
 
 

 

  



 
 

 

ABSTRACT 

Three Essays on CEO Succession  

By 

Xiwei Yi 
This dissertation focuses on how newly appointed CEOs manage their leadership 

transition process and consists of three empirical essays. Findings from the first essay indicate 

that newly appointed CEOs could use influence tactics to manage relationship with important 

organizational constituents. Specifically, ingratiation enhances the new CEO’s social approval 

based on interpersonal liking and improves the new CEO’s relationship with the predecessor 

CEO who was retained as the current board chair while self-promotion enhances the new CEO’s 

social approval based on recognition of competence and reduces shareholders’ misbelief about 

the new CEO. Findings from the second essay suggest that outside CEOs could communicate 

their early action plans with important organizational stakeholders to improve their early-stage 

evaluation. Specifically, I find poor presuccession performance and the dismissal of predecessor 

CEO will increase the outside CEO’s number of early action plans and the number of the outside 

CEO’s early action plans will be positively associated with postsuccession analyst 

recommendation change. In addition, the outside CEO’s prior advantageous work experience 

(prior intra-industry experience, prior CEO experience and prior experience in “CEO factories”) 

will strengthen the positive relationship between the number of the outside CEO’s early action 

plans and postsuccession analyst recommendation change. Findings from the third essay suggest 

firms experience negative stock market reaction when they dismiss newly appointed CEOs while 

their rival firms experience positive stock market reaction to the same dismissal. In addition, 



 
 

rival firms that are in closer amount of sales revenue, and/or have more geographic market 

overlap and/or have more analyst coverage overlap will experience a more positive stock market 

reaction.  
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Chapter 1 

1.1. INTRODUCTION 

As a major component of leadership transition, CEO succession is of central importance 

in strategic management. A number of studies have examined important topics in CEO 

succession, including the antecedents of CEO departure (Boeker, 1992; Ocasio, 1994; Shen & 

Cannella, 2002a; Fredrickson, Hambrick, & Baumrin, 1988; Shen & Cho, 2005), the types of 

succession—for example, relay succession, contender succession, and outside succession (Zhang 

& Rajagopalan, 2004; Shen & Cannella, 2002b; Shen & Cannella,2003; Cannella & Shen, 2001), 

the process of new CEO selection (Zajac & Westphal, 1996; Westphal & Fredrickson, 2001), 

and the influence of the successor’s background and experiences (Finkelstein & Hambrick, 1990; 

Gupta & Govindarajan, 1984; Bantel & Jackson, 1989; Finkelstein & Hambrick, 1990) on 

postsuccession strategic change and on the organization’s performance (Zhang & Rajagopalan, 

2003; Zhang & Rajagopalan, 2010; Shen & Cannella, 2003). While a lot of research attention has 

been given to both the presuccession organizational dynamics and the postsuccession 

consequences, there is little research focusing on the leadership transition process that takes 

place when newly appointed CEOs assume power from their predecessors.  

The literature has documented that the transition of leadership in organizations takes time 

and that failing to perform well during the transition period may lead to the early dismissal of 
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newly appointed CEOs (Finkelstein, Hambrick, & Cannella, 2009; Zhang, 2008; Khurana, 2001; 

Shen & Cannella, 2002a). Prior studies generally rely on the new CEO’s background and 

experiences (e.g., outside CEOs versus inside CEOs; Shen & Cannella, 2002a), or the succession 

context (e.g., whether the predecessor CEO was dismissed; Zhang, 2008), as proxies to predict 

how likely it is the new CEOs will make it through the transition period. I argue, however, that 

compared with proxies such as the new CEO’s background and experiences or the new CEO’s 

succession context, it is what the newly appointed CEO does after taking office which has a 

more direct and deterministic impact on the evaluation of the new CEO’s eligibility and, hence, 

the new CEO’s early dismissal rate. While it is widely acknowledged that newly appointed 

CEOs could “do something” to manage their leadership transition process (Porter, Lorsch, & 

Nohria, 2004; Scudder & Scudder, 2012; Coyne II, 2009), this phenomenon is understudied in 

academic fields. Little research has explored what new CEOs could do to manage their 

succession and promote a smooth leadership transition. To fill in this research blank, I aim to 

answer the first important question: What can newly appointed CEOs do to manage the potential 

challenges that may appear in their leadership transition period? 

Firstly, I focus on adversities that may befall all newly appointed CEOs: challenges from 

unsupportive but powerful organizational stakeholders. Challenges from unsupportive but 

powerful stakeholders could exist in any period of the CEO’s tenure, but are particularly 

threatening to new CEOs who are in their leadership transition period. Since new CEOs have not 

yet established their power in the organization and since their authority from the board is 

“somewhat tentative” (Shen & Cannella, 2002a), they are particularly vulnerable to challenges 

from powerful stakeholders in the early years of their tenure. In addition, the new CEOs’ 

leadership capacity is under scrutiny by the board (Selznick, 1957) in the transition period and 
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the lack of endorsement from powerful stakeholders may raise serious concerns from the board 

about the new CEOs’ eligibility (Shen & Cannella, 2002a). While prior research has documented 

the negative effects of certain unsupportive stakeholders—for example, rival executives (Shen & 

Cannella, 2002a)—little is known about what newly appointed CEOs can do to manage such 

obstacles.  

Essay 1 (Chapter 2), entitled “Surfing the Tough Water: How Newly Appointed CEOs 

Use Social Influence Tactics to Manage the Leadership Transition Process?”, aims to answer 

questions about what newly appointed CEOs can do when confronting unsupportive but 

powerful stakeholders. In this study, I argue that while new CEOs have comparatively weak 

power in the leadership transition period, they could use social influence tactics to positively 

affect the attitudes of unsupportive organizational stakeholders and build rewarding relationships 

with them. In this study, I identified two conditions where the newly appointed CEO may face 

challenges from unsupportive but powerful organizational stakeholders: (1) when the 

predecessor CEO is retained as the board chair without a departure time, which shows the 

predecessor CEO’s reluctance to pass the baton and emotional resistance to the succeeding CEO; 

and (2) when there is a negative stock market reaction to the appointment of the new CEO, 

which reflects that shareholders, aggregately, doubt the new CEO’s competence. While both of 

these conditions increase the new CEO’s early dismissal rate, I argue different social influence 

tactics should be used to deal with the predecessor’s emotional resistance and the shareholders’ 

misgivings. Specifically, I propose that the new CEO’s use of ingratiation, defined as a pattern of 

submissive behavior that serves to enhance one’s interpersonal attractiveness (Westphal & Stern, 

2006), could help build a rewarding relationship with the predecessor CEO and hence weaken 

the relationship between the retention of the predecessor CEO and the new CEO’s early 
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dismissal rate. In addition, I argue the new CEO’s use of self-promotion, defined as attempts to 

create an appearance of competence or convey the information that the actor is capable of 

completing a task (Jones & Pittman, 1982), could weaken the relationship between a negative 

stock market reaction and the new CEO’s early dismissal rate by building a competent image in 

the eyes of the shareholders.  

After addressing the question regarding the lack of endorsement from powerful 

stakeholders, I focused on a particular challenge for newly appointed CEOs with outside origins 

in Essay 2. It is widely acknowledged that outside CEOs confront the dilemma that they are 

under pressure to take quick actions to behave consistently with their going-in-mandate, yet they 

usually lack the information to make prudent decisions (Finkelstein et al., 2009; Shen, 2003). 

Prior literature has documented that this dilemma poses great challenges for new outside CEOs 

in their leadership transition period. For example, studies have shown that new CEOs with 

outside origins could be overwhelmed by the great deal of learning required by the new position 

(Vancil, 1987) and take bad actions due to a sense of urgency to prove their worthiness (Gabarro, 

1987). While the dilemma and its negative influence are well documented (Shen & Cannella, 

2002a; Vancil, 1987; Gabarro, 1987; Finkelstein et al., 2009), how the new outside CEOs 

manage this problem and how their behaviors are evaluated by critical constituents remain 

unsolved issues. 

