinctiveness. To account for this, I re-run my analyses using this six-measure dependent 

variable. Before constructing the strategic distinctiveness variable I replace all missing 
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advertising and R&D expenditure values with a value of “0”, as it is likely that these firms did 

not report expenditures because the total value of such expenditures was negligible. Using this 

new measure, my findings are once again consistent for all four of my hypotheses. 

Finally, it is also possible that CEO severance pay may be influenced by the industry in 

which the firm operates. As such, I run multiple checks to ensure that my results are not driven 

primarily by industry-related forces. First, I re-run my analyses while including a control for the 

industry in which each firm operates, again measuring industry identification at the four-digit 

SIC level. My results are consistent using this method, with a greater proportion of severance 

pay still leading to significantly more strategic distinctiveness for firms in my sample. 

Additionally, I re-run my analyses while clustering the standard errors by industry (as opposed to 

by the firm). This technique addresses the potential for model errors being driven by within-

industry correlation. Once again, my results are robust to concerns pertinent to industry 

membership. Taken together, these analyses suggest that industry-specific forces are not an 

underlying force which is consistently driving my results.  

DISCUSSION 

This essay investigates the role of severance pay in influencing newly appointed CEOs. 

Severance payments are included in the majority of initial CEO compensation packages and 

receive considerable attention from a wide array of stakeholders (Cowen et al., 2016; Klein et 

al., 2017). Drawing upon agency theory, I argue that when new CEOs have a greater proportion 

of severance pay they are more likely to implement more distinctive firm strategies. By manually 

collecting data on CEO severance pay following the SEC amendments passed in 2006, I am able 

to empirically demonstrate robust support for this prediction. I also highlight boundary 

conditions for the influence of the proportion of severance pay can offset the employment risk of 
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the executive. Specifically, the positive relationship between the proportion of severance pay and 

firm distinctiveness is amplified when CEOs have a greater amount of option pay but attenuated 

when CEOs have appointed more directors on the board. 

This essay makes three important contributions to research on strategic management. 

First, I empirically validate the role of severance pay as an important factor influencing newly 

appointed CEOs. Extant research on severance pay has generally been forced to rely upon 

theoretical arguments due to issues preventing the accurate collection of data on severance 

arrangements. My work is able to provide the first empirical evidence of the role which 

severance pay plays through my manually collected dataset, obtained directly from firms’ proxy 

statements, on CEO severance pay. In doing so, I not only provide an important extension of our 

understanding of severance pay, but also contribute to the literature on strategic distinctiveness, 

demonstrating that CEOs may be more likely to pursue strategies with greater distinctiveness 

when their employment risk is account for with the promise of a greater proportion of severance 

pay. 

My work also provides an important contribution to the theoretical perspective of agency 

theory. The alignment of risk preferences is a key issue in agency theory studies (Eisenhardt, 

1989). While employment risk is known to influence strategic choices made by executives (e.g. 

Bodolica and Spraggon, 2009; Shi et al., 2017; Wiseman and Gomez-Mejia, 1998), prior work 

has yet to explore how executive compensation may account for the possibility of dismissal. By 

introducing the role of severance in offsetting concerns of employment risk, I draw attention to 

an overlooked, yet important factor in the risk preferences inherent to the principal-agent issue. 

In doing so, I put forth evidence which suggests that incorporating severance pay, as a 
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component of the compensation package which offsets downside risks to executives, is integral 

to future studies on agency theory and managerial risk preferences. 

Finally, my work also contributes to our understanding of the overall executive 

compensation package. The initial compensation package is key to our understanding of 

managerial compensation (Chen, 2015) because new CEOs do not have the same organizational 

entrenchment issues as incumbents, even if promoted from within the company (Finkelstein, 

1992; Zajac and Westphal, 1996). This essay puts forth the first empirical examination of 

severance pay, demonstrating the importance of this form of compensation for newly appointed 

CEOs. I also explore the interactive effect of the proportion of CEO severance pay with another 

form of executive compensation: CEO stock option pay. My findings suggest that severance pay 

can work in conjunction with stock option pay, as together these two alter both the downside and 

upside of executive risk preferences. This finding is consistent with extant work on executive 

compensation suggesting that the various components of an executive’s compensation are 

interactive (Devers et al., 2007). As a result, this essay not only establishes the importance of 

severance pay as an individual component of the compensation package, but also suggests that 

severance pay may influence our prior understanding of how other forms of executive 

compensation influence firm outcomes.  

There are several limitations to my essay which point to potential avenues for future 

research. First, I focus upon the first four years of CEOs’ tenures, because these years hold the 

greatest potential, in general, for observing strategic changes and adjustments (e.g. Hambrick and 

Fukutomi, 1991; Henderson, Miller, and Hambrick, 2006; Miller, 1991). While this context is 

especially appropriate for examining how executives may be influenced by employment risk, it is 

quite possible that severance pay also influences executives even as their tenure advances. For 
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example, severance pay may play a role in leading CEOs to pursue strategic actions which lead 

to more extreme outcomes as their tenure advances beyond the initial stages of their 

appointments. Future work can further our understanding as to how severance pay may interact 

with variations in the monitoring of CEOs, and subsequently influence which strategic actions 

are pursued by executives. 

Additionally, my work examines the proportion of severance pay guaranteed in the event 

of dismissal. While I focus on upon payments in the event of dismissal because it represents the 

ultimate downside in employment status, it is also possible that compensation arrangements 

pertinent to other departure events may have an interactive effect with severance payments. 

Future work can clarify this by further by exploring differences in totals assured to executives 

under varying departure scenarios. Furthermore, severance agreements are ultimately the result 

of negotiations between a candidate and a board’s compensation committee (Schwab and 

Thomas, 2006). As such, variation may exist in the degree to which executives are able to 

successfully secure greater payments upon their departure from the firm. An interesting avenue 

for future research would be the consideration of factors which may influence the likelihood of 

executives to receive larger than guaranteed payments upon their departure. For instance, CEOs 

may be more confident in their ability to secure greater severance payments if they are also the 

chairman of the board, or if they are longer tenured within the firm (Shen and Cannella, 2002). 

Alternatively, it would also be interesting to see if CEOs are willing to decrease their severance 

arrangements over time, perhaps trading off their guarantee of severance for greater overall 

compensation. In effect, this would suggest that CEOs are willing to bargain away their safety 

from employment risk as they become more settled within the firm (Ocasio, 1994).  

Conclusion 
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 The inclusion of severance agreements has become increasingly common in executive 

compensation packages and the presence of such a safety net should play an important role in 

influencing managerial decisions. Drawing from the literature on agency theory, I suggest that 

severance packages act as a means to limit the downside to employment risk which CEOs face. 

In support of these predictions, I find that firms led by newly appointed CEOs with a greater 

proportion of severance pay are associated with greater strategic distinctiveness. Furthermore, I 

find confirmation that this relationship is amplified when greater proportion of stock option 

payment is included in the compensation package or when a smaller proportion of directors on 

the board has been appointed by the CEO. I hope that this essay motivates researchers to further 

develop both our understanding of the downside risks faced by executives as well as how the 

inclusion of severance arrangements as a part of executives compensation package influences 

managerial decision making. 
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Incoming CEO severance pay: An investigation of antecedent factors 
 

Abstract 

Severance pay is typically theorized to be a means of safeguarding executives from the 

downsides associated with dismissal, yet researchers have yet to explore why certain CEOs 

prioritize severance arrangements relative to other forms of compensation. In this essay, I 

integrate extant work from agency theory on employment risk to demonstrate the antecedents of 

the proportion of severance pay included in compensation agreements for incoming CEOs. I 

highlight four factors as antecedents to the proportion of severance pay awarded to incoming 

CEOs: CEO duality, insider CEO origin, CEO career horizon, and the disposition of the 

predecessor CEO. Building off of logic from agency theory, I find general support for my 

theoretical argument that factors associated with the employment risk of incoming CEOs are also 

antecedents to the proportion of severance pay awarded to CEOs. Specifically, my results 

suggest that incoming CEOs have a lesser proportion of severance pay in their initial 

employment agreement when they also serve as board chair, are appointed from within the firm, 

or when they have a longer career horizon. To further explore the lack of support for my 

prediction regarding the disposition of the predecessor CEO, I have collected additional data on 

severance payments in order to run analyses on a sub-sample of CEOs appointed following 

dismissed predecessors. Findings from this study highlight how employment risk is essential to 

our understanding of which CEOs will have greater severance pay in their initial employment 

agreement. 
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INTRODUCTION 

 While a wide array of prior research has attested to the importance of executive 

compensation (e.g. Beatty and Zajac, 1994; Devers, Cannella, Reilly, and Yoder, 2007; 

Finkelstein and Hambrick, 1988; Sanders and Carpenter, 1998; Zajac and Westphal, 1995), 

conspicuously absent from most discussions on this topic is the rapid growth in CEO severance 

pay (Klein et al., 2017). As discussed in my first essay, severance agreements are now included 

in the majority of compensation contracts (Cowen, King, and Marcel, 2016). Severance pay 

arrangements are even a valuable part of compensation packages for incoming CEOs (i.e. CEOs 

who are beginning their first year of this new role at the firm). In fact, my data shows that the 

average incoming CEO is promised almost $2 million in severance pay in the event of a 

dismissal within their first year following their appointment.  

While it has been theorized that executives consider severance arrangements to be an 

important component of their compensation (Bebchuk and Fried, 2003), little is known about the 

antecedents to the inclusion of severance pay in initial CEO compensation packages. We thus 

lack an understanding as to the factors which motivate certain CEOs to negotiate specifically for 

greater severance arrangements, as opposed to other forms of compensation. In this essay I draw 

upon employment risk, defined as the threat of the loss of employment for an executive (Jensen 

and Meckling, 1976; Jensen and Murphy, 1990), to examine how four factors – CEO duality, 

CEO origin, CEO career horizon, and dismissal of the predecessor CEO – influence the 

proportion of proportion of severance pay 3which is included in the initial compensation package 

for a CEO. Employment risk can vary due to a variety of factors (Martin, Gomez-Mejia, and 

                                                           
3  For the sake of brevity I henceforth state “the proportion of CEO severance pay” to refer to the total amount of 

severance pay promised to the CEO relative to the total compensation of the CEO. 
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Wiseman, 2013). To account for such risk, agency theory suggests that executive compensation 

can be structured to better align principal and agent preferences (Nyberg, Fulmer, Gerhart and 

Carpenter, 2010).  Following this logic, I argue that factors related to employment risk influence 

severance arrangements for incoming CEOs. I focus on these four key factors from management 

research as they have been previously shown to influence the employment risk of executives. 

In my exploration of the antecedents to the proportion of CEO severance pay I first draw 

upon the literature on CEO duality. Duality refers to whether or not incoming CEOs hold a 

“dual” role for the firm by simultaneously serving as chair of the board of directors. CEOs with 

duality are believed to have greater control over the firm and key outcomes (Krause, Semadeni, 

and Cannella, 2014), such that they may be able to influence the likelihood of CEO succession 

(Goyal and Park, 2002; Ocasio, 1994). CEOs serving in a dual role should thus perceive less 

employment risk upon their appointment to lead the firm. Since CEOs with duality can also 

arrange more preferable compensation packages (e.g. Pollock, Fisher, and Wade, 2002; Westphal 

and Zajac, 1994; 1995), I suggest that these CEOs should perceive less risk of being dismissed as 

a result of their position. Therefore, in this essay I suggest that incoming CEOs with duality will 

be less likely to have a greater proportion of severance pay in their initial compensation 

packages.  

I also explore the effect of CEO origin and CEO career horizon on the proportion of 

severance pay initially promised to incoming CEOs. Insider CEOs, i.e. executives who were 

employed by the firm prior to their appointment to the role of CEO, face less information 

asymmetry at the time of their hiring relative CEOs who were hired from outside the firm (Zajac, 

1990). Insider CEOs therefore face decreased employment risk and are less likely to be 

dismissed (Zhang, 2008). Interestingly, the moderating effect of CEO origin was not significant 
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in the third hypothesis of my first essay. However, I believe that this factor is still an important 

antecedent and that the influence of CEO origin may, in fact, be most salient during the initial 

year of a new CEOs tenure. As such, I argue that insider CEOs will receive proportionally less 

severance pay in their initial compensation agreement because these executives face less 

asymmetry at the time of hiring, lowering the need for severance to offset employment risk 

associated with the new position.  

Similarly, the career horizon of a CEO, or the number of years which the CEO has until 

retirement, has been shown to influence the preferences of executives (Barker and Mueller, 

2002; Krause and Semadeni, 2014; Matta and Beamish, 2008). CEOs with a shorter career 

horizon have less time to recover from the setbacks associated with dismissal and restore their 

careers (Hambrick and Mason, 19884; McClelland, Barker, and Oh, 2012). This suggests that 

executives with a shorter career horizon may perceive greater downsides to employment risk and 

dismissal, and thus need greater inducement to accept an appointment to the position of CEO. I 

therefore predict that CEOs with a shorter career horizon will be more likely to have a greater 

proportion of severance pay included in their compensation agreement upon the assumption of 

their new position.  

Finally, I also suggest that predecessor CEOs will influence the proportion of CEO 

severance pay for incoming executives, though this effect is in a different direction than that of 

my prior three arguments. The disposition of the outgoing CEO plays an important role in 

determining the success of their successor (Fredrickson, Hamrbick, and Baumrin, 1988; Shen 

and Cannella, 2003). When predecessor CEOs are dismissed, additional pressures influence the 

selection process for the incoming CEO (Wiersema, 2002). As such, the manner in which 

predecessor CEOs depart from office impacts the likelihood of dismissal for their successors 
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such that incoming CEOs following dismissed predecessors are more likely to be dismissed 

themselves (Zhang, 2008). To account for this increased employment risk, I predict that CEOs 

following fired predecessors will have a greater proportion of severance pay included in their 

compensation package upon their appointment. 

Utilizing my manually collected data on CEO severance pay, I test my hypotheses using 

a sample of 212 incoming CEOs appointed from large, public U.S. firms from the years 2008-

2010. My results provide strong support for the proposed antecedents of CEO severance pay. 

Specifically, I find that CEO duality, insider CEO origin, and CEO career horizon are negatively 

correlated with the proportion of severance pay in CEO initial compensation packages. I do not, 

however, find support for my argument of a negative relationship between predecessor dismissal 

and the proportion of severance pay for incoming CEOs. To further explore this non-finding, I 

have begun to collect additional data on severance payments awarded to predecessor CEOs who 

have been dismissed, in hopes that this information will provide further insights into my 

theorized relationship. 

My findings in this essay offer several important contributions to managerial research. 

First, I contribute to our understanding of severance pay and the broader literature on executive 

compensation by providing the first empirical examination of the antecedents of CEO severance 

pay. Despite the majority of incoming CEOs having severance arrangements in their initial 

compensation package, the antecedents to severance pay arrangements remain surprisingly 

under-explored (Klein et al., 2017). As in my first essay, I am able to overcome the challenges 

faced by earlier work on severance pay (e.g. Cadman et al., 2016; Campbell, Guan, Li, and 

Zheng, 2017) by manually collecting data on CEO severance as reported directly by firms 

following the 2006 adoption of SEC amendments to the disclosure of severance pay 
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arrangement. In doing so, I advance our understanding of executive compensation and, more 

specifically, the antecedents to CEO severance pay. 

I also contribute to the literature on agency theory by detailing how greater employment 

risk can influence the compensation preferences of incoming CEOs. While a wide array of work 

suggests that employment risk can influence executive compensation preferences (Gomez-Mejia 

and Wiseman, 1997; Martin et al., 2013), extant work has been unable to study the form of 

compensation most obviously linked to employment risk: severance pay. The first essay of my 

dissertation examined the effect which severance arrangements can have on encouraging 

executives to undertake strategies which entail greater risk, while my work in this essay develops 

an argument as to how severance arrangements can offset employment risk for incoming CEOs. 

In doing so, my work in this essay puts forth the first empirical evidence of antecedents 

influencing the extent to which a greater proportion of severance pay is included in the initial 

compensation packages for CEOs. I therefore provide important insights into why certain 

incoming CEOs may be more or less likely to have a greater proportion of severance pay in their 

initial compensation contract. 

CONCEPTUAL DEVELOPMENT 

Incoming CEO severance pay agreements 

As discussed in my first essay, severance is often theorized to be a useful component of 

the overall initial compensation package for CEOs, despite the controversial reactions which 

such payments often prompt from shareholders (Yermack, 2006). For instance, the inclusion of 

severance arrangements in initial compensation contracts can be useful in the recruitment of new 

executives (Kilgore, 2015). The value of arrangements for payments in the event of CEO 

departure is corroborated by work on separation payments in general (i.e. including other 
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departure payments such as golden parachutes) which has found that CEOs are more likely to 

receive ex-ante departure arrangements if they enter into roles at firms with a takeover 

probability or return volatility (Rau and Xu, 2012). One of the only earlier empirical 

examinations of severance pay was by Rusticus (2006) who, prior to the disclosure amendments 

adopted by the SEC in 2006, looked at antecedents of the existence of a severance agreement, 

operationalized using a dummy variable for the presence of any disclosed severance 

arrangement. Rusticus found that uncertainty about the quality of the CEO and the stability of the 

firm were important factors in determining whether or not CEOs were promised any severance. 

Such work suggests that severance can play a useful role in protecting executives from any 

uncertainty associated with accepting new positions.  

My examination of the antecedents of severance pay is focused upon the initial terms of 

an employment contract from the perspective of incoming CEOs. Prior to the appointment of a 

new CEO, the board and executive agree upon the terms which will govern the incoming CEOs 

employment with the firm (Schwab and Thomas, 2006). During these negotiations the new CEO 

and directors seek mutually agreeable terms in order to initiate the employment relationship (Xia, 

2010). These ex-ante agreements specify a variety of important factors, including the terms for 

severance payments in the event of dismissal. The initial severance agreements signed by CEOs 

are of particular importance because the terms of these agreements often persist for several years 

(Schwab and Thomas, 2006) and may be renewed once the initial employment contract has 

expired (Goldman and Huang, 2015). I focus upon the negotiation of these arrangements from 

the perspective of the incoming CEO because this perspective is most relevant to severance 

payments. That is, my discussion of severance payments as a negotiated form of compensation 
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intended to offset risk refers to the offsetting of employment risk for the incoming CEO. As 

such, the risk which I refer to is risk which CEOs bear (as opposed to firms).   

In the negotiation of compensation CEOs can ask for a wide range of arrangements in 

their compensation package. As noted in my first essay, and portrayed in Table 1 of my 

appendix, severance pay is one of the many forms of compensation which may be included in 

compensation packages for CEOs. The various forms of compensation which may be included as 

components of a CEOs compensation package each have differing value for CEOs. From the 

perspective of incoming CEOs, the primary goal in the negotiation of the compensation package 

is to attain a set of rewards which the executive perceives to be personally favorable (Cowen et 

al., 2016; Gillan, Hartzell, and Parrino, 2009). However, firms also have incentives in 

compensation negotiations with CEOs, such that CEOs face certain constraints in their ability to 

prioritize various components of an overall compensation package. A tension thus arises for 

CEOs in their decision to prioritize various compensation components over other forms of 

compensation in the overall compensation package. One potential component of the 

compensation package is severance pay. Unlike other forms of compensation, severance is 

unique in that it can specifically offset concerns regarding the potential for involuntary 

termination in the future. My work in this essay develops our understanding of why certain 

incoming CEOs negotiate for greater amounts of this specific form of compensation (severance) 

as opposed to prioritizing other forms of compensation in their initial employment agreement. 

Severance pay agreements and CEO risk preferences 

As discussed in my first essay, agency theory puts forth that agents acting on behalf of 

principals tend to be more risk averse than principals would prefer (Eisenhardt, 1989; Fama, 

1980; Jensen and Meckling 1976). The potential for an agent’s termination of employment 
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status, or dismissal, is commonly referred to as employment risk (Cruz, Gomez-Mejia, and 

Becerra, 2010; Jensen and Murphy, 1990; Larraza-Kintana, Wiseman, Gomez-Mejia, and 

Welbourne, 2007). The notion of employment risk is especially pertinent to incoming CEOs. At 

the time of hiring, information asymmetry exists between a new executive and the firm (Zhang, 

2008). Prior to hiring a new CEO, directors face a great deal of difficulty in accurately assessing 

the degree to which a new CEOs competencies are a match for the firm's potential task 

contingencies (Zajac, 1990). CEOs in the earliest stage of their tenure have also yet to prove they 

can successfully lead the firm (Hambrick and Fukutomi, 1991; Vancil, 1987), and thus face a 

heightened probability of dismissal (Ocasio, 1994; Shen and Canella, 2002). Indeed, CEO 

selection is considered to be amongst the most difficult yet important tasks for boards of 

directors (Johnson, Daily, and Ellstrand, 1996; Zhang, 2008). Even prior success for the 

incoming executive is insufficient to ensure success in his or her new role (Shen, 2003). Due to 

the heightened risk of dismissal for newly appointed CEOs, these executives should be especially 

prone to concerns surrounding employment risk. 

Compensation arrangements are amongst the most frequently used means of attempting 

to account for differences in the risk preferences between agents and principals (Nyberg, Fulmer, 

Gerhart and Carpenter, 2010). As demonstrated by the results of my first essay, severance pay 

arrangements can effectively offset employment risk for CEOs. While this establishes a link 

between executive compensation and managerial decision-making, we know little about how 

other factors which influence employment risk may shape executive preferences regarding their 

compensation, and specifically their severance pay. This omission leaves an important gap in our 

understanding of the initial entry conditions of new CEOs. To account for this, I draw upon 
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agency theory to empirically demonstrate the importance of severance pay as a component of the 

entry conditions for incoming CEOs. 

HYPOTHESES DEVELOPMENT 

My hypotheses focus upon antecedents pertaining specifically to the CEO. I choose to 

focus on these factors due to the disruptive nature and organizational changes associated with 

CEO turnover (Gabarro, 1987; Miller, 1993). In contrast to variables specific to the firm, which 

may change rapidly and substantially in the period surrounding succession, measurements of the 

factors which I focus upon are more accurate representations of the antecedents to the proportion 

of severance pay for incoming CEOs. For example, the value of a firm-specific variable such as 

the firms’ R&D intensity has the potential to change as a result of the succession process, which 

could be problematic for my analyses; however, the factors which I rely upon do not suffer from 

this issue, since variables such as the origin of the CEO do not change as a result of the 

succession process. Furthermore, all of the factors which I discuss in this essay are definitively 

known by the point at which incoming CEOs and firms agree upon the terms of initial 

employment agreements. 

CEO duality and incoming CEO severance arrangements 

CEO duality is amongst the most widely discussed phenomena in corporate governance 

research (Ellstrand, Tihanyi, and Johnson, 2002). CEOs with duality hold the roles of both CEO 

and board chair at the same time. This practice has been commonly referred to as a “double-

edged sword” because the benefits associated with duality and a unity of command come at the 

expense of greater independent oversight of the CEO (Finkelstein and D’Aveni, 1994). Duality is 

thus assumed to reflect lower board control and stronger CEO power (Finkelstein, 1992; 

Finkelstein et al., 2009). Executives with duality have also been connected to greater control 
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over firm outcomes (Adams, Almeida, and Ferreira, 2005). For example, CEOs with duality have 

greater influence over the formulation of the firms strategy (Castañer and Kavadis 2013), the 

setting of the agenda for board discussions (Tuggle, Sirmon, Reutzel, and Bierman, 2010), and 

even the likelihood of CEO succession (Goyal and Park, 2002; Ocasio, 1994).  

Extant work has also found that CEOs with duality are able to receive more personally 

favorable compensation packages (Krause et al., 2014). CEO duality has been frequently linked 

to concerns regarding CEO compensation because the level of executive compensation is 

officially determined by the board of directors. Indeed, prior work has confirmed that executives 

holding both of these positions are also able to increase their total compensation through means 

such as the selection of directors who negotiate compensation packages which are more 

favorable to CEOs (Westphal and Zajac, 1995). CEOs with duality have also been shown to 

structure compensation packages in ways which are personally advantageous. For instance, 

duality increase the likelihood of CEOs being granted the opportunity to reprice the value of 

stock options (Pollock, Fisher, and Wade, 2002), as well as enables them to raise the fixed 

portion of their total compensation to hedge against the uncertainty tied to performance-based 

pay (Westphal and Zajac, 1995). Westphal and Zajac (1994) also found that CEOs with duality 

would often symbolically adopt long-term incentive plans, presenting an image of performance 

based pay to outsiders while mitigating their own exposure to risk. Extant work thus confirms 

that CEOs with duality have greater influence over not only firm outcomes but also the terms of 

their initial employment agreement (Krause et al., 2014). 

Given that CEO duality enables CEOs to attain compensation arrangements which are 

more aligned with their preferences, an interesting question which follows is how duality may 

influence the inclusion of severance arrangements for CEOs. Severance payments, as noted 
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earlier, are only paid to executives in the event of the executive’s dismissal from the firm. While 

newly appointed CEOs in general face considerable employment risk, CEOs vary in the extent to 

which they perceive employment risk (Martin et al., 2013). As CEOs with duality possess 

greater influence over firm outcomes, I propose that these executives will experience less 

employment risk relative to their peers who enter into their roles not serving in both positions. 

As a result, CEOs with duality should perceive less risk of eventually being dismissed and 

actually receiving a severance payment, thus diminishing their preference for this form of 

compensation. Therefore, I argue that CEOs with duality will be less likely to have a greater 

proportion of severance pay in their initial employment agreements.  

Hypothesis 1: CEO duality will be negatively correlated with the proportion of CEO severance 

pay. 

 

CEO Origin and incoming CEO severance arrangements 

 For my second hypothesis I consider the influence of CEO origin on the proportion of 

severance pay for incoming CEOs. As noted in my first essay, the origin of the CEO refers to 

where the executive was employed prior to their appointment to the role of CEO. Specifically, 

prior work generally considers CEOs to be ‘insiders’ if they had worked for the firm prior to 

being appointed as the firm’s CEO, and ‘outsiders’ otherwise. The importance of CEO origin is 

derived from the understanding that principals vary in their familiarity with individuals who may 

serve as agents (Holmstrom, 1982). Because incoming CEOs are new to their role, new CEOs 

face greater employment risk because they are less known by firms at the time of hiring (Harris 

and Helfat, 1997). However, the extent to which information asymmetry exists at the time of 

hiring is in large part due to the origin of the CEO, with outsiders facing greater employment risk 

because of increased information asymmetry (Zhang, 2008). This disparity exists because in the 
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case of an inside succession there is less risk that the candidate will not be successful in the open 

position (Berns and Klarner, 2017; Zajac, 1990). When candidates are hired from outside the 

firm, however, both sides are faced with increased uncertainty, leading to a higher rate of early 

dismissal for new CEOs appointed from outside the firm (Zhang, 2008).  

 Given that CEO origin has been shown to influence employment risk, I suggest that CEO 

origins will influence the likelihood that incoming CEOs have a greater proportion of severance 

pay in their initial compensation package. As noted earlier, theoretical work on executive 

compensation has previously justified the implementation of severance arrangements in part 

because severance can account for the uncertainty associated with accepting a new role. Outsider 

CEOs are confronted with greater information asymmetry at the time of their hiring (Greiner, 

Cummings, and Bhambri, 2003; Zhang and Rajagopalan, 2010), increasing their employment 

risk and the ultimate likelihood of receiving a severance payment. An insider CEO, however, 

should be more familiar with the firm and less prone to concerns surrounding information 

asymmetry (Zajac, 1990). This should diminish employment risk, thereby decreasing the relative 

importance of severance pay for insider CEOs. Based on these arguments, I expect to find that 

incoming CEOs have a greater proportion of severance pay in their initial compensation 

agreement when they have been appointed from outside the firm. 

Hypothesis 2: Insider CEO origin will be negatively correlated with the proportion of CEO 

severance pay. 

 

Career horizon and incoming CEO severance arrangements 

My third hypothesis examines the effect of an incoming CEO’s career horizon on the 

proportion of severance in their compensation package. The career horizon of a CEO refers to 

how many years the board can expect the CEO to remain at the firm before retiring (Antia, 
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Pantzalis, and Park, 2010). As CEOs face varying decision horizons, the time until an executive 

retires may influence their priorities and incentives (Gray and Cannella 1997; Hambrick and 

Mason, 1984). The longer the duration of a relationship between two parties, the more efficient 

the relationship is theorized to be (Eisenhardt, 1989). CEOs who are closer to retirement, for 

instance, should be more likely to make decisions that enhance their immediate wealth and reject 

investments that may not benefit the firm until after their retirement (Martin, Wiseman, and 

Gomez-Mejia, 2016). Indeed, prior work on career horizons have consistently found that 

executives with a shorter career horizon are more risk averse and focused upon immediate 

outcomes (Dechow and Sloan, 1991; Gibbons and Murphy, 1992). 

The initial discussion of greater risk bearing for CEOs with a longer career horizon is 

often attributed to Hambrick and Masons’ (1984) seminal work on firm leaders. This perspective 

suggest that older CEOs perceive themselves as bearing greater risk from the downsides 

associated with dismissal because they would have less time to recover from such a setback 

(McClelland et al., 2012). While all dismissed CEOs face a limited ability to once again secure a 

comparable position (Amihud and Lev, 1981; Mehran, Nogler, and Schwartz, 1998), CEOs with 

a shorter career horizon have less time to secure another position prior to retirement. Concerns 

regarding the penalties which CEOs face following dismissal (Semadeni, Canella, Fraser, and 

Lee, 2008; Sutton and Callahan, 1987) should also be especially pertinent to executives nearing 

retirement, as older executives are confronted with the prospect of less time to restore their 

legacies from such failures (Barker and Mueller, 2002; Brickley, Linck, and Coles, 1999; Matta 

and Beamish, 2008).  

 I thus argue that the career horizon of an executive is also an antecedent to the proportion 

of severance pay in compensation agreements for incoming CEOs. Following the logic of extant 
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work, younger CEOs should be more willing to bear greater risk in leadership roles due to their 

longer career horizon (Krause and Semadeni, 2014). Therefore, given that CEOs with a longer 

career horizon bear less risk from the downsides associated with dismissal, these executives 

should be less likely to have compensation which specifically accounts for the possibility of 

termination. Severance can directly account for risk to the executive as it is paid only in the event 

of involuntary termination (Chen, Cheng, Lo, and Wang, 2015; Kahn, 1985), suggesting that 

executives with a longer career horizon may be less inclined to have a greater proportion of 

severance in their initial compensation package. In contrast to CEOs with a longer career 

horizon, I suggest that CEOs who are closer to retirement should be more likely to need 

severance as an inducement to convince them to accept CEO appointments. This inducement 

should be an important safeguard for CEOs with a shorter career horizon, who may need a 

greater incentive to take on the role of CEO as they approach retirement to compensate for the 

greater downsides which they would face from employment risk. Following this logic, I predict 

that CEOs with a longer career horizon will be less likely to have a greater proportion of 

severance pay included as part of their initial employment agreement. 

Hypothesis 3: CEO career horizon will be negatively correlated with the proportion of CEO 

severance pay. 

 

Predecessor dismissal and incoming CEO severance arrangements 

 My final hypothesis considers how the disposition of the predecessor CEO may influence 

his or her successor. While my previous argument draws upon the time until the expected 

departure of the current CEO, this hypothesis focuses upon the actual departure of the 

predecessor CEO. The disposition of departing CEOs is an important factor in the CEO 

succession process because the manner by which CEOs depart can influence the magnitude of 

disruption associated with the CEO succession process (Cannella and Lubatkin, 1993; 
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Fredrickson et al., 1988). I thus suggest that whether or not the predecessor CEO was dismissed 

may influence likelihood of their successor CEO eventually receiving a severance payment. 

Specifically, I argue that incoming CEOs following predecessors who were involuntarily 

terminated will have a greater proportion of severance pay included in their initial employment 

agreement. 