Essay 2 (Chapter 3), entitled “The Dilemma of Moving Fast: The Antecedents and 

Consequences of Outside CEOs’ Early Action Plans and the Moderating Effects of the Plans’ 

Quality,” focuses on outside CEOs’ early action plans, defined as a set of recent or planned 

actions proposed by the new CEOs in their early tenure (e.g., the first year of their tenure). In this 

study, I focus on the new CEOs’ early-stage evaluation from a specific group of important 
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constituents: the investment analysts who serve as information intermediaries in the capital 

market. I aim to answer the following questions: (1) When new CEOs with outside origins face 

pressure to take quick actions while lacking pertinent knowledge to make prudent decisions, how 

are their early action plans influenced by the external pressure in their succession context (e.g., 

presuccession performance decline and the predecessor CEO being dismissed) and their prior 

advantageous experiences (e.g., prior intra-industry work experiences, prior CEO experiences, 

and prior experiences as top executives in leading firms)? (2) When new CEOs with outside 

origins propose early action plans in the first year of their tenure, how do they influence their 

evaluation by investment analysts? (3) Since the new CEO’s early action plans may run the risk 

of being bad actions, will the investment analysts’ evaluation of the new CEO depend on their 

perceptions of the quality of the new CEO’s early action plans? Specifically, will the new CEOs 

prior advantageous experiences positively moderate the investment analysts’ evaluation and  the 

external pressure in the succession context negatively moderate such evaluation?  

While Essay 1 and Essay 2 focus on the new CEO’s leadership transition period and 

examine what newly appointed CEOs could do to enhance their evaluation by critical 

constituents and alleviate their early dismissal rate, Essay 3 shifts the focus to the consequences 

and implications of CEO dismissal for the focal firm’s peer firms. A number of studies have 

examined the consequences of CEO dismissal (Jenter & Kanaan, 2006; Wiersema, 2002). 

However, extant research generally examined the implications of CEO dismissal for the focal 

organization, including the organization’s subsequent performance (Jenter & Kanaan, 2006; 

Wiersema, 2002) and the quality of the firm’s subsequent CEO succession (e.g., “vicious cycle”; 

Wiersema, 2002). Recent studies have documented an increasing interest in exploring how the 

focal firm’s actions have influence that reaches beyond the boundaries of the focal organization 
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(Yu, Sengul, & Lester, 2008; Kang, 2008; Paruchuri & Misangyi, 2014). Following this logic, 

Essay 3 extends current research on the consequences of CEO dismissal by investigating how the 

dismissal of a CEO in the focal firm influences the stock market reaction to peer firms; 

specifically, the focal firm’s competitors.  

Essay 3 (Chapter 4), entitled “Benefit from Your Misfortune: Stock Market Reaction to 

Competing Firms upon the Dismissal of the Focal Firm’s CEO,” explores how CEO dismissal in 

the focal firm influences stock market reactions to its competitors. In Essay 3, I argue that the 

focal firm’s competitors tend to have a positive stock market reaction to the announcement of the 

CEO dismissal in the focal firm. As the dismissal of the CEO often causes leadership disruption 

and organizational discontinuities in the focal firm, from a competitive dynamic perspective, 

dismissal provides an opportunity for the focal firm’s competitors. In addition, I explore how the 

proposed positive relationship between the dismissal of the focal firm’s CEO and the stock 

market reaction to its competitors is contingent upon factors such as whether the dismissal of the 

focal firm’s CEO is early dismissal (occurring within three years from succession), the industry 

ranking distance between the focal firm and the competing firm, and the overlap between the 

focal firm’s and the competitor’s analyst coverage. Specifically, I propose that the early 

dismissal of the focal firm’s CEO will positively moderate the proposed positive relationship 

since early dismissal leaves the board of the focal firm unprepared for the selection of a new 

CEO, thus exacerbating the problems of leadership disruption and organizational discontinuities. 

In addition, I argue the industry ranking distance (the distance between the two firms’ industry 

ranking by sorting sales revenue) will negatively moderate the proposed positive relationship 

since a smaller ranking distance between the two firms allows the competing firm to assume an 

advantage from the focal firm’s leadership problems. Last but not least, I argue the overlap of 
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analyst coverage between the two firms positively moderates the proposed relationship because 

analyst coverage overlap increases awareness among the shareholders of the competing firm 

about the focal firm’s leadership problems and its potential competitive disadvantages.  

1.2. CONTRIBUTIONS 

My dissertation offers two major theoretical contributions to extant literature. First, it 

contributes to CEO succession literature by examining what newly appointed CEOs do after 

taking office and how such actions influence their evaluation by important constituents and their 

early dismissal rate. While extensive research has examined the presuccession organizational 

dynamics that cause the involuntary departures of CEOs and influence the selection of new 

CEOs and postsuccession strategic and performance, little research has examined how newly 

appointed CEOs endure their leadership transition periods. This dissertation fills in the research 

blank by examining how newly appointed CEOs manage challenges in their leadership transition 

process. Essay 1 examines a general problem for all newly appointed CEOs: When confronting 

unsupportive but powerful stakeholders, what can new CEOs do to alleviate negative influences 

and promote a successful leadership transition? Essay 1 is the first study to suggest that while 

newly appointed CEOs have comparatively weak power in the organization, they could use 

social influence tactics to build rewarding relationships with powerful stakeholders and 

positively manage their attitudes. Essay 2 examines a particular challenge for newly appointed 

CEOs with outside origins regarding the dilemma of being expected to take quick actions while 

lacking the pertinent information to do so. Essay 2 is the first study to focus on the new outside 

CEO’s early action plans, defined as a set of recent or planned actions proposed by the new CEO 

in his or her early stage (the first year of their tenure), as a way to manage this dilemma and its 
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effectiveness on improving evaluation to the new CEO from important constituents based on a 

number of contingencies.  

and further explores whether the outside CEO’s prior advantageous experience and the 

external pressure of the succession context moderates how investment analysts’ evaluate the new 

CEO.  

Second, this dissertation contributes to the literature examining the consequences of CEO 

dismissal. Extant research has generally examined the implications of CEO dismissal on the 

focal organization. However, limited attention has been paid to whether and how the dismissal of 

the CEO of the focal firm influences peer firms; specifically, the focal firm’s competitors. Essay 

3 extends this stream of literature by suggesting that while CEO dismissal causes leadership 

disruption and organizational discontinuity in the focal firm, the focal firm’s competitors might 

benefit from these leadership problems. Thus, Essay 3 becomes the first study to examine how 

the influence of CEO dismissal reaches beyond the boundaries of the focal organization.  
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Chapter 2 

2.1. ABSTRACT 

This study examines the effect of newly appointed CEOs using social influence 

tactics, specifically ingratiation and self-promotion, to manage challenges in the leadership 

transition process. I identify two challenging scenarios that increase newly appointed CEOs 

early dismissal rate: (1) when the predecessor CEO is retained as the board chair without 

announcing a departure plan, and (2) when a negative stock market reaction occurs upon the 

appointment of the new CEO. I propose that the newly appointed CEO’s ingratiation (to the 

predecessor CEO), which is defined as submissive behavior to improve one’s interpersonal 

attractiveness through pleasing others, mitigates the effect of the retained predecessor CEO on 

the new CEO’s early dismissal rate by enhancing the latter’s social approval based on 

interpersonal liking. In addition, the newly appointed CEO’s use of self-promotion, defined 

as an attempt to create an image of competence, alleviates the influence of negative stock 

market reaction on the new CEO’s early dismissal rate by enhancing the new CEO’s social 

approval based on the attribution of competence. Collecting data on newly appointed CEOs’ 

opening speeches and interaction with stock analysts in their early tenure-earnings conference 

call transcripts, I use a computer-aided content analysis to create proxies for newly appointed 

CEOs’ use of ingratiation and self-promotion. The empirical results show strong support for 
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my theoretical model.  

 

2.2. INTRODUCTION 

Occupying the most critical position in an organization, CEOs have garnered extensive 

research attention in strategic management. A large number of studies have examined how 

established CEOs’ values and behavior influence a firm’s strategy and performance (e.g., 

Kaplan, Klebanov & Sorensen, 2012; Berson, Oreg & Dvir, 2008). However, comparatively less 

attention has been given to newly appointed CEOs, who have yet to build their own power and 

influence in an organization. Unlike their established peers, newly appointed CEOs reside in a 

probation period in which their authority from the board is somewhat “tentative” (Shen & 

Cannella, 2002: p. 1197). The increasing number of early dismissal examples indicates that 

smooth leadership transition is a significant yet challenging aspect for newly appointed CEOs 

(Finkelstein, Hambrick & Carpenter, 2009; Shen & Cannella, 2002; Khurana, 2001; Shen, 2003).  