Successions in which the CEO is dismissed are considered to be more disruptive for the 

firm because when the predecessor CEO leaves office early the board of directors faces increased 

pressure in the selection of the new CEO (Wiersema, 2002). CEO dismissal rushes the selection 

process for the board, potentially limiting the ability of the firm to take steps which have been 

shown to mitigate the potential issues associated with CEO succession (e.g. Cannella and Shen, 

2001; Charan, 2005; Vancil, 1987). As a result, new CEOs who are appointed following such 

successions face increased employment risk upon their appointment (Zhang, 2008). Firms may 

also be more likely to “give a successor similar treatment” and dismiss CEOs whose 

predecessors were removed from office before retirement as successors following CEOs who 

were fired face additional challenges upon their appointment (Fredrickson et al., 1988: 267). In 

contrast, when successor CEOs do not depart early, boards should be better able to undertake 

CEO succession planning (Shen and Cannella, 2003), which should subsequently increase the 

likelihood that new CEOs are successful (Zhang and Rajagopalan, 2004).  

 I therefore argue that the disposition of the predecessor CEO will also influence the 

severance arrangement of their successor. As noted in my first essay, severance payments are 

awarded only in the event that an executive is ultimately dismissed. Given that incoming CEOs 

are more likely to be dismissed when the CEO succession process is more disruptive (Zhang, 

2008), there should be increase employment risk for executives who follow dismissed 
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predecessors. To account for increased employment risk, the compensation of a candidate may 

be structured in such a way that induces a candidate to accept a position despite an increased 

likelihood of early dismissal (Hambrick and Finkelstein, 1995). In contrast, incoming CEOs 

following predecessors who were not fired should perceive less employment risk, which I 

suggest will decrease the extent to which severance is included in the initial compensation 

package for incoming CEOs. Following this logic, I argue that when the predecessor of an 

incoming CEO was dismissed he or she will have a greater proportion of severance pay upon 

their appointment to lead the firm. Since CEOs following dismissed predecessors should 

perceive greater employment risk, these executives should also be more likely to have severance 

arrangements which account for this risk (Almazan and Suarez, 2003; Cowen et al., 2016). This 

is consistent with theoretical work on executive compensation which suggests that severance 

arrangements can be a useful recruitment tool for incoming CEOs (Klein et al. 2017), a subject I 

discuss further in the third essay of my dissertation. In sum, I predict that CEOs following 

dismissed predecessors will have a greater proportion of severance pay included in their initial 

employment agreement.  

Hypothesis 4: Predecessor CEO dismissal will be positively correlated with the proportion of 

CEO severance pay. 

 

METHODS 

Sample  

 My initial sample includes all incoming CEOs reported in ExecuComp from 2008 to 

2010, which I then match with company disclosure data from SEC filings. As noted in my first 

essay, I chose to collect data during this period because it is following the SEC regulations 

passed in 2006 yet ends within the time frame in which I have sufficient data on the necessary 
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control variables. I obtain board of director data from BoardEx, firm financial data from 

Compustat and the Center for Research in Securities Prices (CSRP), institutional ownership data 

from Thomson-Reuters Institutional Holdings (13F), and additional managerial compensation 

data from ExecuComp. Interim CEOs are excluded from my analyses. All independent and 

control variables specific to the firm are measured at year t while my dependent variable and 

control variables specific to the incoming CEO and the board of directors are measured at year 

t+1. In total, my final sample contains severance data on 212 unique new CEOs.  

Measures 

Dependent variable   

As in my first essay, the dependent variable utilized in this essay is the proportion of 

CEO severance pay relative to total compensation. CEO severance pay is measured as the total 

amount of severance pay which the executive would receive if he or she were terminated upon 

the final day of the firm’s fiscal year in proportion to the total annual compensation granted to 

the CEO (Rusticus, 2006).  

Predictors 

The first predictor variable in this essay is CEO duality. CEO duality is a binary measure, 

taking on a value of “1” if the CEO was also the board chair in that year, and a value of “0” 

otherwise. My second predictor variable is CEO origin. CEO origin refers to where the executive 

was employed prior to their appointment (Zhang, 2008), with executives typically considered to 

be either insiders or outsiders. Insider CEO is captured using a dichotomous measure, taking a 

value of “1” if the CEO had worked inside the firm for greater than two years following their 

ascension to this role and “0” otherwise. My third hypothesis draws upon the career horizon of 

the CEO, as the time until an executives retirement may influence the extent to which they view 
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severance payments as necessary in offsetting future losses. Following prior research, this 

variable is calculated as the number of years remaining until the CEO reaches the assumed 

retirement age of 70 (Krause and Semadeni, 2014; Matta and Beamish, 2008). The fourth factor 

which I argue will predict the proportion of CEO severance pay is whether or not the 

predecessor CEO dismissal. I identify the disposition of the predecessor using the same filings 

from which I obtain my data on CEO severance pay. Specifically, I review the SEC filings in the 

year prior to the appointment of the new CEOs in my sample to determine whether or not the 

prior CEO was fired, as opposed to an alternative form of departure. This variable was given a 

value of “1” if the CEO’s predecessor was dismissed and “0” for all other observations.  

Control variables 

I included a comprehensive set of control variables specific to the firm in all of my 

analyses. I first control for firm size, measured as the natural logarithm of firm assets. I also 

control for firm performance prior to the appointment of the CEO by calculating the firms 

industry-adjusted (by four digit SIC category) ROA. I similarly control for the efficiency of the 

firm, captured by the SGA ratio. The SGA ratio is measured as the total selling, general, and 

administrative expenses for the firm divided by the firm’s total annual revenue (Alan, Gao, and 

Gaur, 2014). I control for the level of diversification using the entropy measure of corporate 

business sales (Palepu, 1985; Qian, Khoury, Peng, and Qian, 2010). Additionally, I control for 

the intangible assets ratio of the firm, measured as the total value of intangible assets divided by 

the total value of firm assets, as this may reflect the transparency of firm resources (Aboody and 

Lev, 2000). Entry conditions may be in part dependent upon the debt ratio for firms at which 

CEOs are appointed. Debt ratio is measured as the ratio of the sum of long-term debt and debt in 

current liabilities to total assets.  
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In all of my models I control for a variety of factors pertaining to the compensation of the 

incoming CEO. As the overall structure of the compensation package is comprised of a variety of 

payment methods, the need to consider the interactive effect of these payment forms is integral 

(Devers et al., 2007). For instance, differences in the CEO’s equity compensation may alter their 

other compensation preferences. CEO incentive compensation was measured as the total non-

option compensation of the executive minus cash compensation (salary and bonus), divided by 

total compensation, multiplied by 100. Similarly, I control for golden parachute values, 

measured as the ratio of the amount which the CEO would achieve upon the event of a change in 

control of the company relative to his or her total compensation.  

I also control for factors unrelated to compensation which may influence the CEO. The 

severance arrangements for an incoming CEO may also be influenced by the power of the 

predecessor CEO. As such, I control for the firm related wealth of the prior CEO, measured 

using the sum of the value of the stock and option portfolio held by the executive (Coles, Daniel, 

and Naveen, 2013). Similarly, I control for the amount of CEO equity ownership, which was 

calculated as the percentage of total shares owned by the CEO.   

Monitoring by institutional investors can influence executives (Gompers and Metrick, 

2001), so I control for institutional ownership concentration using a HHI calculation of 

institutional holdings. Furthermore, I control for factors specific to the board of directors. 

Incoming CEOs may view their employment risk differently depending upon the directors 

serving on the board. For instance, CEOs may be more likely to be replaced if directors have 

greater accessibility to replacement candidates. Independent director average network size 

number of overlaps through employment, other activities, and education. I also control for board 

busyness, captured by the percentage of directors currently sitting on at least three boards. In my 
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first essay I examine the moderating effect of the proportion of CEO appointed directors on the 

board, as these directors may be less likely to dismiss the CEO (Boeker, 1992). I do not examine 

this factor as a main effect again because this essay focuses upon CEOs only in the first year of 

their tenure, leading the proportion of directors appointed by CEOs to be lower in this essay than 

for my sample in my first essay. However, it is still important to control for the percentage of 

directors who were appointed by the current CEO, which I again measure by dividing the 

number of directors who were appointed either simultaneously or subsequent to the current CEO 

by the total number of directors on the board. Finally, I control for year effects to partial out the 

influence of macro-economic situations (Certo and Semadeni, 2006).  

Estimation technique  

I use regression analyses with robust standard errors in order to test my hypotheses. To 

minimize the influence of extreme observations, all variables were winsorized. I do not include a 

specific identification strategy to account for endogeneity because the predictors of new CEOs I 

focus upon in my analyses are determined in conjunction with the initial compensation 

agreements signed by these CEOs. 

RESULTS 

Table 6 presents the means, minimums, maximums, standard deviations, and correlations 

for the variables used in my analyses. Table 7 presents the results of my main analyses as well as 

a model including only the control variables used in my analyses. My first hypothesis predicts 

that CEO duality is negatively correlated with the proportion of severance pay for new CEOs. 

Model 2 in Table 7 shows that the coefficient estimator of CEO duality is negative and 

significant, consistent with my prediction (β = -0.301, p < .05). As such, I find support for 

Hypothesis 1.  
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 The results for my second hypothesis are presented in Model 3 of Table 7. This 

hypothesis predicts that insider CEO origin is negatively correlated with the proportion of 

severance pay for new CEOs. As shown in Model 3, the result for this test is negative and 

significant (β = -0.280, p < .05), supporting my second hypothesis. Hypothesis three argues that 

the career horizon of a CEO is negatively correlated with the proportion of severance pay for 

new CEOs. I also find support for this hypothesis, as shown by the negative coefficient in Model 

4 (β = -0.019, p < .10). The logic of my fourth hypothesis suggests that there will be a negative 

correlation between CEOs whose predecessors were dismissed and the proportion of severance 

pay for new CEOs. Interestingly, I do not find support for this hypothesis, as shown by the non-

significant result in Model 5 of Table 7.  

Robustness check 

 It is important to ensure that my results are driven by the amount of severance received 

by the CEO (the numerator in my dependent variable), as opposed to the total compensation 

received by the CEO (the denominator in my dependent variable). To account for this possibility, 

I re-run my analyses using the log of the total amount of severance pay as my dependent variable 

while controlling for the log of the total amount of compensation granted to the CEO.  As shown 

in Model 1 of Table 8, my findings remain generally consistent using this alternative approach at 

measuring the antecedents of CEO severance pay. Specifically, I still find support for my 

predictions regarding CEO duality and CEO origin, though my third hypothesis no longer 

receives support. These findings are consistent when instead of taking the natural logarithm of 

the proportion of CEO severance pay and the log of total compensation received by the CEO, I 

use the non-logged values of these variables. 

Supplementary analysis 
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 Despite the arguments discussed in the logic leading up to my fourth hypothesis, my 

main analysis does not find a significant effect for a correlation between the dismissal of the 

predecessor CEO and the proportion of severance pay for an incoming CEO. This non-finding 

seems surprising given the importance of the predecessor CEO to shaping the entry conditions 

for an incoming CEO, as discussed earlier. Upon further reflection, I further explored how the 

predecessor dismissals may influence the proportion of severance pay received by an incoming 

CEO. Specifically, it may be that the proportion of severance pay received by an incoming CEO 

decreases when the predecessor CEO receives a greater amount of severance pay. 

 To address this question, I collected additional data on severance payments which were 

awarded to predecessor CEOs upon their dismissal. I obtained this data from the same SEC 

filings which disclosed the data on severance arrangements used for the dependent variable in 

my first two essays. Firms are required to disclose the amount of severance pay awarded to 

executives as a component of their executive compensation. I utilize these values as the 

independent variable in my supplementary analysis using the same analysis approach as in my 

earlier analyses. I run this as a supplementary analysis, as opposed to including this data in my 

main model, because I can only collect data for severance payments when predecessor CEOs are 

dismissed; the use of this variable in my models thus excludes instances in which predecessor 

CEOs departed voluntarily (such as retirements) and other cases in which data is not available 

for predecessor CEOs (such as for new CEOs at spin-off companies), because severance is not 

paid to these predecessors. In total, this supplementary analysis includes 44 cases in which the 

predecessor CEO was involuntarily terminated, which constitutes approximately 1/5 of my 

sample.  
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The results of this analysis are presented in Table 9. As shown in Model 1 of Table 9, I 

find a positive but non-significant correlation between the total amount of severance pay 

awarded to the predecessor CEO and the proportion of severance pay awarded to the incoming 

CEO. This result is also positive but not significant when the independent variable is measure 

using the total value of the severance payments to the predecessor CEO (as opposed to 

measuring this variable as a proportion). 

DISCUSSION 

This essay explores the antecedents to the proportion of severance pay for incoming 

CEOs. Severance arrangements in the event of involuntary termination are included in the 

majority of initial CEO compensation packages yet our understanding of these agreements has 

thus far been forced to rely upon theoretical and conceptual developments (Cowen et al., 2016; 

Klein et al., 2017). I utilize extant work from the perspective of agency theory to argue that 

incoming CEOs with greater employment risk will be correlated with a greater proportion of 

severance pay as a part of their compensation. Through the use of my unique, manually collected 

data on CEO severance pay, I am able to provide quantitative evidence of the antecedents of 

severance pay for new CEOs. Specifically, I find new CEOs have a lesser proportion of 

severance pay when they also serve as board chair, are appointed from within the firm, or when 

they have a shorter career horizon. 

Interestingly, I did not find support for my prediction regarding the dismissal of 

predecessor CEOs. The logic used for my fourth hypothesis suggests that incoming CEOs will 

perceive greater employment risk when their predecessor was involuntarily terminated. While I 

was surprised to discover that this argument did not receive support, one possible explanation for 

this non-finding could be that an early departure by the predecessor decreases the willingness of 
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directors to once again offer greater severance arrangements to the incoming CEO. I believe that 

the ex-post influence of severance payments to dismissed CEOs is important to our 

understanding of this form of executive compensation, an idea which I build upon in the third 

essay of my dissertation. 

My work makes two important contributions to research on strategic management. First, I 

contribute to the literature on executive compensation by providing the first examination of the 

antecedents of CEO severance pay following the amendments to executive compensation 

disclosure passed by the SEC in 2006. New CEOs do not have the same organizational 

entrenchment issues as incumbents, even if promoted from within the company (Finkelstein, 

1992; Zajac and Westphal, 1996), making the initial compensation package key to our 

understanding of executive compensation (Chen, 2015). A focus on the antecedents to executive 

compensation is especially important in the case of understanding severance pay, as the initial 

terms of severance agreements often last for several years or are simply renewed (Goldman and 

Huang, 2015; Schwab and Thomas, 2006). This essay provides empirical evidence of the 

antecedents of severance pay for new CEOs, drawing upon agency theory to explain how 

employment risk may influence the utilization of severance pay as a form of compensation for 

new executives. By focusing my analyses upon other variables commonly used in managerial 

research – CEO duality, origin, career horizon, and predecessor CEO dismissal – my work also 

demonstrates how severance arrangements play a key role in understanding the overall initial 

employment agreements for incoming CEOs. 

 Additionally, my work in this essay contributes to the theoretical perspective of agency 

theory. While my first essay highlighted the role of severance in leading CEOs to pursue 

strategies with greater distinctiveness, this essay focuses on how risk may also predict which 
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CEOs are have a greater proportion of severance pay included as a part of their compensation. 

Although the alignment of risk preferences between agents and principles is a key issue for 

research drawing upon agency theory (Eisenhardt, 1989), we still lack an understanding of which 

executives are more likely to have a greater proportion of severance pay paid to them in the 

event of dismissal. My findings highlight that although CEOs vary in the extent to which they 

face employment risk at the time of hiring (Zhang, 2008), this greater risk may also be somewhat 

more offset than previously theorized because these same executives have a greater proportion of 

severance pay in their initial compensation. In drawing attention to severance pay as a 

component of the initial compensation of an executive, my work furthers our understanding of 

the alignment of risk preferences between principals and agents by outlining the antecedents to 

compensation packages which directly account for employment risk through the provision of a 

greater proportion of severance pay. 

There are limitations to my essay which point to potential avenues for future research. 