The leadership transition process for new CEOs is an important question for both 

researchers and practitioners, because failure in such transitions could result not only in 

organizational disruption that might lead to lost opportunities (Khurana, 2001) but also an 

increase in the risk of a “vicious cycle” (Wiersema, 2002) in a firm’s succession. While a 

number of studies have identified factors that causes newly appointed CEOs’ early dismissals 

(Shen & Cannella, 2002; Khurana, 2001; Wiersema, 2002; Zhang, 2008; Graffin, Boivie, & 

Carpenter, 2013), very few studies have attempted to address the question of what new CEOs 

could do to manage challenges in the leadership transition process and alleviate their early 

dismissal rate. This study aims to fill the literature gap by examining how newly appointed CEOs 
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manage two particularly challenging scenarios that could occur in the leadership transition 

process: (1) the predecessor CEO is retained as the board chair without announcing a departure 

plan, which generally shows the former CEO’s intention to maintain continued power and 

prolong personal significance in the organization; and (2) the stock market reacts negatively to 

the new CEO’s appointment, which suggests that the shareholders cast doubt upon the new 

CEO’s competence.  

Both of the predecessor CEO and the shareholders have a significant impact on a board’s 

evaluation of the new CEO’s early stage performance. For the predecessor CEO/current 

chairperson, he or she not only currently governs the board as chairperson, but has also 

accumulated influence on other board members, as many directors may owe their jobs to this 

individual and thus feel reluctant to contradict his or her views (Sherman, 1991). Shareholders 

also play a critical role in influencing the board’s opinion because board members are fiduciaries 

of shareholder (Graffin et al., 2013). Hence, the potential challenges associated with these two 

groups increase a new CEO’s early dismissal rate, which is defined as dismissal within three 

years of tenure, following practice in the literature (Zhang, 2008; Shen & Cannella, 2002; 

Finkelstein & Hambrick, 1996). 

Moreover, I examine what actions newly appointed CEOs could take to manage such 

challenges and reduce early dismissal rates. While prior studies have generally emphasized 

newly appointed CEOs’ disadvantages such as a lack of organizational power, in this study, 

employing the social influence theory, I propose that newly appointed CEOs could use social 

influence tactics to seek social approval from the retained predecessor CEO and the shareholders, 

thus alleviating the early dismissal rate.  
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Research in social influence theory has identified two major social influence tactics: 

ingratiation and self-promotion (Jones & Pittman, 1982; Stevens & Kristof, 1995; Higgins, 

Judge, & Ferris, 2003; Bergsieker, Shelton, & Richeson, 2010). Both tactics improve an 

actor’s social approval but they originate from different mechanisms. Specifically, 

ingratiation is defined as a pattern of submissive behavior that serves to please others and 

improve one’s social approval based on interpersonal liking (Westphal & Stern, 2006; Stern 

& Westphal, 2010) whereas self-promotion is defined as an attempt to create an image of 

competence that enhances one’s social approval based on competence (Godfrey, Jones, & 

Lord, 1986; Bergsieker et al., 2010). In this study, I argue that a new CEO’s ingratiation to the 

predecessor CEO would weaken the latter’s effect on the new CEO’s early dismissal rate as 

ingratiation has the effect of affirming the influence target’s power and is effective in 

enhancing interpersonal relationships (Higgins & Judge, 2004; Jones, 1964). In addition, the 

new CEO’s self-promotion of his or her own capability would weaken the relationship 

between a negative stock market reaction and the new CEO’s early dismissal rate as self-

promotion leads to the attribution of competence and is effective when the impersonal 

characteristics of a relationship are emphasized, such as in CEO-shareholders relationship.  

The sample of this study includes newly appointed CEOs in S&P 500 firms who 

followed normal successions (excluding successions resulting from restructuring, mergers & 

acquisitions, spin-offs, and interim CEOs) from 2002 to 2012. I collected data on newly 

appointed CEOs’ opening speeches and their interactions with stock analysts in their early 

tenure-earnings conference call transcripts and created novel measures on new CEOs’ use of 

ingratiation and self-promotion by conducting a computer-aided content analysis (CACA). 

The empirical results show strong support for my theoretical framework: the retention of the 



13 
 

 

predecessor CEO as board chair without a departure plan and a negative stock market reaction 

both increase new CEOs’ early dismissal rate. In addition, the new CEOs’ use of ingratiation 

weakens the impact of the retention of predecessor CEO as board chair on early dismissal, 

while the new CEOs’ use of self-promotion weakens the influence of a negative stock market 

reaction on early dismissal. 

2.3. THEORY AND HYPOTHESES 

CEO succession indicates a leadership transition in the organization. When a new 

CEO assumes office and a predecessor CEO steps down, the leadership at the top of the 

organization transfers from the latter to the former. However, the real leadership transition 

process in the organization is often far more complicated than the official appointment of a 

new CEO; additionally, it is not always successful. Frictions and failure in the leadership 

transition process often lead to an early dismissal of the new CEO (Shen, 2003; Finkelstein 

et al., 2009). 

Recent literature has documented that the early dismissal of newly appointed CEOs 

has become increasing prevalent (Khurana, 2002; Lucier, Schuyt, & Tse, 2005; Wiersema, 

2002; Zhang, 2008). Prior studies have shown a number of reasons that may account for new 

CEOs’ early dismissal including the specialty of the CEO position, which may require a 

great deal of learning (Gabarro, 1987; Finkelstein et al, 2009), the board’s lack of complete 

information (Zhang, 2008), an inability to make the right selection (Khurana, 2001), and the 

new CEO’s overall weakness (Shen & Cannella, 2002). While these studies contribute to our 

understanding of early dismissals, the current study complements extant research by 

identifying two particular challenges that might occur in the leadership transition process: (1) 
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the predecessor CEO is retained as the board chair without announcing a departure plan, and 

(2) the stock market reacts negatively to the new CEO’s appointment. I argue that both of 

these conditions pose challenges to the new CEO and increase the risk of early dismissal. 

Retention of the Predecessor CEO as Board Chair 

While many people assume that predecessor CEOs automatically leave their firms 

after stepping down as CEOs, this is not always the case. In fact, around 50 percent of former 

CEOs are still appointed to their boards after they step down as CEOs (Fahlenbrach, Minton 

& Pan, 2011). In some firms, the predecessor CEO is retained as the board chair after a new 

CEO is appointed (Quigley & Hambrick, 2012). Recently, scholars (Quigley & Hambrick, 

2012) have suggested that the retention of a predecessor CEO as board chair should be 

considered as an important institutional reality for CEO succession, as the presence of the 

former CEO/current chairman poses obvious challenges to “a clear transfer of power” 

(Fahlenbrach et al., 2010). 

In this study, I make a distinction between the temporary retention of a predecessor 

CEO who has announced a specified departure time (usually within one year) and the 

retention of predecessor CEO who does not announce a departure plan. When the predecessor 

CEO’s departure time is publicized, it implies that holding the board chair title is temporary 

and such arrangements are generally used to guide and groom the new CEO into the firm’s 

business. However, when the predecessor CEO is retained as the board chair without 

announcing a departure plan, it creates uncertainty regarding how long the predecessor CEO 

may continue to play a role in the firm, which obscures the new CEO’s leadership role and 

limits his or her ability to assume control.  
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Hence, when the predecessor CEO is retained as the board chair without announcing a 

departure plan, it generally implies that the CEO has a strong intention to “seek greater impact 

and prolonged personal reassurance of their significance” (Sonnenfeld, 1988: 6). Indeed, 

media reports in regards to retained predecessor CEOs reveal that they frequently maintain a 

high profile and continue to have significant involvement within the firm—e.g., Michael 

Ruettgers at EMC and Howard Schultz at Starbucks (Schloetzer, 2010). The retention of the 

predecessor CEO as board chair significantly restricts the new CEO’s leeway to build his or 

her own authority and power. As the National Association of Corporate Directors grants board 

chairs the right to call board meetings, represent the firm, interact with external stakeholders, 

and lead annual meetings, new CEOs easily could find themselves under the shadow of their 

predecessors.  

In addition, because the retention of a dominant predecessor as board chair contradicts 

the principle of unified leadership, it may stoke power struggles between the new and former 

CEO. New CEOs are often in an inferior position in this power struggle as the predecessor has 

accumulated power in the organization and developed strong ties with important constituents 

through his or her past tenure (Evans, Nagarajan & Schloetzer, 2010). For example, the board 

is heavily influenced by the predecessor CEO not only because he or she is the current 

chairperson, but also because “many, if not all, inside directors may owe their jobs to the old 

CEO, and would be reluctant to contradict his view out of a sense of loyalty and/or fear” 

(Sherman, 1991).  

Based on the above rationale, I argue that the retention of the predecessor CEO as 

board chair poses a great challenge to the leadership transition of the new CEO and increases 

the latter’s early dismissal rate. 
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Hypothesis 1: The retention of the predecessor CEO as board chair without 

announcing a departure plan will be positively related to the new CEO’s early 

dismissal rate. 