Most notably, my study focuses upon a somewhat limited time frame. I choose to begin my 

sample in the year 2008 because in 2006 the SEC adopted amendments to the disclosure of 

executive compensation. This essay draws upon severance data was manually collected, which 

simultaneously makes my data more accurate than any other dataset on CEO severance of which 

I am aware, while also restricting the size of my sample through time constraints inherent to the 

manual collection of data. I encourage future research to extend the examination of CEO 

severance pay arrangements to the years following those examined in this essay. Further 

extensions could provide insights into valuable questions, such as how the predictive value of the 

antecedents identified in this essay have changed over time or whether there has been a change in 

the antecedents which can predict the proportion of severance pay for new CEOs over time. 
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Relatedly, my work only focuses upon the antecedents to the proportion of severance pay for 

incoming CEOs. As noted earlier, I focus upon this group because they do not face the same 

entrenchment issues as CEOs who have a longer tenure in their role. However, future work could 

explore whether the antecedents to CEO severance pay vary after the expiration of initial 

employment agreements with the firm.  

Additionally, my work in this essay focuses upon the main effects of antecedents to the 

proportion of severance pay for new CEOs; however, extant work on executive compensation 

notes that individual components of the compensation package can have interactive effects 

(Devers et al., 2007). An interesting avenue for future research would be a consideration of how 

the main predictors I put forth in this essay are influenced by other components of the executive 

compensation package, such as the possibility of interactive effects from the proportion of CEO 

stock option pay, as in my first essay. Future work can further our understanding of the various 

contextual factors which may serve as boundary conditions to the findings presented in this essay 

of my dissertation. 

 

Conclusion 

 Severance pay arrangements have become a common and lucrative part of the initial 

employment agreement for incoming CEOs. My work in this essay identifies antecedents to the 

proportion of severance pay for incoming CEOs. I theoretically develop and find empirical 

support for my arguments that executives will have a lesser proportion of severance pay upon 

their appointment to the position of CEO if they are also the board chair, are appointed from 

within the firm, or have a greater career horizon. While I do not find support for my proposed 

effect of predecessor CEO departure, I am collecting additional data on payments made to 

executives upon their dismissal in order to further understand the relationship between dismissed 
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predecessors and the proportion of severance pay received by incoming CEOs. I hope that this 

essay spurs future work on the antecedents of severance pay arrangements and the role of 

severance as an integral component of the initial employment agreement for incoming 

executives. 
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The ripple effect of ‘paying to go away’: Firm outcomes following severance payments to 

dismissed CEOs 

Abstract 

The payment of severance to dismissed CEOs is widely considered to be controversial, but 

scholars have yet to consider the ramifications for firms which ultimately do award severance to 

dismissed executives. In this essay I extend our understanding of severance by developing an ex-

post framework of how these payments influence firm outcomes following the departure of 

dismissed CEOs. I first propose that greater severance payments will lead to negative media 

coverage and shareholder activism targeting the firm from which the CEO was dismissed. 

Greater severance payments make for catchy stories, thereby attracting media coverage, yet 

whether or not such payments can enhance the financial value of the firm is often contested by 

shareholders, leading to activists subsequently targeting the firm. I also discuss contextual factors 

relevant to the firm, dismissed CEO, and incoming CEO, which may alter the extent to which 

greater severance payments lead to negative media coverage and shareholder activism. Finally, I 

develop propositions linking severance payments to changes in corporate governance. Firms 

which award severance payments are likely to subsequently implement changes in corporate 

governance, but the motivations which lead firms to respond to media coverage as opposed to 

shareholder activism following such payments differ. While criticism from both the media and 

activists should prompt responses from firms, journalists, unlike shareholders, do not have a 

financial stake in the firm. As such, I suggest that firms will respond with corporate governance 

changes which are more symbolic in response to negative media coverage of greater severance 

payments, whereas shareholder activism following severance payments will prompt more 

substantive revisions to corporate governance practices at the firm. 
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INTRODUCTION 

In the first two essays of my dissertation I examine how the proportion of severance pay 

impacts the decision-making of CEOs and the factors which influence the proportion of 

severance for incoming CEOs, respectively. As such, each of these focuses upon ex-ante 

severance arrangements. In the third essay of my dissertation I turn my focus to the ex-post 

influence of severance following payments to dismissed CEOs. As noted throughout my 

dissertation, virtually all dismissed CEOs receive a severance payment upon their exit from the 

firm (Schwab and Thomas, 2006). Amongst the most common justifications for severance pay is 

the role which severance can play in facilitating the transition from a dismissed CEO to their 

newly appointed successor (Klein et al., 2017). Severance arrangements can deter dismissed 

CEOs from taking overt actions which could be detrimental their former firms, such as publically 

criticizing either their former employers, or departing for positions at rival firms (Cowen, King, 

and Marcel, 2016; Yermack, 2006). However, because severance is only awarded when 

executives are involuntarily terminated without cause, these payments to fired executives are 

typically followed by substantial, and oftentimes prolonged, criticism of the corporate 

governance of the firm. For example, CBS was recently embroiled in controversy when their 

former CEO, Les Moonves, was ousted following credible claims of sexual abuse and then 

announced that he would pursue legal action in an attempt to secure the $120 million he was 

owed by CBS under the terms of his severance agreement (Deerwester, 2019; Edwards, 2019). 

As one commentator noted following the announcement that CBS would not award Moonves his 

agreed upon severance payment:  

“We all know the company would much rather pay Les Moonves his sack of gold and be 

done with it…. Now CBS doesn’t want to find itself in the sad position of hoping Mr. 

Moonves is so consumed in #MeToo disrepute that he won’t have time to become a 

credible and embittered critic of the management that kicked him out. Mr. Moonves 
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needed to go, but the board and Ms. Redstone also needed to patch things up on his way 

out the door. A large exit payment is one accepted formality for doing this. Ditto a now-

jeopardized agreement that would have allowed Mr. Moonves a continuing role as a 

developer of programming for CBS. (Jenkins, 2018) 

Even prior to the #MeToo movement there was no shortage of recent examples in which 

severance payments led to negative media coverage of firms from which dismissed executives 

departed. In recent years media criticism has arisen following severance payments to CEOs fired 

at United Airlines (Martin, 2016), PG&E (Avalos, 2019), Hewlett-Packard (Seattle Times, 

2011), and many other firms. Shareholders have also taken action following severance payments 

to dismissed CEOs. For example, following the $120 million severance payment to dismissed 

CEO Douglas Ivester, Coca-Cola shareholders voted against the recommendation of their board 

in adopting a new policy which required that stockholders approve any future executive 

severance agreements that amount to at least 2.99 times the recipient's annual salary and bonus 

(Morgensen, 2005). In spite of the growing scholarly attention devoted to severance, 

management research has thus far overlooked the importance of severance following the 

departure of the dismissed executive. I argue that this omission is of considerable importance to 

our complete understanding of severance pay, which motivates me to devote this essay to 

develop our understanding of the ex-post effect which severance payments have upon firms from 

which CEOs are dismissed. 

I therefore explicate an ex-post model through which severance payments continue to 

influence firms following the departure of dismissed CEOs. My model first explores how the 

announcement 4of severance payments will lead to negative media coverage of and greater 

                                                           
4 My discussion of the ex-post influence of severance payments begins following the announcement of a severance 

payment by the firm, which typically follows the original announcement of the CEOs departure. While severance 

arrangements are made ex-ante, the board may also negotiate discretionary (extra) severance arrangements at the 

time of dismissal. The announcement of the final amount of severance thus reflects the point at which stakeholders 

are made aware of the exact terms of the CEOs departure from the firm. 
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shareholder activism at firms from which CEOs depart. I begin by discussing media coverage 

because, as highlighted in my earlier essays, the controversial nature of severance payments 

often attracts widespread media coverage. My work in this essay discusses media coverage of 

severance payments for firms from which CEOs depart. Journalists often devote attention to 

certain events and actors in order to develop a dramatic narrative regarding these actors 

(Lippmann, 1922; Rindova, Pollock, and Hayward, 2006) and create more sensational stories 

which can more easily attract outsider attention (Adut, 2005). The media is thus focused on 

rapidly covering catchy stories which, given the controversy associated with executive 

compensation, make ‘pay to go away’ a prime target for coverage. Many journalists also view 

themselves as playing the role of a ‘watchdog’ towards business leaders (Bednar, 2012; Dyck 

and Zingales, 2002), a role in which journalists can shine a light on potentially controversial 

issues taken by executives. Severance payments should thus be especially prone to media focus 

when they can be more dramatically portrayed as greater executive compensation. Media 

coverage is also generally considered to be reflective of broader stakeholder concerns 

(Deephouse, 1996), making this outcome key to understanding how severance payments 

influence the firm in the ex-post. 

I then shift my conceptual focus to highlight the importance of shareholder activism. In 

doing so, I also propose that greater severance payments will lead to greater shareholder activism 

targeting firms from which CEOs are dismissed. Shareholder activism broadly refers to external 

pressures from shareholders in attempts to influence company policy and practices (Goranova 

and Ryan, 2014) and has been shown to be a primary mechanism through which shareholders 

attempt to influence executives at the firm to undertake actions which maximize shareholder 

value, especially as it pertains to executive compensation and the governance of the firm (e.g. 
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Bebchuk, 2005; Brandes, Goranova, and Hall, 2008; David, Hitt, and Gimeno, 2001; Thomas 

and Cotter, 2007; Reid and Toffel, 2009). Shareholders have made an investment in the 

company, and thus are driven by a financial motivation to increase the value of the firm. As such, 

shareholder activists regularly target firms which they view as having taken actions which are 

not in the best interests of shareholders. As noted earlier in my dissertation, many consider 

severance payments to be in stark contrast to shareholder value. Firms which have awarded 

additional payments to fired executives may thus appear to be taking actions which do not align 

with the goal of maximizing the financial value for shareholders. Given the controversial nature 

of severance and the widespread claims which suggest that severance benefits dismissed 

executives at the expense of shareholder value, my model proposes that greater severance 

payments will lead to ex-post shareholder activism targeting the firm. Furthermore, given the 

interdependent nature of severance pay and shareholder activism (Giuli and Petit-Romec, 2019), 

I propose that these two factors may also have an interactive effect in light of greater severance 

payments. Specifically, I develop an argument which outlines how the likelihood of severance 

payments leading to firms being targeted by shareholder activists is amplified when such 

payments also receive more negative media coverage. 

I next identify additional contextual conditions which may alter the extent to which 

severance payments directly lead to shareholder activism and negative media coverage. I focus 

on three factors which can alter the extent to which greater severance payments lead to more 

negative media coverage and shareholder activism: firm performance, whether or not the 

departing CEO is exiting a result of misconduct, and the reputation of the successor CEO. Firm 

performance is often tied to the departure of firm executives, though performance is not the only 

factor which may lead to executive dismissal (Finkelstein, Hambrick, and Cannella, 2009). In my 
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context, the performance of the firm should influence the extent to which greater severance 

payments are viewed as ‘rewards for failure.’ Relatedly, the conditions under which CEOs depart 

influence shareholder reactions to CEO successions (Gangloff, Connelly, and Shook, 2016). 

When CEOs depart under conditions which may be linked to executive misconduct, I argue that 

shareholders will be especially critical of greater severance payments. The third contextual factor 

I highlight is the reputation of the successor CEO. In contrast to the prior two factors, I suggest 

that the reputation of the incoming CEO can mitigate the extent to which greater severance 

payments lead to shareholder activism. My final contextual factor is also focused solely upon the 

relationship between severance payments and shareholder activism. I choose to develop an 

argument only pertaining to shareholder activism for this contextual factor due to the importance 

of time. Unlike media coverage, which occurs rapidly following the announcement of severance 

payments, actions taken by shareholder activists may take longer to come to fruition. Given that 

attributes of the incoming CEO have been shown to play an important role in stakeholder 

reactions to CEO succession (Gomulya and Boeker, 2014), following severance payments firms 

may attempt to announce the selection of incoming CEOs prior to being targeted by shareholder 

activists. I thus assert that the appointment of an incoming CEO with a high reputation can 

mitigate the extent to which severance payments ultimately lead to shareholder activism 

targeting the firm.  

My conceptual model also extends the logic in my first two propositions to consider how 

severance payments will ultimately influence the corporate governance policies at firms from 

which CEOs are dismissed. Corporate governance refers to the system of rules, practices and 

processes by which a company is directed and controlled. The governance of the firm is 

important to consider when developing a full model of the ex-post effect of severance payments 
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because corporate governance is typically called into question during the media coverage and 

activist responses to greater severance payments. This occurs because greater severance 

payments are often viewed as a deficiency in the governance of the firm (Dalton, Daily, and 

Kesner, 1993). While firms can elect to take many actions in response to media and shareholder 

criticism of severance payments, the most direct response firms can take is to specifically should 

address the corporate governance policies at the firm. Shareholder activists and the media are 

influential actors which can induce changes in the corporate governance of firms (Aguilera, 

Desender, Bednar, and Lee, 2015; Goranova and Ryan, 2014). However, the actions taken by a 

firm in response to such pressures may be dependent upon which stakeholder is criticizing the 

firm.  

In this essay I suggest that both negative media coverage and shareholder activism in 

response to severance payments will lead to corporate governance reforms, but that the nature of 

these reforms will vary across the two constructs. To explore how severance payments lead to 

changes in corporate governance, I follow prior work (e.g. Fiss and Zajac, 2004; Westphal and 

Zajac, 1994; 1998; Zajac and Westphal, 1995) in classifying firm actions as either symbolic or 

substantive in nature. Substantive actions result in meaningful changes, whereas actions are 

considered to be symbolic when they project a positive image that goes beyond the direct effects 

of an action itself, thereby giving the illusion of actions being taken without meaningful changes 

actually occurring. For example, the appointment of purportedly independent directors who are 

actually linked to the CEO (Bednar 2012) or the announcement of long-term incentive 

compensation plans which are never enacted (Westphal and Zajac, 1998) have been shown to be 

mostly symbolic in nature due to the lack of resultant changes occurring from these actions. In 

contrast, certain changes to firm executives (Connelly, Ketchen, Gangloff, and Shook, 2016) or 
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to the structural leadership of the firm (Krause, Withers, and Semadeni, 2017) are considered to 

result in more substantive changes at the firm.  

In my context, the form of corporate governance revisions which the firm chooses to 

implement should be dependent upon the source from which the firm is being pressured to 

undertake changes. While both of these parties are interested in the actions which firms take to 

address corporate governance policies in light of severance payments, they each have different 

incentives and motivations driving such interest. Shareholders have made an investment in the 

firm, and thus have a long-term financial incentive to correct inadequacies in firm governance. 

This continued presence suggests that activists will ensure that the actions in response to activist 

efforts will be more substantive in nature. Journalists, however, have a shorter time horizon in 

their coverage of the corporate governance of the firm (Bednar, 2012), making it more likely that 

journalists will continue to devote time to evaluate the effectiveness of corporate governance 

changes following severance payments. As such, media coverage of negative severance 

payments should prompt firm leaders to make changes to the corporate governance of the firm 

which visibly demonstrate that the issue has been addressed, even if such actions do not truly 

result in transformative corporate governance changes occurring at the firm. In sum, I propose 

that negative media coverage of firms following severance payments will tend to lead to 

symbolic changes in the corporate governance of the firm, while firms will tend to respond to 

shareholder activism with more substantive changes.  

 This essay contributes to the strategy literature by highlighting the ex-post importance of 

severance payments. Severance is an influential and increasingly common form of executive 

compensation, yet prior work on this topic has primarily focused upon the ex-ante influence of 

severance pay or the amount of severance paid at the time of dismissal (Klein et al., 2017). 
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Given the controversy associated with firms awarding severance payments to dismissed 

executives, as discussed earlier in my dissertation, it is evident that the importance of severance 

payments extends beyond that discussed in the current academic literature. This oversight was 

recently noted by Cowen and colleagues (2016), who suggested that “Future work could likewise 

benefit from more explicit treatment of external audiences’ reactions to severance.” In order to 

address this gap in the literature, I develop a model outlining the ex-post effect which greater 

severance payments have on subsequent media coverage and shareholder activism, as well as 

contextual factors which may alter these relationships. Furthermore, I also highlight why 

subsequent changes in the corporate governance of the firm following severance payments may 

be related to which external audience invokes such changes. By extending the literature on 

severance payments to incorporate a discussion of their ex-post importance, I begin to address a 

critical oversight in our understanding of this controversial yet increasingly influential form of 

executive compensation. 