A Negative Stock Market Reaction to CEO Appointment Announcements 

The stock market reaction to the appointment of a CEO shows the degree to which 

shareholders endorse or repudiate the new CEO’s appointment (Finkelstein et al., 2009; 

Kesner & Sebora, 1994; Graffin, Bovie, & Carpenter, 2013). The stock market tends to react 

negatively to an appointment if the shareholders cast doubt on the new CEO’s competence in 

leading the firm. A negative stock market reaction will also negatively influence the board’s 

evaluation toward the new CEO in a significant way. As directors are fiduciaries of 

shareholders in monitoring a firm’s operation and management, they are likely to take the 

stock market reaction—an important signal of the shareholders’ attitude—when making their 

judgment on evaluation of the newly appointed CEO (Graffin et al., 2013). A strong negative 

stock market reaction sometimes even leads to a board’s “self-fulfilling prophecy,” whereby 

directors collect further information to confirm this repudiation, which leads to the dismissal 

of newly appointed CEOs (Khurana, 2002; Graffin et al., 2013). 

According to the above rationale, a negative stock market reaction shows the 

shareholders’ doubts about the new CEO’s eligibility and negatively influences the board’s 

evaluation, thus increasing the new CEO’s early dismissal rate. 

Hypothesis 2: A negative stock market reaction to the new CEO’s 

appointment will be positively related to the new CEO’s early dismissal rate. 

Newly Appointed CEOs’ Use of Social Influence Tactics 
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While the presence of a retained predecessor CEO and a negative stock market 

reaction both increase a new CEO’s early dismissal rate, little is known about whether and 

how newly appointed CEOs could manage such challenges and reduce an early dismissal rate. 

Although it is widely believed that newly appointed CEOs could play an active role in 

managing the leadership transition, this phenomenon has never been systematically studied in 

an academic field. In this study, I integrate research findings in social influence theory and 

propose that new CEOs could use influence tactics to improve social approval from the 

predecessor CEO and the shareholders and thus alleviate an early dismissal rate by positively 

managing the relationship with key stakeholders.  

 Social influence theory suggests that people deliberately manage the information they 

convey to others in interpersonal interactions based on their situations and the outcomes they 

hope to achieve (Fiss, 2006). Work settings are seen as conducive to social influence tactics 

because obtaining a job offer, receiving a favorable performance evaluation, and ensuring a 

high pay increase represent rewards that could stimulate the use of influence tactics (Cialdini 

& Goldstein, 2004; Yukl & Tracey, 1992). CEOs and other corporate elites also engage in 

conscious and deliberate attempts to gain the social approval of important constituents 

(Westphal & Stern, 2006; Westphal & Bednar, 2008). Extant studies have documented that 

established CEOs use ingratiation and persuasion as tactics to influence the attitudes of 

internal and external constituents including outside directors, institutional fund managers, 

security analysts, and journalists (Fiss, 2006; Westphal, 1998; Westphal & Bednar, 2008; 

Westphal & Stern, 2006). 

Two major social influence tactics: ingratiation and self-promotion 
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Prior studies have documented two important social influence tactics: ingratiation and 

self-promotion (Jones & Pittman, 1982; Godfrey et al., 1986; Ellis et al., 2002; Westphal & 

Stern, 2006). Jones and Pittman’s (1982) categorization was the first to distinguish ingratiation 

and self-promotion by suggesting ingratiation enhances interpersonal liking while self- 

promotion creates the perception of competence. Godfrey and colleagues (1986) then 

distinguished ingratiation and self-promotion by finding that different behaviors (reactive vs. 

proactive) were performed depending on whether the aim was to manage an impression of 

likability or an impression of competence. For example, actors aiming to ingratiate others only 

need to nod or express agreement with the target. In contrast, actors who want to self-promote 

themselves cannot afford to be too reactive; rather, they need to express confidence in a more 

proactive way and sometimes even interrupt the target to lead the conversation.  

More recently, ingratiation and self-promotion were seen as the two most frequently 

used social influence tactics (Stevens & Kristof, 1995; Ferris & Judge, 1991; Higgins & Judge, 

2004; Bergsieker et al., 2010). Stevens and Kristof (1995) proposed that ingratiation is more 

other-focused with the aim of evoking interpersonal liking while self-promotion is more self-

focused with the intention of drawing attention to one’s positive qualities. Hence, ingratiation 

often encompasses behaviors such as verbally praising the target (other-enhancement; Westphal 

& Bednar, 2008) and conforming to the opinion of the target (opinion conformity; Westphal & 

Bednar, 2008) while self-promotion involves behaviors such as expressing confidence and 

attempting to lead the conversation. Following prior studies, Higgins and Judge (2004) found 

that ingratiation increased one’s likability and often led to a higher level of perceived person-

organization (P-O) fit while self-promotion emphasized enhancing the assessment of 

competence and led to a higher level of perceived person-job (P-J) fit in work settings. 
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Bergsieker and colleagues (2010) proposed that ingratiation behavior tended to elicit the 

emotion of liking while self-promotion behavior tended to evoke the emotion of respect 

(Bergsieker et al., 2010). In sum, ingratiation involves verbally praising the target (other-

enhancement) and conforming to the opinion of the target (opinion conformity) with the aim of 

seeking social approval based on interpersonal liking whereas self-promotion entails 

expressing confidence and attempting to lead the conversation to pursue social approval based 

on competence (Jones & Pittman, 1982; Godfrey et al., 1986; Ellis et al., 2002; Westphal & 

Stern, 2006). 

I propose that ingratiation plays an important role in managing the challenge of CEO 

predecessor retention without a departure date announcement while self-promotion is effective 

in dealing with a negative stock market reaction for the following two reasons.  

Firstly, other-focused influence tactics (e.g., ingratiation) are more effective in 

managing interpersonal relationships as they enhance social approval based on interpersonal 

liking whereas self-focused influence tactics (e.g., self-promotion) work better in impersonal 

relationships where the ability to complete a task is emphasized (Higgins & Judge, 2004; 

Bergsieker et al., 2010). In the context of this study, retention of the CEO predecessor as the 

board chair poses a challenge to the new CEO in managing an interpersonal relationship with 

the predecessor CEO whereas a negative stock market reaction shows challenges from the 

group of shareholders whose relationship with the CEO is generally considered as “impersonal” 

(Cruz, Gomez-Mejia, &Becerra, 2010) but task-based. Thus, while the new CEO’s 

ingratiation to the predecessor CEO may engender interpersonal liking and hence improve 

social approval from the latter, the shareholders may be less concerned with whether the CEO 

is interpersonally likable and more concerned with the new CEO’s ability to complete the task 
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of leading the firm to ensure its stock performance.  

Secondly, ingratiation has the effect of affirming the power of the influence target 

(Jones, 1964; Westphal & Stern, 2006) whereas self-promotion has no such effect. In fact, 

attempts to create an image of competence for oneself may challenge the power of the 

influence target. For example, Godfrey and colleagues (1986) documented that nodding and 

showing agreement are frequently used in ingratiating behavior while interrupting to lead the 

conversation is used in self-promotion behavior. In the context of this study, the new CEO’s 

ingratiation, rather than self-promotion, fulfills the predecessor CEO’s desire to seek 

continued impact and prolonged personal significance. On the contrary, the new CEO’s self-

promotion, which seeks social approval based on the attribution of competence, plays a more 

effective role in reducing shareholder misgivings of the new CEO’s eligibility.  

Retention of the retained predecessor CEO and the effect of ingratiation 

I argue that the new CEO’s ingratiation weakens the effect of the retained predecessor 

CEO on the new CEO’s early dismissal rate. Ingratiation is defined as a pattern of submissive 

behavior that serves to enhance one’s interpersonal attractiveness by pleasing the target 

(Westphal & Stern, 2006; Westphal & Bednar, 2008; Kumar & Beyerlein, 1991; Vonk, 2002; 

Kacmar, Carlson, & Bratton, 2004). Ingratiation has the effect of affirming the power of 

influencing the target. Therefore, the new CEO’s ingratiation recognizes the predecessor 

CEO’s continued power and prolonged significance in the organization, thus generating 

positive feelings and obtaining social approval from the predecessor CEO (Higgins et al., 

2003; Westphal & Stern, 2006). 

 Prior studies have identified two forms of ingratiatory behavior: verbally praising the 
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target and conforming to the target’s opinion (Westphal & Bednar, 2008; Westphal & Stern, 

2006; Stern & Westphal, 2010; Jones, 1964; Tedeschi & Melburg, 1984; Gordon, 1996; Ellis 

et al., 2002). In this study, I examine the new CEO’s ingratiatory behavior to the predecessor 

CEO along these two dimensions. Specifically, verbally praising the target is captured by the 

new CEO’s positive comments about the firm’s past performance and/or to the predecessor 

CEO while conforming to the target’s opinion is captured by the new CEO’s commitment to 

strategic continuity. 