THE EX-POST EFFECT OF SEVERANCE PAYMENTS TO DISMISSED CEOs 

 Although ex-ante severance arrangements for firm executives have theoretical value as 

part of the overall executive compensation package, the actual payment of severance upon CEO 

dismissal is undoubtedly controversial. Interestingly, however, academic work has yet to explore 

the ex-post influence of this criticism. Perhaps this is unsurprising given that severance 

arrangements are only invoked in the event that the CEO in question is no longer employed by 

the firm; however, the dearth of research on this issue renders our understanding of severance 

incomplete. To account for this, in the following sections I outline a framework detailing the ex-

post influence which severance payments have following the dismissal of CEOs. The entirety of 

this model is visually represented in Figure 3. 
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Severance payments and media coverage  

Management scholars have increasingly begun to focus upon the role of the media as a 

form of external control (Aguilera et al., 2015). The media refers broadly to various independent 

channels of communication and the affiliated journalists providing content for these channels. 

Journalists reduce information asymmetry between the management of the firm and other 

constituents by providing timely coverage of the actions taken by executives (Bushee, Core, 

Guay, and Hamm, 2010; Miller, 2006). Thus, media coverage plays an important role in 

determining which issues are discussed by the public (McCombs and Shaw, 1972) and how such 

issues are framed (Entman, 2007). One of the issues most commonly highlighted by the media is 

executive compensation (Vergne, Wernicke, and Brenner, 2019). Executive compensation often 

receives considerable attention from the media because “nothing in business excites so much 

interest in the wider world as the pay of top executives,” with such coverage often eliciting 

outrage from shareholders of the firm (Economist, 2003). Furthermore, many journalists believe 

that they exert a monitoring, or watchdog, role with negative media coverage being intended to 

deter firms from acting against the best interest of shareholders (Aguilera et al., 2015; Dyck, 

Volchkova and Zingales, 2008). This has prompted journalists to scrutinize large payouts to 

executives (Core et al., 2008) and take an active role in highlighting firms which they judge to 

have poor standards for corporate governance (Johnson, Ellstrand, Dalton, and Dalton, 2005).  

Severance payments provide journalists with the opportunity to discuss executive 

compensation; moreover, such payments highlight many of the attributes which make executive 

compensation an especially controversial subject. Given that severance is not only a form of 

executive compensation, but a controversial form of compensation, these payments should make 

for especially catchy story lines in media coverage. A wide array of factors can make events or 
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actions seem catchier to journalists (White, 1950). For example, firm actions are more likely to 

receive attention from journalists when events or actions are perceived to appeal to a wider 

audience or when they are considered to be tied to an issue of injustice (e.g. Conn, 1968; 

Johnston and Klandermans, 1995; Singer, 1997). In the context of severance, journalists may 

argue for an ambiguous connection between such payments and shareholder value, especially 

when the payments are greater in value. As such, I suggest that greater severance payments are 

linked to many of the characteristics which lead to events and actions being considered to be 

catchy and thus will elicit negative media coverage. It is also possible that such payments can 

play a useful role in the continuation of dramatic narratives regarding firms. For example, media 

coverage may chronicle developing performance issues with firms prior to CEO dismissal and 

then use greater severance payments as a new chapter in the dramatic narrative of firms 

progressing through the CEO succession process. In sum, greater severance payments are 

considered to be catchy stories and attract subsequent media coverage for firms from which 

dismissed CEOs depart. 

One recent example of the media coverage of severance payments is the case of Michael 

Pearson, the former CEO at Valeant Pharmaceuticals. Pearson’s severance payment mandated 

that following his dismissal he remain available to provide consulting assistance to the incoming 

CEO, Joseph Papa. This agreement stipulated that Pearson would continue to receive a salary of 

$83,000 per month for the next seven months, and $15,000 monthly in the following year, in 

addition to the other $9 million lump-sum severance payment owed to him (Thomas, 2016). The 

terms of Pearson’s agreement, included below, were narrated in the DEF-14A SEC filing by 

Valeant: 

On April 25, 2016, the Board announced the appointment of Mr. Papa to become 

Valeant’s Chairman and Chief Executive Officer. Mr. Papa is expected to join the 
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Company by early May and will succeed Mr. Pearson, who is expected to remain as CEO 

and a director until Mr. Papa arrives at Valeant. The Company intends to enter into a 

separation and consulting agreement with Mr. Pearson reflecting, among other things, the 

severance payments that Mr. Pearson is entitled to on a termination of employment 

without cause. 

 

In contrast to the extant academic work on severance payments, which suggest this 

agreement should be beneficial for Valeant, these arrangements were instead widely criticized 

following the departure of Pearson (Humer, 2016; Shen, 2016). As one report noted, “Valeant, 

which has faced debt-default worries since last year—in large part because of Pearson's 

aggressive M&A strategy —faces plenty of other woes as well….  Pearson, meanwhile, has lined 

his pockets at Valeant’s expense—and that’s not something he’s denying” (Helfand, 2017). As 

noted in my first essay, media criticism of severance payments has not been limited to Valeant; 

McDonalds awarded former CEO Don Thompson with $3 million for consulting services 

following his departure, which spurred negative media headlines such as “McDonalds Serves $3 

million Happy Meal to ex-CEO” (Frost, 2015). Although severance arrangements may be 

theoretically valuable ex-ante, the payment of severance occurs only occurs in the event that the 

CEO has been fired. As such, the coverage of such payments is likely to primarily consist of 

negative sentiment. Even if firms possess a justifiable rationale for providing ex-ante severance 

arrangements, at the time severance is awarded to CEOs these executives are no longer with 

employed by the firms. This understandably prompts media coverage as to why the firm is in a 

position in which they must provide additional payments to the fired individual, and will be 

viewed critically by watchdog journalists. As a result, I suggest that firms which award greater 

severance payments to dismissed CEOs will subsequently face more negative coverage from 

media outlets. 

Proposition 1: Greater severance payments will lead to negative media coverage of the firm.   
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Severance payments and shareholder activism  

 I next turn my focus of this essay to the effect which greater severance payments have 

upon shareholder activism. Shareholders may undertake activist efforts to demonstrate their 

discontent with the firm when they believe that managers have taken actions which are not 

consistent with increasing the financial value of shareholder investments in the company. 

Shareholder activism broadly refers to pressure from shareholders in attempts to influence 

company policy and practices. Through various tactics, investors may attempt to influence firm 

leaders either by directly affecting the strategy of the firm or indirectly through refinements to 

corporate governance (Ryan and Schneider, 2002). These pressure includes personally 

confronting managers, “vote-no” campaigns, formal interventions calling for changes in firm 

strategies, and a wide array of other tactics used to influence executives 5(Goranova and Ryan, 

2014).  Activism on the part of shareholders focuses on shareholders holding firm executives 

accountable for their actions (e.g. Bebchuk, 2005; Thomas and Cotter, 2007; Reid and Toffel, 

2009). As a result, amongst the most common streams of research pertaining to shareholder 

activism are issues pertaining to corporate governance and executive compensation (Goranova 

and Ryan, 2014). 

 It is evident that shareholders view executive compensation as an important issue, with 

over 97% of companies approving ‘say-on-pay’ measures (i.e. a legal clause ensuring 

shareholders the right to vote on the compensation of executives) following the passage of the 

Dodd–Frank Wall Street Reform and Consumer Protection Act (Semler Brossy, 2012). 

Shareholder activists have achieved success in constraining CEO pay increases through 

                                                           
5 In this essay I focus upon shareholder activism as a general construct as opposed to discussing heterogeneity across 

varying forms of shareholder activism. I do so because I am theoretically interested in developing how greater 

severance payments may have an ex-post effect which leads shareholders activists to target the firm, as opposed to 

being focused upon the manner in which activists choose to do so.  
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influencing CEOs and boards of directors (Cai, Garner, and Walkling, 2009; Ertimur, Ferri, and 

Muslu, 2010; Sauerwald, Lin, and Peng, 2016). For instance, Ertimur and colleagues (2010) 

highlighted the role that shareholder proposals can play in reducing higher executive 

compensation. Prior work on activism has highlighted how investors are most motivated to take 

action when they are dissatisfied with either the firms leadership or performance (Becht, Franks, 

Meyer and Rossi, 2009) and thus demand answers detailing how the principals of the firm will 

improve shareholder value in the future (Gantchev, 2013; Klein and Zur, 2009). Given that large 

severance payments to dismissed executives are typically considered to be a failure of firm 

corporate governance policies (Bebchuk and Fried, 2003), such payments should lead to 

shareholder concerns regarding the leadership of the firm. Activism by shareholders is intended 

to address managerial deficiencies (Gillan and Starks, 2007; Greenwood and Schor, 2009). As 

such, shareholder activism is a potentially fruitful avenue which shareholders can utilize in order 

to address concerns pertaining to the corporate governance of the firm and ultimately the 

financial investment which shareholders have made in the firm.  

 Extending upon this logic, I propose that firms which award greater severance payments 

should subsequently face increased targeting by shareholder activists. As noted earlier, 

shareholders are motivated to maximize the value of the firm due to their financial investment in 

the company. The financial stake which shareholders have in firms means that they truly have 

‘skin in the game.’ This connection should lead shareholders to take action when firms award 

greater payments to fired CEOs, due to the controversial nature of such payments. Given that 

severance payments are only awarded to executives who are no longer employed by the firm, 

shareholders should question the extent to which greater severance payments can truly enhance 

the value of the firm. Any value which could be attributed to ex-ante severance arrangements 
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should be met with increased skepticism given the payout structure of severance. For example, it 

is unlikely that shareholders will be receptive to director justifications of ex-ante severance 

arrangements as a tool in recruiting top executives given that the executives being discussed will 

have been dismissed from the firm. Indeed, activists should be especially likely to target firms 

which award greater severance payments because such actions are considered related to not only 

the compensation of firm executives but also the governance of the firm. I therefore propose that 

the awarding of a greater severance payment will lead to an increase in shareholder activism 

targeting the firm. 

Proposition 2: Greater severance payments will lead to greater shareholder activism targeting 

the firm.   

Shareholder activism and negative media coverage 

 My next proposition considers how media coverage of severance may influence the 

shareholder activism which firms experiences following these payments. As outlined earlier, 

both media coverage and shareholder activism have been previously linked to executive 

compensation by strategy researchers. These two factors, in addition to linking directly to 

executive compensation, have also been studied in relation to each other. Indeed, extant research 

has confirmed a link between greater media coverage of a firm and shareholder activism 

targeting the firm (Giuli and Petit-Romec, 2019; Rehbein, Waddock, and Graves, 2004). For 

example, Giuli and Petit-Romec (2019) argued that the media plays an important role in 

fostering shareholder activism. In support of their arguments, these authors uncovered a positive 

relation between media coverage and both the probability of being targeted by governance-

related shareholder proposals and the number of governance related shareholder proposals. 

While my first two propositions discussed media coverage and shareholder activism as 

independent outcomes following severance payments, the connection between these two 
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constructs suggests that firms which award severance payments to dismissed CEOs may often be 

confronted with increases in both negative coverage and activism.  

In this essay I propose that greater severance payments are most likely to lead to an 

increase in shareholder activism when there is also greater media coverage of such payments. 

That is, in the context of increased negative media coverage it should be more likely that greater 

severance payments ultimately lead to shareholder activism. Given that activist actions can serve 

as a dramatic event in the firm’s narrative, shareholder activists should be more likely to target 

firms receiving media coverage for awarding severance payments in hopes that their actions will 

attract additional media coverage. Media coverage of shareholder activism can also encourage a 

rallying of public support on the issue (Rowley and Moldoveanu, 2003). Negative media 

coverage of severance payments should therefore exacerbate the pressure on firm leaders when 

shareholders are discontent with greater payments to dismissed CEOs, and could even serve as a 

sign that efforts by shareholder activists are more likely to be successful at resulting in changes 

at the firm. This suggests that media coverage of severance payments should further increase the 

likelihood that firms which award severance will be targeted by activists. In contrast, shareholder 

activism should be less likely to occur if the negativity in light of such payments is less 

pronounced because in these cases actions taken by activists should be less likely to ultimately 

influence the leaders of firms. Following this logic, I propose that greater media coverage should 

increase the likelihood of greater severance payments resulting in shareholder activism at firms 

which dismiss their CEOs. 

Proposition 3: Negative media coverage of severance payments increases the likelihood that 

greater severance payments will lead to greater shareholder activism targeting the firm. 

Severance payments and firm performance 
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 I have thus far discussed how firms may be confronted with shareholder activism and 

negative media coverage following severance payments. The extent to which greater severance 

payments influence these outcomes, however, may also be dependent upon other contextual 

factors. I highlight three key contextual factors in this essay- firm performance, whether or not 

the departing CEO engaged in misconduct, and the reputation of the successor CEO. As such, 

one factor focuses upon focal firms (performance), another focuses upon departing CEOs 

(misconduct related predecessor departures), and the final factor focuses upon incoming CEOs. 

These three factors were chosen because taken together these factors provide a thorough 

representation of how contextual conditions across varying levels influence the outcomes which I 

have thus far outlined in this essay. Furthermore, as I will outline next, these three factors are 

closely linked to the theoretical mechanisms underlying the responses to severance payments 

awarded to dismissed CEOs.  

The first of these contextual factors which I focus upon is the performance of the firm. 

Firm performance prior to succession has been shown to be amongst the strongest antecedents of 

CEO turnover (e.g. Allgood & Farrell, 2003; Coughlan and Schmidt, 1985; Huson, Tian, 

Wiedman, & Wier, 2001). However, not all CEOs are dismissed for reasons specifically tied to 

performance. For example, CEOs may be dismissed because of changes in the strategy of the 

firm or a lack of fit with members on the board of directors (e.g. Fredrickson, Hamrbick, and 

Baumrin, 1988; Shen and Cannella, 2002; Zhang, 2006). For example, Zhang and Qu (2016) 

found that firms were more likely to dismiss their CEO if the succession entailed a change in the 

gender of the CEO. Wiersema and Zhang (2011) similarly found that analysts, as third-party 

evaluators of firm executives, could alter the likelihood of CEO dismissal with their 

recommendations.  
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Much of the criticism directed towards severance payments is derived from the notion 

that fired CEOs have failed to enhance the value of the firm, thereby leading to dismissal. As 

noted in the first essay of my dissertation: “The reason they get so much scrutiny is that they 

happen to be paid right at the time people are fed up with that individual. And it just smacks of 

unfairness” (Wharton Knowledge, 2012). The extent to which severance payments ‘smack of 

unfairness’ is unique to each individual case. A consideration of the unique nature of each case is 

also important because variation exists within firm performance even if performance may be a 

factor which is tied to the dismissal of CEOs. As such, severance payments should be less likely 

to elicit subsequent criticism if executives leave the firm due to common reasons unrelated to 

firm performance.  

In this essay, I propose that greater severance payments will most likely lead to an ex-

post increase in shareholder activism and negative media coverage when firms are performing 

poorly prior to CEO dismissal. Poor firm performance is a clear indication that a dismissed CEO 

has failed as the leader of the firm. Greater severance payments to CEOs of poorly performing 

firms should therefore be undoubtedly controversial. Shareholders should be increasingly likely 

to target firms which award greater severance payments to CEOs who depart firms with poor 

performance because additional compensation to executives who failed to improve the value of 

the firm should seem in direct contrast with their interest in encouraging firm leaders to increase 

the value of their investments in the firm. Similarly, media outlets should be increasingly drawn 

to greater severance payments awarded to the CEOs of poorly performing firms because such 

cases represent more dramatic examples of the proverbial ‘reward for failure.’ Instances in which 

the CEO is dismissed due to reasons not tied to poor performance, however, will be less likely to 

induce shareholder activism as well as negative media coverage. For example, journalists should 
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be less likely to portray severance payments as a pay for performance issue if the severance 

payments is paid following the firms desire for change in direction of firm strategy, as opposed 

to poor performance. Similarly, shareholders should be less likely to consider such payments as a 

lapse in corporate governance if severance is not awarded in spite of poor prior firm 

performance. Following this logic, I propose that firm performance is an importance contextual 

factor in the consideration of how severance payments influence subsequent media coverage and 

shareholder activism.  

Proposition 4(a): The lower the performance of the firm prior to CEO dismissal, the more likely 

that greater severance payments will lead to negative media coverage of the firm. 

Proposition 4(b): The lower the performance of the firm prior to CEO dismissal, the more likely 

that greater severance payments will lead to greater shareholder activism targeting the firm. 

Severance payments and misconduct by the dismissed CEO 

The next contextual factor which I discuss in this essay is the manner by which the 

departing CEO exits the firm. In the second essay of my dissertation I examined the disposition 

of the predecessor CEO, predicting that CEOs who follow dismissed predecessors would have a 

greater proportion of severance pay in their initial employment agreement. In this essay, I 

consider whether or not the departing CEO left the firm as a result of misconduct. Misconduct is 

a broad term which refers to acts which are harmful or morally objectionable (Greve, Palmer, 

and Pozner, 2010; Schnatterly, Gangloff, and Tuschke, 2018). Following prior work on 

misconduct, I suggest that the CEO of a firm can be considered to have departed as a result of 

misconduct in a wide variety of situations (e.g. Cline, Walkling, and Yore, 2018; Hutton, Jiang, 

& Kumar, 2015; Kaptein, 2008; Mishina, Dykes, Block, & Pollock, 2010; Shi, Connelly, and 

Hoskisson, 2017; Wiersema and Zhang, 2013). I adopt this approach because I suggest that my 

theoretical arguments on the subsequent reactions from the media and shareholders should be 

consistent across various forms of misconduct. While such instances may each represent unique 
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cases, the subsequent media and shareholder response to greater severance payments to CEOs 

departing under these circumstances should be similarly critical. Misconduct should also serve as 

an important contextual factor across various forms of wrongdoing because when misconduct is 

alleged to have occurred at the firm, the CEO should be held responsible as the leader of the 

firm. This viewpoint reflects the idea that if firms and their strategic directions are a reflection of 

CEOs, then misconduct occurring at the firm will also be attributed to the CEO, even if it is 

unclear as to whether or not the CEO is directly culpable for the actions which occurred under 

their leadership (Schnatterly et al., 2018). 

It is important to note that many acts of misconduct may be justifiable grounds for a ‘for-

cause’ termination. As discussed in the first essay of my dissertation, CEOs who are fired for-

cause are typically not entitled to the awards outlined in their ex-ante severance arrangements. It 

can, however, be difficult to legally prove that an executive knowingly engaged in misconduct, a 

reason why almost all dismissed CEOs receive a severance pay upon their departure. This 

difficulty results in some executives receiving severance payments despite leaving in connection 

with allegations of misconduct. For instance, earlier in this essay I note that United Airlines 

received substantial criticism for a severance payment awarded to former CEO Jeff Smisek. 

Smisek received a severance package of almost $37 million despite resigning amid a federal 

corruption probe, due to the inability of United to provide evidence that Smisek knowingly 

engaged in misconduct (Martin, 2016). 

 In this essay, I propose that whether or not predecessor CEOs depart due to misconduct 

(regardless of whether or not the allegations have been legally proven), is a key contextual factor 

in understanding the ex-post influence of greater severance payments. The increased likelihood 

of these outcomes due to this contextual factor extends beyond the subsequent increase in 
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negative coverage and activism which is inherent to the act of misconduct. That is, greater 

payments awarded following misconduct should be especially prone to eliciting negative media 

coverage and shareholder activism when the dismissed CEO departs from the firm. When the 

predecessor CEO departs as a result of misconduct, media coverage will be attracted to not only 

the sensational nature of the CEOs dismissal, but also to the firm’s decision to provide additional 

compensation to this executive. In contrast, instances in which the CEO is dismissed without any 

indication of misconduct will comparably seem to be less catchy stories. Likewise, shareholders 

should view greater severance payments as especially egregious and not aligned with increasing 

the financial value of the firm when CEOs receiving such payments are leaving the firm as a 

result of misconduct. Such cases should thus be more likely to convince shareholders that they 

must take action in order to safeguard their financial investment in the firm. As such, I propose 

that whether or not misconduct has occurred is a key contextual factor in understanding how 

severance payments shape ex-post media coverage and shareholder activism following the 

departure of the former CEO. 

Proposition 5(a): When the predecessor CEO is dismissed as a result of misconduct, greater 

severance payments will be more likely to lead to negative media coverage of the firm. 

Proposition 5(b): When the predecessor CEO is dismissed as a result of misconduct, greater 

severance payments will be more likely to lead to greater shareholder activism targeting the 

firm. 

Severance payments and the successor CEO 

 The final contextual factor which I highlight is the reputation of the incoming, or 

successor, CEO. Consistent with prior work, I characterize CEO reputation as the accumulation 

of public recognition of the quality or capabilities of a focal actor (Graffin & Ward, 2010; 

Rindova et al., 2005; Pfarrer et al., 2010). While my prior two arguments discuss circumstances 

linked to the departure of the former CEO, this proposition highlights an action which firms can 
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take to influence responses to greater severance payments. In doing so, this theoretical arguments 

extends the timeline through which severance payments can influence firms in the ex-post. 

Specifically, I next propose that shareholder activism in response to severance payments will be 

less pronounced when firms hire highly reputable incoming CEOs to lead the firm. In addition to 

my theoretical argument of this contextual factor eliciting an attenuating, as opposed to 

amplifying, effect on subsequent shareholder activism, this proposition also focuses solely upon 

shareholder activism as an outcome. As noted earlier, I choose to focus exclusively upon 

shareholder activism for this contextual factor because shareholder activism in response to 

severance payments likely takes longer to occur relative to media coverage of such payments. 

For example, while the announcement of a severance payment may prompt investors to plan to 

take actions at the firms’ annual shareholder meeting, there may be a gap in time between the 

announcement of a severance payment and the date of the shareholder meeting. A consideration 

of the importance of time is especially critical for this contextual factor because the selection of 

incoming CEOs may or may not be announced at the time which the amount of severance paid to 

the former CEO is revealed. As such, it is likely that the effect which severance payments may 

ultimately have on the firms which award them can evolve following the original announcement 

of such payments. 

While in this essay my focus is upon severance payments awarded to predecessor CEOs 

departing from the firm, successor CEOs should also be important to understanding the ex-post 

process through which severance payments influence firms. The selection of a successor CEO is 

a signal conveyed by the firm (Zhang and Wiersema, 2009) which can serve to demonstrate that 

the firm is focusing on success in the future (Pfarrer, Decelles, Smith, and Taylor, 2008). 

Following lapses in corporate governance, firms can indicate change through the selection of 
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new executives with certain desirable characteristics (Gangloff et al., 2016). For example, 

Gomulya and Boeker (2014) demonstrated that following reputation-damaging events firms 

appoint new CEOs with characteristics signaling an ability to rebuild the reputation of the firm. 

In this essay, I propose that amongst the most important contextual factors pertinent to the ex-

post reception of CEO severance payments should be the reputation of the incoming executive.  

As CEOs with high reputations are valuable assets for their employers (Koh, 2011) the 

recruitment of a strong candidate to be the incoming CEO should be able to at least partially 

assuage concerns pertaining to the governance of the firm. I thus propose that when successor 

CEOs have high reputations, their appointment can markedly mitigate controversies tied to 

greater severance payments. While shareholders should still view such payments as 

controversial, the appointment of an incoming CEO can help offset shareholder concerns about 

the financial future of the firm. That is, the appointment of a successor CEO with a high 

reputation can assuage investor concerns about decisions made by the leadership of the firm. 

This should occur because such instances are less likely to be viewed as a lapse in the corporate 

governance of the firm. When the incoming CEO has a high reputation, investors should feel less 

of a need to take actions in order to ensure that the leadership of the firm makes decisions to 

maximize their financial investment. If the successor CEO does not have a strong reputation, 

however, investors should still feel compelled to undertake activist efforts targeting firms 

awarding greater severance payments. Following this logic, I propose that the reputation of the 

successor CEO will mitigate the extent to which greater severance payments to dismissed CEOs 

will lead to shareholder activism targeting the focal firm. 

Proposition 6: The greater the reputation of the successor CEO, the less likely that greater 

severance payments will lead to greater shareholder activism targeting the firm. 

Severance payments and changes in corporate governance 
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My final two propositions highlight the ultimate effect of severance payments on the 

corporate governance of the firm. As noted earlier, the corporate governance of the firm refers to 

the system of rules, practices and processes by which a company is directed and controlled. As a 

response to the aforementioned increase in negative media coverage and shareholder activism 

targeting the firm following greater severance payments, firms may opt to implement changes. 

Managers have incentives to address specific concerns brought forth by both shareholders 

(David, Bloom, and Hillman, 2007; Zajac and Westphal, 1994) and media outlets (Bednar, 

2012). Given that greater severance payments are widely considered to reflect a deficiency in the 

governance of the firm (Dalton, Daily, and Kesner, 1993), I propose that in response to the 

increase in negative media coverage and shareholder activism targeting firms following 

severance payments to dismissed CEOs, the awarding of greater severance payments will 

subsequently lead to firm to revise their corporate governance policies. The actions which firms 

take to address such concerns, however, should be aligned with the underlying motivation which 

drives shareholders (financial investments in the firm) or journalists (swift coverage following 

controversial events) to demand changes following severance payments. Extending this logic, I 

develop a theoretical argument as to why these two outcomes will have a differing effect on the 

type of corporate governance changes implemented by firms. 

In response to criticism from stakeholders firms can choose from amongst many different 

response strategies (Bundy, Shropshire, and Buchholtz, 2013). One commonly invoked means of 

differentiating amongst such actions is the dichotomy between substantive and symbolic actions. 

This perspective suggests that executives may take actions which “visibly demonstrate 

conformity” (Westphal and Graebner, 2010: 15) to corporate governance norms even if such 

actions do not result in any meaningful subsequent change (e.g. Fiss and Zajac, 2004; Westphal 
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and Zajac, 1994; 1998; Zajac and Westphal, 1995). Under this dichotomy, substantive actions 

result in meaningful changes, whereas actions are considered to be symbolic when they project a 

positive image that goes beyond the direct effects of an action itself (Elsbach, 2003; Westphal & 

Zajac, 1994). For example, prior work has found that firms may attempt to provide the illusion of 

improved corporate governance without truly increasing the power of the board (Westphal and 

Graebner, 1995). Bednar (2012) similarly found that symbolic actions which convey that firms 

are meeting proper corporate governance standards can positively influence the subsequent 

media coverage of the firm. 

Extant work has demonstrated that media coverage of executive compensation and 

corporate governance often result in subsequent changes being made by firms (Bebchuk, Fried, 

and Walker, 2002). For example, firms which receive more negative media coverage of their 

CEOs compensation reduce certain forms of compensation in favor of less contentious types of 

pay (Kuhnen and Niessen, 2012). Bednar and colleagues (2015) relatedly focus on the adoption 

of poison pills and find that the extent to which controversial governance policies receive more 

negative media attention influences the penalties suffered by firm executives. Negative coverage 

of executive compensation by the media can thus motivate firms to implement changes to the 

corporate governance of the firm (Bednar, 2012). However, it has also been shown that different 

stakeholders of the firm have varying priorities and incentives (Mitchell, Agle, and Wood, 1997). 

In contrast to shareholders, who are financially motivated to devote time to increase the returns 

on their investment in the firm (Fama and Jensen, 1983), journalists have less time to gauge the 

effectiveness of corporate governance changes and are also confronted with information 

asymmetry in their evaluation of firm practices (Bednar, 2012). Although the media has been 

shown to have an influence on the actions taken by firms (Bednar, Boivie, and Prince, 2013), 
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journalists have typically not made any financial commitment to the firm. This logic suggests 

that ex-post firm responses to the criticism of severance payments may be dependent upon the 

stakeholder group which is criticizing the firm for making payments to fired CEOs. 

In the context of this essay, negative media coverage of severance payments should lead 

to changes in the corporate governance of the firm; however, I propose that media coverage 

should result primarily in symbolic governance changes. Firms are likely to take action in light 

of such criticism to demonstrate that they are attempting to address criticisms to the corporate 

governance of the firm. However, corporate leaders generally prefer to not be forced to 

undertake dramatic changes in firm policy (Shipilov, Greve, and Rowley, 2019). In order to 

mitigate the extent to which firms need to enact meaningful changes to corporate governance 

following severance payments, firms can simply elect to enact symbolic governance changes. 

Media outlets often put forth reports on severance payments shortly following the announcement 

of such payments and demand quick responses on behalf of the firm. Symbolic changes should 

be able to quell negative media coverage of the firm because journalists do not have the long-

term financial motivation that shareholders have in monitoring the corporate governance of the 

firm. In this way executives are able to give the appearance of addressing criticism brought forth 

by the media, without enacting any meaningful changes at the firm. Such substantive reforms 

would take more time and may be overlooked by journalists given the media’s shorter temporal 

focus upon the firm. Symbolic changes should therefore be the most common, and perhaps 

effective, response to media criticism of severance payments to dismissed CEOs. I therefore 

propose that following media criticism of severance payments to dismissed CEOs, managers will 

be more likely to implement corporate governance changes which are symbolic in nature.  

Proposition 7: Negative media coverage of severance payments tends to result in symbolic, as 

opposed to substantive, changes to the corporate governance of the firm. 
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Consistent with the increasing prevalence of shareholder activism, the pressure brought 

forth by shareholder activists also seems to have grown more effective at inducing changes to the 

firm over time (Thomas and Cotter, 2007). While the prior proposition suggests that firms are 

likely to respond to negative media coverage of severance payments with symbolic changes to 

corporate governance, I also suggest that symbolic actions are unlikely to be utilized as a 

response to criticism from investors of the firm. Due to their financial investment in the firm 

shareholders expect substantive actions to be taken when they are dissatisfied with the actions of 

the firm’s leadership (e.g. Bebchuk, 2005; Gantchev, 2013; Rehbein et al., 2004; Sauerwald et 

al., 2016). Managers have incentives to be responsive to shareholder demands (David et al., 

2007; Zajac and Westphal, 1994) such that the actions taken by executives can be substantively 

influenced by shareholder activism. For instance, firms targeted by shareholder activists are more 

likely to rescind poison pills (Bizjak and Marquette, 1998) or declassify staggered boards of 

directors (Guo, Kruse, and Nohel, 2008). Substantive actions to revisions in the corporate 

governance of the firm may also involve changes in the structural leadership of the firm, such as 

through the appointment of a lead independent director (Krause et al., 2017). 

In my context, I propose that severance payments will tend to result in substantive ex-

post changes to the corporate governance of the firm as a response to shareholder activism. Firms 

are likely to respond to shareholder claims of lapses in the corporate governance of the firm 

(Cheffins and Armour, 2011; Gangloff et al., 2016). As opposed to changes stemming from 

criticism by media outlets, however, revisions to the corporate governance of the firm following 

pressure by shareholder activists will be more substantive in nature. While managers can take 

symbolic actions following negative media coverage in hopes that such criticism will ultimately 

subside, the financial interests of shareholders should necessitate more substantive revisions to 
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the corporate governance of the firm. Shareholders have a longer time horizon in their view of 

the firm as their financial investment in the company will continue to be influenced by actions 

taken by firm executives. That is, unlike journalists, shareholders of the firm will continue to be 

directly impacted by corporate governance failures which result in declines to the value of the 

firm. This is because investments made by shareholders have the potential to once again lose 

value if deficiencies in the corporate governance of the firm are not substantively addressed. This 

suggests that shareholders are unlikely to be appeased by gestures such as symbolic changes to 

the corporate governance of the firm. In order to ensure that such failures are not repeated, I 

propose that firms which are targeted by shareholder activists following severance payments will 

ultimately undertake more substantive revisions to the corporate governance of the firm.   

Proposition 8: Shareholder activism as a result of severance payments tends to result in 

substantive, as opposed to symbolic, changes to the corporate governance of the firm. 