The new CEO’s positive comments regarding the firm’s past performance and/or to 

the predecessor CEO. In the context of this study, I argue that the new CEO’s positive 

comments about the firm’s past performance and/or to the predecessor CEO could ingratiate 

the predecessor CEO through verbally praising the target, which is documented as “other-

enhancement” in the ingratiation literature (Westphal & Bednar, 2008; Westphal & Stern, 

2006; Stern & Westphal, 2010). Verbally praising the target, or “other-enhancement,” refers to 

behavior that emphasizes the target person’s positive attributes and virtues while downplaying 

or ignoring any negative ones (Westphal & Bednar, 2008; Westphal & Stern, 2006; Wayne & 

Ferris, 1990). 

The new CEO’s positive comments regarding the firm’s past performance and/or to the 

predecessor CEO show the new CEO’s recognition of the predecessor’s achievements and 

personal significance. In addition, the newly appointed CEO making such comments publicly 

affirms the predecessor CEO’s power in the organization and thus increases the new CEO’s 

interpersonal attractiveness in the eyes of his predecessor. This behavior is documented as 

reciprocal attraction, as “people find it hard not to like those who think highly of them” 

(Jones, 1964: 24). Westphal and Stern (2007) also documented a similar mechanism by 
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finding that “a person who is ‘paid’ a compliment will feel socially and psychologically 

compelled to return the favor.” Thus, through ingratiation, the new CEO could alleviate the 

adverse influence by managing a positive interpersonal relationship with the retained 

predecessor CEO. Based on the above rationale, I argue the following: 

Hypothesis 3a: The new CEO’s ingratiation through positive comments 

regarding the firm’s past performance weakens the relationship between the 

predecessor CEO’s retention as board chair without a departure plan announcement 

announcing a departure plan and the new CEO’s early dismissal rate. 

Hypothesis 3b: The new CEO’s ingratiation through positive comments to the 

predecessor CEO weakens the relationship between the predecessor CEO’s retention 

as board chair without a departure plan announcement and the new CEO’s early 

dismissal rate. 

The new CEO’s commitment to strategic continuity. In the context of this study, I 

argue that the new CEO’s commitment to strategic continuity could ingratiate the predecessor 

CEO through conforming to his opinion, which is documented as “opinion conformity” in the 

ingratiation literature (Westphal & Bednar, 2008; Westphal & Stern, 2006; Stern & Westphal, 

2010). Conforming to the target’s opinion refers to expressing an opinion or behaving in a 

manner that is consistent with the opinions or behaviors of the target (Jones & Pittman, 1982).  

I argue that the new CEO’s commitment to strategic continuity increases interpersonal 

attractiveness to the predecessor CEO because it publicly shows the new CEO’s willingness to 

inherit the legacy of the predecessor CEO and recognizes the latter’s  continued power and 

impact in the organization. Predecessor CEOs have a great incentive to maintain continuance 
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of the firm’s strategy either because they hold a perspective that is clouded by historical 

understanding rather than imminent realities of the environment (Quigley & Hambrick, 2012) 

or they resent a challenge to their long-established authority (Sonnenfeld, 1988). Hence, a new 

CEO’s commitment to strategic continuity could align his or her interests with that of the 

predecessor’s and thus positively influence their relationship. In addition, the new CEO’s 

commitment to strategic continuity elicits affection from the predecessor CEO by triggering 

similarity-attraction bias (Westphal & Bednar, 2008). Since perceived similarity in attitudes 

and beliefs promote interpersonal attraction (Williams & O’Reilly, 1998), the new CEO’s 

commitment to strategic continuity tends to increase the predecessor CEO’s psychological 

identification with the new CEO, which contributes to a positive relationship (Jones, 1964; 

Liden & Mitchell, 1988; Ellis et al., 2002). Under such circumstances, the predecessor CEO 

tends to view the new CEO as more of a “legacy-keeper” rather than a “contending successor,” 

thus reducing the likelihood that the predecessor CEO would take actions to harm the new 

CEO’s interest. Therefore, I argue the following: 

Hypothesis 4: The new CEO’s ingratiation through his/her commitment to 

strategic continuity weakens the relationship between retention of the predecessor 

CEO as board chair without a departure date announcement and the new CEO’s 

early dismissal rate. 

Negative stock market reaction and the new CEO’s self-promotion 

Unlike ingratiation that is generally used to enhance one’s interpersonal 

attractiveness, self-promotion is widely used when one seeks social approval based on the 

attribution of competence (Godfrey et al., 1986; Bergsieker et al., 2010). In this study, I argue 
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that self-promotion weakens the adverse effect of a negative stock market reaction by 

increasing the perceived competence of a new CEO in the eyes of shareholders. When the 

new CEO encounters a negative stock market reaction to his or her appointment, s/he has a 

stake in convincing the shareholders that s/he is competent (Jones & Pittman, 1982). Under 

such circumstances, ingratiation that focuses on enhancing interpersonal relationships is of less 

use because the relationship between the CEO and the group of shareholders is long 

documented as impersonal and performance-based (Cruz et al., 2010). Instead, the key to 

addressing the shareholders’ misgivings lies in emphasizing the new CEO’s competence and 

eligibility. Therefore, self-promotion, which seeks social approval based on the attribution of 

competence, is more effective in managing the relationship with shareholders.  

Self-promotion refers to attempts to create an image of competence or convey the 

information that the actor is capable of completing certain tasks. Extant research on self-

promotion generally focuses on the micro-level and in contexts such as employee interviews 

and the employee performance appraisal process. Extensive literature in social psychology and 

organizational behavior has documented a list of behaviors that are categorized into self-

promotion: expressing confidence and attempting to lead conversations (Godfrey et al., 1986), 

performance claims (Bergsieker et al., 2010), entitlements (i.e., taking credit for positive 

events even if it is undeserved), and enhancements (i.e., exaggerating positive events; Ellis et 

al., 2002). As this study focuses on new CEOs’ use of self-promotion through public verbal 

behavior, expressions of confidence and attempts to lead conversations are more likely to be 

observed and hence I examined the new CEO’s use of self-promotion along these two 

dimensions. 

The new CEO’s expression of confidence. Prior research in social psychology has 
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documented that actors who want to be seen as competent will be more proactive in 

expressing their confidence (Godfrey et al., 1986). As the ultimate goal of self-promotion is to 

convince the target that the actor is competent, the expression of confidence is a direct means 

of persuasion and a frequent tactic in job interviews (Gilmore & Ferris, 1989; Kacmar, 

Carloson & Brymer, 1999; Kacmar, Delery, & Ferris, 1992; Kristof-Brown, Barrick, & 

Franke, 2002). In addition, it is more important and widely used in job interviews in which 

person-job (P-J) fit (rather than person-organization P-O fit) is preferred (Higgins & Judge, 

2004). Expression of confidence is particularly important in unstructured interviews where 

“the goal is to get others to regard you as extremely competent” (Godfray et al., 1986). In the 

context of this study, when a negative stock market reaction indicates shareholders’ doubts 

about the new CEO’s leadership capacity, an expression of confidence helps build a competent 

image of the new CEO and restore the confidence of the shareholder group. Prior research in 

leadership has shown that an affirmative and confident leader is more likely to be endorsed by 

the capital market (Khurana, 2002; Fanelli, Misangyi, & Tosi, 2009). In addition, by being 

confident and inspiring, new CEOs could positively influence the attitudes of those they 

directly talk to, namely, stock analysts in this context. The attitudes of stock analysts are 

critical as analysts serve as information intermediaries in the capital market and have a strong 

influence on shareholders’ attitudes and behavior (Wiersema & Zhang, 2011). Therefore, I 

argue the following hypothesis: 

Hypothesis 5: The new CEO’s self-promotion through expression of 

confidence weakens the relationship between a negative stock market reaction to 

the new CEO’s appointment and the new CEO’s early dismissal rate. 