DISCUSSION  

Theoretical Contributions 

 This essay outlines how firms which award severance payments to dismissed CEOs are 

influenced following the announcement of these payments. The third essay of my dissertation 

offers an important contribution to research on strategic management. In this work, I extend the 

literature on severance payments to departing executives by outlining how these payments can 

have an ex-post influence on the firms from which executives depart. Throughout my 

dissertation I have highlighted not only the importance of severance pay, but also the 

controversial nature of this form of payment. Despite this controversy, prior research on 

severance has yet to consider the potential for any lasting influences resulting from such 

payments. My model of the ex-post influence of greater severance payments provides a detailed 

discussion of how such payments ultimately influence the firm. In doing so, my work responds 
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to calls for greater consideration of how various stakeholders respond to announcements of 

severance payments to departed executives (Cowen et al., 2016) 

Future Research Opportunities  

My development of the ex-post effect of CEO severance payments also points to multiple 

avenues for future managerial research. This essay focuses upon the ex-post influence of greater 

severance following the announcement of such payments to fired CEOs. In doing so, the model I 

develop assumes general consistency in the manner in which these announcements are made. 

However, it is also possible that executives at certain firms are more effective at taking proactive 

steps to deter the ex-post effect which greater severance payments have on the outcomes I 

discuss in this essay.  Recent work has begun to explore the extent to which firms engage in 

impression management following certain announcements (Busenbark, Lange, and Certo, 2017; 

Graffin, Carpenter, and Boivie, 2011; Graffin, Haleblian, and Kiley, 2016). A further 

consideration of how the impression management literature can relate to announcements 

pertaining to severance pay may lead to important insights. For example, firms may elect to 

release information regarding severance payments, especially discretionary payments, 

strategically. It is also possible that firms may attempt to utilize other techniques in order to 

mitigate any negative ex-post repercussions from severance payments. For example, 

scapegoating of certain board members or dismissed CEOs may also be employed effectively by 

firms (Boeker, 1992). Future work can explore the strategic actions taken to influence receptions 

to severance announcements as well as the varying effectiveness of such tactics. 

 Many factors shape the perceptions of executive compensation (Kaplan, 2012). While I 

focus on these contextual factors because they are pertinent to the mechanisms underlying my 

constructs of interest, there could well be other contextual factors which influence ex-post 
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reactions to severance payments. One such factor could be the product margins of the firm. 

Severance payments may be more heavily criticized when firms operate with either very large or 

very small product margins. For example, executives in the finance industry often receive 

criticism for their compensation arrangements; however, it is also possible that media criticism 

may arise following larger severance payments to CEOs operating on smaller product margins. 

Additionally, my work also focuses upon the focal firm at which a severance payment is 

awarded; however, it is likely that the ex-post influence of severance payments may be 

influenced by prior payments to CEOs at peer firms. Future work can develop how historical and 

social aspirations may provide a baseline for future severance payments and the subsequent 

reaction from shareholders and the media. 

 Additional work can also explore heterogeneity within the constructs I discuss in this 

essay. As discussed earlier, shareholder activists may choose to employ a wide array of tactics in 

order to achieve their goal of influencing firm managers (Goranova and Ryan, 2014). This 

suggests that certain tactics used by shareholder activists may be more effective than others. 

Relatedly, it is also possible that certain media outlets are more influential in leading to changes 

in corporate governance at the firm. For example, negative media coverage from outlets which 

are primarily devoted to covering business-related issues may be more likely to initiate financial 

concerns and therefore shareholder activism.  

 A final stream of research questions can be derived from questions related to varying 

aspects of time. Negative media coverage in light of CEO severance payments may have become 

less pronounced over time as more firms have awarded severance packages to dismissed CEOs. 

The SEC disclosure amendments passed in 2006 provide a potentially fruitful point from which 

to further explore how ex-post outcomes following severance payments may have evolved over 
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time. The length of time the CEO served the company may also be important to understanding 

the ex-post ramifications for the firm. For instance, it may be that severance payments to longer-

tenured CEOs result in less shareholder activism targeting the firm due to the dismissed CEOs 

longer affiliation with the firm. It is also unclear as to how long severance payments would 

remain salient in exerting an ex-post influence. More research should be conducted in order to 

determine at what point the effects of severance payments finally begin to decline, as well as the 

more general importance of time in consideration of the ex-post ramifications of severance 

payments to dismissed CEOs. 
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APPENDIX 

 

TABLE 1 

Common Components of Executive Compensation Packages 

Compensation Type Description Payment Details 

Severance Payments to an executive in the 

event of an involuntary termination. 

Incremental payment 

owed to an executive 

upon involuntary 

termination without 

cause or good reason 

Salary  Fixed regular cash earnings Cash compensation 

included in total 

annual compensation 

Bonus Lump sum payment in addition to 

salary 

Cash compensation 

included in total 

annual compensation 

Stock options  Contractual grant providing the 

ability (not obligation) to purchase a 

specific number of shares of firm 

stock for a predetermined price The 

option can only be exercised within 

a specified future time range and 

only if it is above the ex-ante 

specified stock value. 

Equity compensation 

included in total 

annual compensation 

Stock awards  Awards of equity in the focal firm 

(e.g. restricted stock, restricted stock 

units, phantom stock, phantom stock 

units, common stock equivalent 

units etc.) that do not have option-

like features. 

Equity compensation 

included in total 

annual compensation 

Long-term incentive payouts These plans measure company 

performance over a period of more 

than one year (generally three 

years). May be paid in either equity 

or cash. 

Equity compensation 

included in total 

annual compensation 

Benefits Health insurance, life insurance 

premiums, tax reimbursements, etc. 

Benefit form or 

compensation 

included in total 

annual compensation 

Pension payments Debt-like form of payment in which 

a sum is paid upon the executive’s 

retirement. The total is based upon a 

Form of payment 

paid only upon 

executive departure, 
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predetermined by 

a formula including factors such as 

the employee's earnings history, 

tenure of service and age.  

not included in 

calculation of total 

annual compensation 

Non-qualified deferred 

compensation 

Compensation plans in which the 

payment of compensation is 

postponed in order to remain non-

tax-qualified. Many companies have 

internal plans specifically designed 

for executives. 

Form of payment 

paid only upon 

executive departure, 

not included in 

calculation of total 

annual compensation 

Golden parachute Payments in event of change in 

control of the company. 

Form of payment 

paid only upon 

specific form of 

executive departure, 

not included in 

calculation of total 

annual compensation 
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TABLE 2 

Descriptive Statistics and Correlations 

Variable Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 

1 Severance 1.13 1.32 1.00 

2 Strategic distinctiveness -11.85 2.36 -0.04 1.00 

3 CEO Option pay ratio 0.18 0.21 0.11 -0.02 1.00 

4 
CEO appointed director 

proportion 
0.35 0.28 0.09 0.05 -0.01 1.00    

5 Outsider CEO 0.38 0.48 0.09 0.09 -0.02 -0.09 1.00  

6 
Prior strategic 

distinctiveness 
-11.77 2.38 -0.05 0.78 -0.04 0.07 0.09 1.00 

7 Firm size 7.59 1.67 -0.10 -0.13 0.03 -0.09 -0.16 -0.14 1.00 

8 Other exit payment ratio 0.49 0.80 -0.04 -0.07 -0.01 -0.02 -0.21 -0.07 0.38 1.00 

9 Board busyness 0.04 0.07 -0.08 0.01 0.00 -0.02 -0.02 0.02 0.07 0.04 1.00 

10 Company age 44.83 39.36 0.02 -0.14 -0.01 -0.10 -0.12 -0.15 0.24 0.22 0.03 1.00 

11 Debt ratio 0.22 0.18 -0.01 0.00 -0.03 -0.03 0.00 0.01 0.31 0.15 0.01 0.16 1.00 

12 KZ index 0.97 7.89 0.04 -0.16 -0.08 -0.07 -0.09 -0.16 0.29 0.20 0.03 0.27 0.27 1.00 

13 Diversification 0.41 0.22 0.02 -0.15 -0.06 -0.03 -0.05 -0.16 0.12 0.15 -0.02 0.17 0.16 0.16 1.00 

14 Firm performance -2.45 0.61 -0.05 -0.04 0.03 0.06 0.00 -0.05 -0.05 -0.03 0.04 0.04 -0.03 0.11 0.04 1.00  

15 CEO tenure 2.00 1.35 0.02 -0.01 0.00 0.22 -0.03 -0.03 0.03 0.10 0.01 0.02 0.01 0.01 0.03 -0.01 1.00 

16 CEO duality 0.36 0.48 -0.02 -0.03 0.04 0.25 -0.15 -0.04 0.23 0.20 0.03 0.12 0.07 0.11 0.08 0.01 0.15 1.00  

17 CEO equity ownership 0.01 0.02 0.01 0.09 -0.11 0.24 -0.02 0.10 -0.18 -0.08 0.01 -0.11 -0.07 -0.04 -0.04 0.04 0.03 0.08 1.00        

18 CEO incentive pay 0.71 0.31 -0.12 -0.08 0.01 -0.01 -0.05 -0.07 0.23 0.04 0.00 0.04 0.04 0.00 0.01 0.01 0.03 0.10 -0.12 1.00       

19 CEO career horizon 16.46 6.35 0.02 0.01 0.11 -0.14 0.03 0.00 -0.13 -0.20 0.00 -0.10 -0.08 -0.11 -0.06 0.00 -0.09 -0.17 0.00 -0.02 1.00 

20 Previous CEO dismissed 0.02 0.14 -0.05 -0.04 0.01 -0.01 0.01 -0.05 0.04 -0.02 0.02 -0.02 0.00 0.03 -0.01 0.02 -0.01 0.01 -0.03 -0.03 -0.03 1.00     

21 Institutional ownership 0.06 0.04 0.05 0.16 -0.09 0.08 0.13 0.17 -0.34 -0.14 -0.05 -0.08 0.02 -0.05 -0.04 -0.03 -0.06 -0.09 0.16 -0.20 -0.01 -0.02 1.00    

22 Clawback 0.36 0.48 -0.02 -0.03 -0.03 0.02 0.04 -0.06 0.23 0.07 0.03 0.07 0.03 0.18 0.10 0.05 0.17 0.11 -0.04 0.12 -0.18 -0.02 -0.07 1.00   

23 Golden parachute 0.77 0.42 0.18 -0.02 -0.04 -0.04 0.04 -0.03 0.00 0.00 0.03 0.02 0.08 -0.04 0.03 0.00 0.02 0.03 -0.08 0.07 -0.01 0.01 -0.07 0.09 1.00  

24 Industry dynamism 1.78 4.15 -0.04 0.26 -0.04 0.01 0.03 0.28 0.03 -0.07 -0.02 -0.11 -0.04 -0.10 -0.24 -0.07 -0.02 -0.04 0.02 0.01 0.00 -0.03 0.04 0.03 0.03 1.00 
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TABLE 3 

  CEO Severance and Strategic Distinctiveness 

VARIABLES Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

CEO Severance  0.228*** 0.200** 0.166** 0.175* 0.288 

  (0.08) (0.09) (0.08) (0.09) (1.38) 

CEO Severance x CEO option pay ratio   0.386*   0.195 

   (0.23)   (0.28) 

CEO Severance x CEO appointed 

directors  

   -0.707***  -0.756** 

    (0.25)  (0.33) 

CEO Severance x Outsider CEO     0.162 0.191 

     (0.15) (0.18) 

CEO option pay ratio 0.205 -0.074 -0.289 -0.099 -0.110 0.087 

 (0.53) (0.53) (0.52) (0.52) (0.53) (0.60) 

CEO appointed directors  -0.755 -0.669 -0.667 -0.988* -0.683 -0.759 

 (0.51) (0.55) (0.55) (0.50) (0.55) (0.63) 

Outsider CEO -0.334 -0.411 -0.439 -0.414 -0.334 -0.235 

 (0.39) (0.37) (0.37) (0.38) (0.38) (0.39) 

Prior distinctiveness 0.178*** 0.174*** 0.174*** 0.172*** 0.170*** 0.172*** 

 (0.05) (0.05) (0.05) (0.05) (0.05) (0.06) 

Firm size 0.172 0.172 0.196 0.223 0.128 0.260 

 (0.56) (0.55) (0.55) (0.54) (0.55) (0.61) 

Other exit payments ratio 0.272 0.203 0.188 0.183 0.231 0.130 

 (0.22) (0.21) (0.21) (0.20) (0.21) (0.23) 

Board busyness 1.040 1.446 1.611 1.631 1.330 1.736 

 (1.19) (1.23) (1.24) (1.29) (1.25) (1.28) 

Company age -0.078*** -0.071*** -0.066*** -0.076*** -0.068*** -0.073*** 

 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 

Debt ratio 1.388 1.675 1.710 1.813 1.634 2.069 

 (1.31) (1.26) (1.26) (1.23) (1.25) (1.44) 

Financial constraint 0.027 0.024 0.026 0.031 0.025 0.047* 

 (0.03) (0.02) (0.02) (0.02) (0.02) (0.03) 

Total diversification 1.667 1.749 1.862 1.857 1.778 2.208 

 (1.75) (1.74) (1.74) (1.69) (1.72) (1.76) 

Firm performance -0.081 -0.094 -0.091 -0.088 -0.093 0.152 

 (0.15) (0.16) (0.16) (0.16) (0.16) (0.19) 

CEO tenure -0.394* -0.413* -0.413* -0.406* -0.415* -0.467* 

 (0.22) (0.22) (0.23) (0.23) (0.23) (0.26) 

CEO duality 0.259 0.277 0.275 0.229 0.293 0.283 

 (0.27) (0.29) (0.29) (0.30) (0.29) (0.33) 

CEO equity ownership 31.236 31.211 32.307 40.622 30.989 55.846 

 (38.51) (40.57) (39.54) (41.97) (40.13) (38.52) 

CEO incentive compensation ratio 0.299 0.374 0.275 0.280 0.383 0.288 

 (0.29) (0.28) (0.29) (0.28) (0.28) (0.30) 

CEO age -0.015 0.014 0.018 0.023 0.019 0.039 

 (0.08) (0.10) (0.10) (0.10) (0.10) (0.08) 

Prior CEO dismissed -0.740* -0.510 -0.547 -0.607 -0.571 -0.755 

 (0.41) (0.64) (0.66) (0.67) (0.65) (0.93) 

Institutional ownership 3.170 1.693 1.807 2.564 1.836 2.252 

 (6.15) (6.26) (6.26) (6.22) (6.36) (6.88) 

Clawback 0.122 0.124 0.092 0.102 0.153 0.144 

 (0.27) (0.28) (0.28) (0.28) (0.28) (0.33) 

Golden parachute 0.077 0.103 0.099 0.096 0.098 -0.079 

 (0.25) (0.25) (0.25) (0.26) (0.25) (0.31) 

Industry uncertainty -0.027 -0.028 -0.041 -0.035 -0.030 0.091 
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 (0.13) (0.13) (0.13) (0.13) (0.13) (0.18) 

Constant -6.694 -10.049** -10.286** -10.495** -9.828** -11.416* 

 (4.80) (4.57) (4.60) (4.57) (4.57) (5.80) 

Observations 668 666 666 666 666 586 

R-squared 0.091 0.101 0.105 0.113 0.103 0.146 

Firm & Year FE YES YES YES YES YES YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
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TABLE 4 

Revised Severance Measure and Strategic Distinctiveness 

 

VARIABLES Model 1 Model 2 Model 3 Model 4 

Severance revised measure 0.322*** 0.304*** 0.242*** 0.261** 

 (0.09) (0.10) (0.09) (0.11) 

CEO Severance x CEO option pay ratio  0.198   

  (0.25)   

CEO Severance x CEO appointed 

directors  

  -0.846***  

   (0.30)  

CEO Severance x Outsider CEO    0.190 

    (0.18) 

CEO option pay ratio 0.311 0.231 0.234 0.258 

 (0.62) (0.60) (0.61) (0.61) 

CEO appointed directors -0.545 -0.537 -0.810 -0.537 

 (0.66) (0.66) (0.62) (0.66) 

Outsider CEO  -0.331 -0.349 -0.307 -0.232 

 (0.39) (0.39) (0.39) (0.38) 

Prior distinctiveness 0.187*** 0.188*** 0.178*** 0.179*** 

 (0.06) (0.06) (0.06) (0.06) 

Firm size 0.213 0.233 0.270 0.177 

 (0.61) (0.62) (0.60) (0.61) 

Other exit payments ratio 0.121 0.113 0.097 0.152 

 (0.22) (0.22) (0.22) (0.23) 

Board busyness 1.645 1.679 1.842 1.463 

 (1.20) (1.19) (1.25) (1.24) 

Company age -0.077*** -0.075*** -0.080*** -0.074*** 

 (0.02) (0.02) (0.02) (0.02) 

Debt ratio 1.993 2.020 2.077 1.975 

 (1.47) (1.48) (1.44) (1.46) 

Financial constraint 0.043 0.044 0.043 0.046 

 (0.03) (0.03) (0.03) (0.03) 

Total diversification 2.028 2.086 2.067 2.068 

 (1.83) (1.83) (1.78) (1.81) 

Firm performance 0.125 0.125 0.153 0.123 

 (0.18) (0.18) (0.19) (0.18) 

Prior CEO dismissed -0.760 -0.784 -0.820 -0.826 

 (0.61) (0.62) (0.68) (0.63) 

Institutional ownership 1.478 1.570 1.995 1.915 

 (6.63) (6.64) (6.60) (6.72) 

Clawback 0.119 0.097 0.129 0.146 

 (0.31) (0.32) (0.32) (0.32) 

Golden parachute -0.063 -0.066 -0.099 -0.049 

 (0.30) (0.30) (0.30) (0.30) 

Industry uncertainty 0.096 0.092 0.097 0.092 

 (0.18) (0.18) (0.18) (0.18) 

CEO tenure -0.475* -0.477* -0.465* -0.478* 

 (0.25) (0.25) (0.25) (0.25) 

CEO duality 0.287 0.282 0.265 0.316 

 (0.32) (0.33) (0.32) (0.33) 

CEO equity ownership 54.952 54.308 59.232 52.732 

 (38.50) (38.34) (39.13) (38.19) 

CEO incentive compensation ratio 0.430 0.385 0.294 0.450 

 (0.30) (0.30) (0.30) (0.30) 

CEO age 0.021 0.023 0.033 0.027 
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 (0.09) (0.08) (0.09) (0.08) 

Constant -9.826* -10.006* -10.609** -9.966* 

 (5.09) (5.12) (5.12) (5.10) 

Observations 586 586 586 586 

R-squared 0.129 0.130 0.143 0.132 

Firm & Year FE YES YES YES YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 

  



126 
 

 

TABLE 5 

  CEO Severance and Strategic Distinctiveness (CEO Fixed Effects) 

VARIABLES Model 1 Model 2 Model 3 Model 4 

CEO Severance 0.255*** 0.232*** 0.211*** 0.243*** 

 (0.07) (0.08) (0.07) (0.08) 

CEO Severance x CEO option pay ratio  0.331*   

  (0.19)   

CEO Severance x CEO appointed directors    -0.533**  

   (0.22)  

CEO Severance x Outsider CEO    0.036 

    (0.15) 

CEO option pay ratio -0.802 -0.980** -0.801 -0.806 

 (0.50) (0.50) (0.50) (0.50) 

CEO appointed directors -1.136** -1.138** -1.313*** -1.140** 

 (0.54) (0.54) (0.50) (0.54) 

CEO outsider -0.691 -0.698 -0.665 -0.669 

 (0.43) (0.43) (0.44) (0.43) 

Prior distinctiveness 0.210*** 0.210*** 0.210*** 0.209*** 

 (0.06) (0.06) (0.06) (0.06) 

Firm size -0.045 -0.004 -0.024 -0.053 

 (0.58) (0.58) (0.57) (0.58) 

Other exit payments ratio 0.177 0.166 0.159 0.183 

 (0.22) (0.21) (0.21) (0.22) 

Board busyness 2.795*** 2.932*** 2.949*** 2.772*** 

 (1.05) (1.06) (1.07) (1.07) 

Company age -0.031* -0.026 -0.037** -0.030* 

 (0.02) (0.02) (0.02) (0.02) 

Debt ratio 1.849 1.881 2.021 1.835 

 (1.27) (1.28) (1.26) (1.28) 

Financial constraint -0.004 -0.003 0.002 -0.004 

 (0.02) (0.02) (0.02) (0.02) 

Total diversification 2.027 2.154 2.120 2.037 

 (1.77) (1.77) (1.74) (1.77) 

Firm performance -0.134 -0.133 -0.128 -0.134 

 (0.15) (0.15) (0.15) (0.15) 

CEO tenure -1.334*** -1.364*** -1.280*** -1.331*** 

 (0.18) (0.16) (0.21) (0.18) 

CEO duality 0.206 0.201 0.176 0.208 

 (0.31) (0.31) (0.32) (0.31) 

CEO equity ownership -3.076 0.471 5.362 -2.647 

 (39.12) (38.85) (40.84) (39.08) 

CEO outsider -0.691 -0.698 -0.665 -0.669 

 (0.43) (0.43) (0.44) (0.43) 

CEO incentive compensation ratio 0.320 0.239 0.253 0.322 

 (0.28) (0.29) (0.28) (0.28) 

CEO age 0.217 0.226 0.223 0.213 

 (1.70) (1.70) (1.64) (1.71) 

Prior CEO dismissed -0.883*** -0.850*** -0.837*** -0.883*** 

 (0.26) (0.26) (0.26) (0.26) 

Institutional ownership 6.192 6.289 6.488 6.178 

 (6.62) (6.60) (6.60) (6.64) 

Clawback 0.191 0.157 0.158 0.196 

 (0.28) (0.29) (0.28) (0.29) 

Golden parachute 0.232 0.222 0.226 0.231 

 (0.24) (0.24) (0.25) (0.24) 
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Industry uncertainty -0.027 -0.037 -0.029 -0.027 

 (0.15) (0.15) (0.15) (0.15) 

Constant -13.931 -14.494 -14.122 -13.561 

 (33.72) (33.68) (32.47) (33.82) 

Observations 646 646 646 646 

R-squared 0.133 0.136 0.140 0.133 

Firm & Year FE YES YES YES YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
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Variable Mean S.D. Min Max 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

CEO severance pay ratio 0.91 0.96 0.00 3.84 1.00 

CEO duality  0.27 0.44 0.00 1.00 -0.04 1.00 

Insider CEO origin 0.64 0.48 0.00 1.00 -0.11 0.13 1.00 

CEO career horizon 17.79 6.19 1.00 38.00 -0.07 -0.16 -0.02 1.00 

Predecessor CEO dismissal 0.13 0.34 0.00 1.00 0.03 -0.07 -0.14 -0.09 1.00 

Firm size 7.67 1.49 5.05 10.71 -0.10 0.23 0.16 -0.20 0.04 1.00 

Firm performance -0.09 0.05 -0.26 0.03 -0.02 0.02 0.04 -0.03 0.03 0.05 1.00 

Diversification 0.35 0.14 0.16 0.70 0.12 0.16 0.07 -0.06 0.01 0.15 -0.01 1.00 

Institutional ownership 0.05 0.03 0.02 0.17 0.03 -0.09 -0.31 0.01 0.03 -0.35 0.06 -0.11 1.00 

Firm debt ratio 0.22 0.17 0.00 0.65 -0.02 0.05 0.02 -0.11 0.04 0.31 0.09 0.11 0.08 1.00 

Firm SGA ratio 0.26 0.17 0.02 0.90 -0.07 -0.14 -0.10 0.10 0.05 -0.16 0.09 -0.42 -0.01 -0.14 1.00 

Firm intangible asset ratio 0.20 0.19 0.00 0.69 0.05 -0.06 0.00 -0.01 0.09 0.10 0.00 -0.17 -0.15 0.03 0.21 1.00 

CEO incentive pay ratio 0.61 0.25 0.00 1.00 -0.18 0.17 0.04 -0.09 0.00 0.42 -0.02 -0.02 -0.23 0.08 0.00 0.04 1.00 

CEO equity ownership 0.00 0.01 0.00 0.04 0.05 0.10 0.08 0.10 -0.11 -0.27 -0.06 -0.02 0.19 -0.10 -0.04 -0.06 -0.13 1.00 

CEO golden parachute ratio 2.27 1.68 0.00 7.51 0.41 0.07 0.05 0.03 -0.03 0.05 -0.01 0.17 -0.13 0.00 -0.08 0.02 -0.06 -0.09 1.00 

Predecessor firm related wealth 19581.96 36982.77 111.82 214159.10 -0.16 0.02 0.14 0.09 -0.10 0.16 0.00 -0.09 -0.15 -0.10 0.03 0.08 0.13 0.26 -0.20 1.00 

Industry concentration 0.23 0.21 0.03 0.99 0.00 0.01 0.08 -0.06 -0.03 -0.06 -0.08 0.29 -0.05 -0.06 -0.13 0.07 -0.03 0.05 0.06 -0.06 1.00 

CEO appointed directors 0.25 0.25 0.00 1.00 0.07 0.16 0.07 -0.14 -0.08 -0.10 0.09 -0.06 0.17 -0.07 -0.02 -0.07 -0.06 0.26 -0.10 0.02 0.04 1.00 

Board busyness 0.40 0.16 0.08 0.75 -0.04 0.18 -0.05 -0.13 0.02 0.30 0.03 0.06 0.03 0.21 -0.06 0.00 0.17 -0.08 0.01 -0.04 -0.06 -0.09 1.00 

Independent director network size 953.80 476.05 234.80 2226.33 -0.04 0.19 0.02 -0.11 0.04 0.51 0.03 -0.15 -0.17 0.08 0.30 0.15 0.26 -0.12 -0.01 0.20 -0.03 -0.02 0.33 1.00 

TABLE 6 

Descriptive Statistics and Correlations 

Sample n= 212. All correlations over |.11| are statistically significant with a p-value of <.05 
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VARIABLES Model 1 Model 2 Model 3 Model 4 Model 4 Model 5 

CEO duality  -0.301**    -0.306** 

  (0.15)    (0.15) 

CEO insider   -0.280**   -0.247* 

   (0.13)   (0.14) 

CEO career horizon    -0.019*  -0.019* 

    (0.01)  (0.01) 
Predecessor CEO dismissal     0.118 -0.016 

     (0.18) (0.19) 

Firm size -0.075 -0.064 -0.073 -0.091 -0.076 -0.078 

 (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) 

Firm performance 0.632 0.665 0.778 0.667 0.615 0.831 

 (1.17) (1.12) (1.19) (1.20) (1.17) (1.18) 

Diversification 0.724 0.839 0.624 0.776 0.706 0.807 

 (0.53) (0.52) (0.52) (0.53) (0.53) (0.51) 

Institutional ownership -0.598 -0.909 -2.298 -0.806 -0.724 -2.607 

 (2.64) (2.66) (2.95) (2.65) (2.67) (2.95) 

Firm debt ratio 0.025 0.023 0.093 0.011 0.014 0.069 

 (0.45) (0.44) (0.45) (0.44) (0.45) (0.43) 

Firm SGA ratio -0.435 -0.516 -0.526 -0.328 -0.448 -0.486 

 (0.42) (0.41) (0.42) (0.42) (0.42) (0.42) 

Firm intangible asset ratio 0.367 0.360 0.310 0.335 0.340 0.282 

 (0.39) (0.38) (0.39) (0.39) (0.39) (0.39) 

CEO incentive compensation ratio -0.597** -0.541* -0.600** -0.576** -0.592** -0.522* 

 (0.29) (0.29) (0.29) (0.28) (0.29) (0.28) 

CEO equity ownership 7.636 10.835 9.956 7.735 8.00 12.980 

 (7.62) (8.16) (7.54) (7.41) (7.62) (7.77) 

Golden parachute ratio 0.204*** 0.211*** 0.204*** 0.212*** 0.206*** 0.218*** 

 (0.05) (0.05) (0.05) (0.05) (0.05) (0.05) 

Predecessor firm related wealth -0.000*** -0.000*** -0.000** -0.000** -0.000** -0.000* 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Industry concentration -0.481 -0.468 -0.359 -0.539 -0.479 -0.420 

 (0.38) (0.36) (0.37) (0.38) (0.38) (0.36) 

Directors appointed by CEO 0.179 0.273 0.267 0.069 0.192 0.237 

 (0.30) (0.30) (0.29) (0.30) (0.30) (0.30) 

Board busyness 0.193 0.275 0.023 0.242 0.167 0.180 

 (0.44) (0.44) (0.42) (0.44) (0.44) (0.41) 

Independent director network size 0.000 0.000 0.000 0.000 0.000 0.000 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Constant 232.381 245.816* 178.258 273.162* 229.684 240.351 

 (144.63) (143.92) (138.20) (148.39) (144.29) (140.39) 

Observations 212 212 212 212 212 212 

R-squared 0.241 0.256 0.256 0.254 0.241 0.287 

YEAR CONTROLS YES YES YES YES YES YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
 

TABLE 7 

Antecedents of the Proportion of CEO Severance Pay 
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TABLE 8 

Robustness Check: Antecedents to CEO Severance Pay 
VARIABLES Model 1 

Logged Total Severance 

Pay as Dependent Variable 

CEO duality -2.094* 

 (1.12) 

CEO insider -3.128*** 

 (0.75) 

CEO career horizon -0.048 

 (0.06) 

Predecessor CEO dismissal -0.403 

 (1.07) 

Logged CEO annual compensation 2.179*** 

 (0.84) 

Firm size -0.447 

 (0.50) 

Firm performance -0.787 

 (6.77) 

Diversification 6.506** 

 (3.06) 

Institutional ownership 3.901 

 (14.87) 

Firm debt ratio -2.699 

 (2.48) 

Firm SGA ratio -2.174 

 (3.02) 

Firm intangible asset ratio 5.862*** 

 (2.10) 

CEO incentive compensation ratio -1.492 

 (1.75) 

CEO equity ownership -0.882 

 (51.12) 

Golden parachute ratio 0.482** 

 (0.24) 

Predecessor firm related wealth -0.000** 

 (0.00) 

Industry concentration -1.308 

 (2.45) 

Directors appointed by CEO 3.371* 

 (1.76) 

Board busyness -1.782 

 (2.87) 

Independent director network size 0.000 

 (0.00) 

Constant 76.917 

 (1025.43) 

Observations 203 
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R-squared 0.244 

YEAR CONTROLS YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
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TABLE 9 

Supplementary Analysis: Severance Payments to Predecessor CEOs and Successor CEO Severance 

 Model 1 

VARIABLES 

 
IV measured as the Severance Payment 

Value Relative to Total Compensation 

Severance paid to predecessor CEO 0.000 

 (0.00) 

CEO duality -0.413 

 (0.46) 

CEO insider -0.109 

 (0.29) 

CEO career horizon 0.033 

 (0.02) 

Predecessor CEO dismissal -0.144 

 (0.43) 

Firm size -0.263 

 (0.16) 

Firm performance -0.250 

 (4.20) 

Diversification 0.621 

 (1.43) 

Institutional ownership 1.511 

 (9.35) 

Firm debt ratio -0.723 

 (1.04) 

Firm SGA ratio -1.412 

 (0.84) 

Firm intangible asset ratio 0.620 

 (0.98) 

CEO incentive compensation ratio -1.337 

 (1.00) 

CEO equity ownership -47.739 

 (32.89) 

Golden parachute ratio 0.196 

 (0.13) 

Predecessor firm related wealth 0.000 

 (0.00) 

Industry concentration 0.081 

 (1.04) 

Directors appointed by CEO 1.988** 

 (0.76) 

Board busyness -1.808 

 (1.59) 

Independent director network size 0.001* 

 (0.00) 

Constant -887.522* 

 (511.70) 



133 
 
 

 

 

R-squared 0.575 

YEAR CONTROLS YES 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
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Figure 1: Value of severance pay for the new CEOs in my sample. The y-axis on the left is 

measured in millions of dollars, while the y-axis on the right examines the value of severance 

relative to the total annual compensation received by the CEO. 
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Figure 2: Value of stock option pay for the new CEOs in my sample. The y-axis on the left is 

measured in millions of dollars, while the y-axis on the right examines the value of severance 

relative to the total annual compensation received by the CEO. 
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FIGURE 3 

The ex-post influence of severance payments to dismissed CEOs 
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