The new CEO’s attempt to lead conversations. In addition to an expression of 
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confidence, an attempt to lead the conversation also creates an image of competence 

(Godfrey et al., 1986). Actors who want to be seen as competent have strong incentives to 

lead the conversation and cannot afford to be a “yes-man” and simply echo others’ opinions 

(Godfrey et al., 1986). In addition, by seeking to lead the conversation, the actor not only 

shows symbolic signs of his or her competence, but also provides substantive evidence that 

s/he in fact possesses competence, as leading the conversation requires disclosing the actor’s 

opinions and plans. Prior research has found that leading or controlling conversations has a 

strong impact on eliciting attributions of competence in a micro-level context (Stevens & 

Kristof, 1995). Higgins and Judge (2004) found that applicants who lead conversations could 

increase their perceived competence and are more likely to be seen as viable candidates by 

recruiters. In the context of this study, when a negative stock market reaction shows 

shareholders’ doubts about a new CEO’s competence, new CEOs’ attempts to lead 

conversations with important constituents could alleviate the adverse effect of such doubts by 

convincing shareholders and other organizational stakeholders that they have the necessary 

skills for the new position. Therefore, I argue the following hypothesis: 

Hypothesis 6: The new CEO’s self-promotion through an attempt to lead the 

conversation weakens the relationship between a negative stock market reaction and 

the new CEO’s early dismissal rate. 

2.4. METHOD 

Sample 

The sample for this study includes CEO succession in all publicly listed S&P 500 
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companies from 2002 to 2012. Since the S&P 500 list changes over time, CEO succession is 

included only if the succession occurs in the year the focal firm is listed. Extracting 

information from Execucomp and Compustat, I identified 633 CEO succession events 

following this rule. As in prior studies, I dropped all CEO succession events for firms in the 

financial industry (6-SIC codes) and firms in the electric industry (4900-4999 SIC codes) 

because these firms have fundamentally different rules for CEO succession (Xuan, 2009; 

Shen, Tang, & Chen, 2014; Iskandar, Bukit, & Sanusi, 2012). This process excluded 151 

CEO successions and reduced the sample size to 482 succession events. For each of these 

CEO succession events, I then searched in LexisNexis and Factiva to identify press releases 

regarding the new CEO appointment. In this study, the press reports regarding the 

appointment of new CEOs are required because (1) identifying the accurate date of 

announcement is necessary to calculate stock market reaction to new CEO appointments, and 

(2) important information, such as the nature of the CEO succession (e.g., an interim CEO, 

spin-off, or merge & acquisition), needs to be coded from such reports. I also coded whether 

a retained predecessor CEO had an announced departure plan based on the press release 

regarding the appointment of a new CEO. 

The press releases of new CEO appointments were identified through the following 

steps. (1) Using the new CEO’s official and effective date as a benchmark (found through 

Audit Analytics), I  searched for the CEO’s name in “PR Newswire” and “Business Wire” in 

LexisNexis during the time window of [effective date-1 year, effective date]. Since “PR 

Newswire” and “Business Wire” usually records firms’ press releases, I tracked down the 

relevant release regarding the focal CEO’s appointment for most CEO successions and then 

recorded the date of the focal press release as the date for the new CEO appointment. (2) For 
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CEO successions that could not be identified through press releases in LexisNexis, I followed 

the same process to search CEOs in Factiva. Since Factiva provides more sources of media 

outlets, I was able to identify the press reports about new CEO appointment for each CEO 

succession in the sample. However, in addition to the firm’s press release, more press releases 

were found for the same CEO succession as Factiva draws from multiple media outlets. 

Hence, I sorted the search results from Factiva based on the rule of “earliest date first” and 

recorded the first press release date as the date for the new CEO appointment. I also 

downloaded all of the press reports about the new CEO appointment to code other important 

information. 

First, the press releases regarding the new CEO appointment were used to code the 

nature of the CEO succession into the following types: (1) regular CEO succession, (2) 

interim CEO, (3) CEO succession due to merger and acquisition, (4) CEO succession due to 

spin-off, and (5) co-CEO. In this study, I excluded CEO successions from type (2) to type (5). 

By doing so, I excluded 53 cases, dropping the sample size to 429 CEO succession events. I 

merged this data set with the Center for Research in Security Prices (CRSP) database to 

calculate the stock market reaction to the appointment of a new CEO for each CEO 

succession. Nine of the firms had missing data in CRSP and were dropped from the sample, 

reducing the size to 420 CEO succession events. 

In addition, I collected the earnings conference call transcripts from the first two years 

of the new CEO’s tenure to measure the new CEO’s ingratiation and self-promotion. (Details 

of earnings conference calls will be introduced in a later section, which also describes the 

measurement of new CEOs’ ingratiation and self-promotion.) These transcripts were 

collected from “Fair Disclosure” in LexisNexis. Fifty-seven companies had missing values 
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for earnings conference calls transcripts because the online sources provided the firm’s brief 

of earnings conference calls rather than the transcripts of earnings conference calls, thus 

dropping the sample down to 363 cases. I did a comparison between the firm groups with 

missing values and the firm groups in the sample in regards to size and performance. No  

significant difference existed between these groups.  

Dependent Variables 

Following prior research, I coded CEO dismissal as early dismissal if it occurred 

within three years of the beginning of the CEO’s tenure (Zhang, 2008). Identifying CEO 

dismissal is a major challenge in CEO succession literature because firms seldom fully 

disclose the true reasons behind such turnovers (Fredrickson, Hambrick, & Baumrin, 1988; 

Weisbach, 1988; Shen & Cannella, 2002; Zhang, 2008). I summarized prior literature on how 

to distinguish CEO dismissals from voluntary turnovers (Zhang, 2008; Shen & Cannella, 

2002; Parrino, 1997; Peters & Wagner, 2014) and followed the standard three-step process to 

identify CEO dismissal. First, with the help of a research assistant, I collected all press 

releases on each of the newly appointed CEOs who experienced turnover within three years of 

their tenure during the window [turnover date-1 year, turnover date+1 year] from the Factiva 

database. Second, if any press releases during that period had documented that a CEO was 

fired, forced to leave the position, or departed due to unspecified policy differences, the 

turnover was classified as a dismissal. Third, other early turnovers in which the departing 

CEO was identified as under age 64 and claimed that (1) the departure reason was resignation 

along with a termination of directorship (Shen & Cannella, 2002), or (2) the departure reason 

did not involve death, poor health, retirement or the acceptance of another position (elsewhere 

or within the firm) were classified as dismissal. Overall, 31 CEO turnovers were identified as 
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early dismissal, that is, a forced departure within a three-year window after succession. 

Independent Variables 

The retention of predecessor CEO as board chair. This variable was coded as 1 if the 

predecessor CEO was retained as the board chair and no departure time was announced in the 

press releases about the new CEO appointment. My research assistant and I manually coded 

such information from the press reports about the new CEO appointment. In the research by 

Quigley and Hambrick (2012), the retention of the predecessor CEO as the board chair was 

coded as 1 if the predecessor CEO was retained as the board chair and 0 otherwise. In this 

study, however, I suggested that it was important to distinguish a temporary retention of the 

predecessor CEO with a specific departure time from the retention of the predecessor CEO as 

the board chair without a departure plan announcement. While announcing a specific departure 

time for the remaining predecessor clearly sets a timeline for the leadership transition, 

retaining the predecessor CEO as board chair without specifying a departure plan creates 

uncertainty about how long the predecessor may continue to play a role in the firm and usually 

implies the predecessor’s deliberate intention to maintain power in the firm. 

This distinction is also validated by reasons given in the press reports on why the 

predecessor stepped down from the CEO position. In most situations in which the predecessor 

or board chair had a specific departure time, retirement was the primary reason. For example, 

PepsiCo’s press release about leadership change stated that, “Mr. Reinemund (the predecessor 

CEO) will serve as Executive Chairman until his retirement in May 2007.” Also, Xerox’s press 

release documented that “Allaire (the predecessor CEO) continues as chairman until his 

retirement at the end of this year to help with the leadership transition.” However, in situations 

in which the predecessor CEO has not announced a departure plan, the reasons are more 
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obscure and the intention to have a continued influence is more obvious. For example, in 

Anadarko Petroleum Corporation’s announcement, the retention of the predecessor CEO as 

board chair was not accompanied by a departure plan. In the press release, it is explicitly 

expressed that “he (the predecessor CEO) intends to be a full-time, active Chairman and has 

no immediate plans for retirement.” Similarly, in Gateway’s announcement in which the 

departure time of the predecessor or board chair was not specified, it was claimed that Jeff 

Weitzen (the predecessor CEO) “will continue to be actively involved in the strategic direction 

of the company.” 

Stock market reaction to the new CEO appointment. The stock market reaction is 

measured by calculating the cumulative abnormal return (CAR) following the standard-event 

studies approach (Arthur, 2003; Friedman & Singh, 1989; Westphal & Zajac, 1998; Zhang & 

Wiersema, 2009). This variable was coded as 1 if the announcement of a new CEO 

appointment had a negative CAR and 0 if the announcement has a positive CAR. I coded this 

variable as a dummy variable instead of using the exact value of the CAR because prior 

literature has documented that the board may strategically release confounding press releases 

as “noise” to blur the stock market reaction to the new CEO appointment and to avoid a 

negative stock market reaction (Graffin, Carpenter & Boivie, 2011). Hence, a significant risk 

exists that the CAR reflects a manipulated result instead of the pure stock market reaction to 

the new CEO appointment. However, since the board strategically releases such “noise” to 

avoid a negative stock market reaction to new CEO appointments, a negative stock market 

reaction shows real shareholder concern regarding the new CEOs’ eligibility. 

The CAR is calculated following a standard-event study approach (Arthur, 2003; 

Friedman & Singh, 1989; Westphal & Zajac, 1998; Zhang & Wiersema, 2009). In event 
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studies, one must first identify the timing of the event of interest. To do so, I coded the date of 

a new CEO appointment by recording the date of the earliest press reports on the new CEO 

appointment as documented in the previous section. The CAR estimates a firm’s abnormal 

stock return or the cumulative difference between the firm’s observed return and its expected 

return during a specific period surrounding the date for the new CEO appointment (the date 

for the new CEO appointment was used as the event date, or day 0). Data on each firm’s daily 

return over a 251-day window (from 295 days prior to the announcing date to 45 days prior to 

the announcing date) were collected from the CRSP database. I calculated the expected firm 

return during the period surrounding the announcement date using the rate of return on the 

CRSP value-weighted market index (Eq. 1). I then calculated its daily abnormal returns (AR) 

by subtracting the expected return from the actual return (Eq. 2). The abnormal return 

represented the return earned by the firm after adjusted for the market “normal” return as 

shown below: 

Rit = αi + βi × Rmt + εit ,         (1) 

where t = -295, …., -45 days, Rit is the return of stock i at time t, and Rmt is the return of 

a value-weighted CRSP market index at time t. 

 

ARit = Rit − (αı� + βı� × Rmt) ,   (2) 

where αı�  and βı�  are the ordinary least squares parameter estimates from Eq. (1). 

 

The abnormal return then is cumulated over a number of days during the event window 

to derive the CAR for each firm. In an event study, a short window in general is preferred in 
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order to avoid possible effects of confounding events and to accurately capture the impact of 

the event of interest (McWilliams & Siegel, 1997). Since the date for the new CEO 

appointment was already the earliest date among press reports from multiple media sources, I 

used the event window [day -1, day 1]. I first calculated a firm’s abnormal return on day -1, 

day 0 (the announcement date), and day +1, respectively. I then calculated the CARs during a 

three-day (-1,1). Since confounding events are deliberately released during the appointment of 

a new CEO, dropping events with the confounding event would cause an unaffordable loss of 

sample size. Thus I coded this variable into the dummy variable as previously mentioned. The 

event window [0,1] CAR was also calculated for robust analyses and the results remained 

consistent. 

Measurement of the new CEO’s ingratiation and self-promotion 

In this study, I investigated how ingratiation and self-promotion by new CEOs allows 

them to manage the relationship with the retained predecessor CEOs and the shareholders. 

Directly measuring new CEOs’ use of ingratiation and self-promotion was difficult. First, 

collecting first-hand data—e.g., interviews and surveys—from top executives often results in low 

response rates. Second, the validity of self-report measures of constructs such as ingratiation and 

self-promotion has been called into question (Tangney, 2009). To avoid these issues, researchers 

have often utilized distant proxies as substitutes of direct measurement (Short & Palmer, 2007; 

Chatterjee & Hambrick, 2007). In this study, I developed a novel way to obtain proxies of the 

new CEOs’ social influence tactics by using a computer-aided content analysis to analyze the 

transcripts of the new CEO’s first eight earnings conference calls (i.e., the first two years of 

tenure). 

A computer-aided content analysis is used to collect data that is otherwise difficult to 
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obtain (Short & Palmer, 2007). The use of a content analysis is appealing to researchers 

because examination of narrative texts such as earnings conference call transcripts allows for 

the unobtrusive study of top executive behaviors that are generally difficult to access (Cho & 

Hambrick, 2006). The basic principal of the content analysis is to tabulate words through the 

aid of computer software that applies predefined rules to categorize root words according to 

their meaning (Doran, Peterson, & Price, 2012). By calculating the frequency of each group, 

the results of the content analysis reveals the “cognitive content” individuals aim to express 

(Short & Palmer, 2007). In other words, a content analysis allows researchers to obtain 

information about the speaker/writer’s cognitive intent while mitigating recall bias. 

I used a content analysis to analyze new CEOs’ earnings conference call transcripts in 

this study. Earnings conference calls are teleconferences, or webcasts, in which top executives 

in public companies discuss the firm’s strategic development and financial results of a 

reporting period, usually a fiscal quarter. The earnings conference calls are generally 

composed of two parts: the first contains the top executives’ (e.g., CEO, CFO, and COO) 

opening speeches discussing the firm’s strategies and financial results, and the second involves 

a question and answer (Q&A) session for top executives to answer questions raised by 

investment stock analysts. Since the Securities and Exchange Commission (SEC) passed the 

Regulation Fair Disclosure (FD) in October of 2000, which mandated that any material 

information given by management to one analyst must be promptly disseminated publicly, 

earnings conference calls play an increasingly important role in the communication between 

the firm’s senior management and the investor community. 

Earnings conference calls are optimal data sources for testing our theory about the new 

CEO’s social influence tactics. First, previous literature in finance and accounting has shown 
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that earnings conference calls are primary channels used by senior management to 

communicate with important constituents such as stock analysts, shareholders, and potential 

investors (Kimbrough, 2005). Although these calls are not a direct communication channel 

between the new CEO and the predecessor CEO, it is reasonable to believe that the 

predecessor CEO would be highly attentive to the information discussed by the new CEO in 

the earnings conference call. 

Second, language is a fundamental aspect of the leadership process and shaped as  

leaders interact with other important constituents. The earnings conference call transcripts 

provide a direct source of new CEOs’ verbal communication content as well as a prime 

opportunity to measure how the new CEOs choose to present themselves in front of 

important constituents. While the authorship of the text is uncertain, there is widespread 

agreement that executives are heavily involved in preparation (Barr, Stimper, & Huff, 1992) 

for earnings conference-call transcripts in which executives will have Q&A sessions with 

investment analysts.  

The transcripts of earnings conference calls were collected from Fair Disclosure (FD) 

in LexisNexis. The search command was “head (earnings conference call) and head 

(company’s name).” LexisNexis then output all earnings conference call transcripts about the 

focal firm. For each CEO succession, I saved the searched results in HTML format. A Java 

program was then developed to transfer the HTML format into a table format including the 

following variables: the date of the conference call; the fiscal year of the conference call; the 

fiscal quarter of the conference call; the speaker’s name, the speaker’s title, the content of the 

speaker’s speeches. I then wrote a python program to output the content of the CEO’s opening 

speeches as text files and merged the new CEO’s effective date with the date of the conference 
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call to identify the new CEO’s first eight conference calls. To further validate, I also checked 

whether a CEO in a focal earnings conference call was the same person with that of a previous 

earnings conference call. Another python program was written to output the CEO’s opening 

speeches in each of his/her first eight conference call transcripts as separate text files. These 

text files were used as raw data for a computer-aided content analysis (CACA). 

Diction 

Although there are many CACA programs, I used DICTION 7.0 in this study, which has 

been widely used by researchers in strategic management literature (Short & Palmer, 2007, 

Craig, Mortensen, & Iyer, 2013). DICTION produces valid measures of linguistic and content-

related materials. As documented by Short and Palmer (2007:748-749), “this technique may 

provide predictive insights above and beyond those gleaned from human scored techniques.” 

Second, dictionaries in DICTION derive from the types of words most frequently encountered in 

contemporary American business discourse (Hart, 2000). Specifically, DICTION uses 31 

predefined dictionaries and contains over 10,000 search words stemming from business-related 

texts ranging from annual reports, media reports, and letters to shareholders. Thus, dictionaries in 

DICTION have been tested and validated with a large number of business-related texts (Bligh, 

Kohles, & Meindl, 2004) and hence provide good validity in business contexts.  

The new CEO’s positive comments regarding the predecessor and/or the firm’s past 

performance. The variable new CEO’s positive comments regarding the firm’s past 

performance is measured by utilizing two categories in DICTION. The first is the “praise” 

category that  indicates affirmation of some groups and entities. This category includes terms 

of important positive qualities (i.e., “successful”, “renowned”, “bright”). A list of typical 

words in this category is shown in Appendix 1. The second is a “satisfaction” category that 
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measures terms associated with positive affective states. This category includes terms of 

positive emotional expression (i.e., “cheerful”, “passionate”, “proud”, “thrilled”). Appendix 2 

summarizes typical words in the “satisfaction” category. Since the focus of earnings 

conference calls is the focal firm, these words are often used to describe the focal firm’s 

morale, performance, and legacy. Hence, this variable is measured by the sum of the “praise” 

score and the “satisfaction” score for the new CEO’s opening speeches. The variable is 

measured by the average of the scores on each of the earnings conference call. 

The new CEO’s positive comments regarding the predecessor CEO. The variable new 

CEO’s positive comments regarding the predecessor is coded as 1 if the new CEO expressed 

compliments to the predecessor CEO in at least one of his or her first eight conference calls. I 

wrote a python program to automatically search the predecessor CEO’s first name, last name, 

and nickname for the first name (e.g., Jim for James) in the new CEO’s opening speeches in 

his or her first eight earnings conference calls to detect whether the predecessor CEO was 

mentioned by the new CEO. If the search result indicated a mention of the predecessor CEO, 

the paragraph and the two surrounding paragraphs were output for a manual coding. My 

research assistant and I coded whether the new CEO made positive comments to the 

predecessor CEO. The variable is coded as 1 if both the research assistant and I believed the 

new CEO had made positive comments to the predecessor CEO. For example, we coded 

Merck’s CEO Kenneth Fraizer’s first earnings conference call and his referral to the 

predecessor CEO as making positive comments to the predecessor CEO. I quoted his speeches 

as the following: 

“Before moving on to the results, I want to take this opportunity to thank Dick Clark 

for his practical and principled leadership as CEO during the past five years. Dick steadily 
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steered this Company through a very challenging, and his legacy is a stronger and better 

Merck. … I am honored to succeed Dick as CEO and to have the opportunity, along with 

Merck's senior management team, to lead the Company into the future.” 

The new CEO’s commitment to strategic continuity. This variable is measured 

by utilizing DICTION’s “activity” category. The “activity” category in DICTION is 

based on the work of psychologist Charles E. Osgood and his colleagues (Osgood, Suci, 

& Tannenbaum, 1978) and features language indicating movement, change, 

implementation of ideas, and the avoidance of inertia. Appendix 3 summarizes typical 

words in the “activity” category. Therefore, I reverse-coded the score of the “activity” 

category by multiplying the score by -1 as a measurement for the new CEO’s 

commitment to strategic continuity. The variable is measured by the average of the scores 

on each of the earnings conference calls. 

The new CEO’s expression of confidence. This variable is measured by utilizing a 

user-built dictionary rather than a software-embedded dictionary. Two finance researchers 

(Loughran & McDonald, 2011) have found that words used in financial reports have different 

implications than words used in a more general way. For example, “cost” may indicate a 

negative implication in daily used texts, but it is neutral in a financial context. The 

researchers developed five dictionaries to measure different concepts specifically in financial 

settings. I used the category “strong modal,” which is developed by “extending Jorda’s 

(1999) category of strong modal to include terms expressing levels of confidence” (Loughran 

& McDonald, 2011). Appendix 4 is a list of typical words in this category. The variable is 

measured by the average of the score on each of the earnings conference call. 
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The new CEO’s attempts to lead conversations. This variable is measured by using 

the second part of the earnings conference call transcripts, that is, the Q&A session in which 

the top executives answer questions raised by stock analysts. In the Q&A session, the new 

CEO and other top executives such as the CFO and COO answer questions raised by stock 

analysts. Hence, the new CEO’s attempt to lead the conversation could be measured by the 

ratio of stock analysts’ questions answered by the new CEO in the Q&A session of the 

earnings conference call. The variable is measured by the average of the ratio on each of the 

earnings conference calls. 

Control Variables 

The study also controlled for alternative explanations for the early dismissal 

of newly appointed CEOs as documented in the following section. 

Outside CEOs. As Zhang (2008) has found that outside CEOs were dismissed at a 

higher rate than those promoted internally, I included this variable as a control variable. 

Outside CEOs are defined as incoming CEOs that were hired from outside of the firm or had 

been employed for one year or less (as some CEOs receive some on-the-job training before 

promotion) (Graffin et al., 2013). I mainly coded this information from the press reports on the 

new CEO appointment. Proxy statements and articles from the financial press were also used 

to identify the new CEOs’ origins. 

In addition, I controlled for whether or not the predecessor CEO was dismissed, as 

prior studies suggest that the dismissal of the predecessor CEO positively impacts the 

likelihood that the current CEO will also be dismissed (Zhang, 2008). I employed the same 

coding methodology used in coding the dependent variable of this study wherein my research 

assistant and I read the press reports announcing the predecessor CEO’s departure and 
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identified whether the departure was voluntary or forced. 

Poor firm performance has been the most cited reason for CEO dismissal (Fredrickson 

et al., 1988). This study controlled for both pre-succession firm performance and post-

succession firm performance. Pre-succession performance was operationalized as the 

average of the industry-adjusted stock returns in which the firm’s annual stock return 

subtracts the industry median (based on the 4-digit SIC industry) annual stock return (Huson, 

Malatesta, & Parrino, 2004) for all three years prior to succession. Post-succession firm 

performance was operationalized as the average of the industry-adjusted stock returns for the 

two years following the  succession. 

Governance structure. A firm’s governance structure also has a significant impact on 

CEO dismissal, so I controlled for the following characteristics reflecting governance structure 

in this study. Board size was measured by the total number of directors on the board (Zajac & 

Westphal, 1996). I controlled for board tenure, or the average tenure of the board members in 

the organization at the time of the new CEO’s succession. Independent board ratio was 

measured by the proportion of outside directors on the board as gathered from the RiskMetrics 

database. CEO duality was coded as 1 if the CEO also had the title of chairman of the board 

and 0 otherwise. CEO duality decreases the likelihood of CEO dismissal because it enables the 

CEO to build strong, unambiguous leadership in the firm and decrease the board’s monitoring 

role (Finkelstein & D’Aveni, 1994). All of these variables were measured at the year following 

the focal year of succession.  

In addition, I also controlled for founder predecessor as founders have strong 

psychological ownership of the firm and hence a strong intention to maintain control of power, 

thus making it particularly difficult for the incoming CEO to perform the CEO functions 
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(Wasserman, 2003). The variable was coded as 1 if the predecessor is the founder of the firm 

and 0 otherwise. 

As stock analyst evaluations have been found to have considerable power in 

determining CEOs’ dismissal rates (Wiersema & Zhang, 2011), I also controlled for this 

variable. Post-succession analyst recommendation change is measured as the difference 

between the average analyst recommendation in the month immediately prior to the month in 

which CEO succession occurred and the average analyst recommendation at the end of the 

last month of the second calendar year following CEO succession. I reverse-coded the analyst 

recommendations to make a higher score mean a higher recommendation. Also, a negative 

value for a change in average analyst recommendation indicated a downgrade in the average 

analyst recommendation, whereas a positive value would indicate an upgrade in the average 

analyst recommendation for the firm. 

Finally, I controlled for prior CEO experience, which was coded as 1 if the new CEO 

had been a CEO of another firm and 0 otherwise. As Khurana (2001) noted, new CEOs who 

have been CEOs in other firms may have a better understanding of CEO functions and duties 

and thus a lower risk of dismissal. 

2.5. RESULTS 

Table 2.1 summarizes the means, standard deviations, and correlations of variables in 

the study. Table 2.2 summarizes the results of logistic regression predicting the new CEO’s 

early dismissal likelihood. Model 1 is a null model including all control variables. The result 

of Model 1 indicates that if the predecessor CEO is the founder of the firm it significantly 

increases the new CEO’s early dismissal rate (b = 1.30, p < .05) while the ratio of independent 
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directors has a significant influence on lowering the new CEO’s early dismissal rate (b = -

2.52, p < .10). In addition, the new CEO’s prior CEO experience lowers his or her early 

dismissal rate (b = -1.59, p < .10). Model 2 adds the five moderating variables: the new CEO’s 

positive comments regarding the firm’s past performance; the new CEO’s positive comments 

to the predecessor CEO; the new CEO’s commitment to strategic continuity; the new CEO’s 

expression of confidence; and the new CEO’s attempts to lead the conversation. The results of 

Model 2 signify that the three variables that measure the new CEO’s ingratiation have no 

significant effect on the new CEO’s early dismissal rate. However, the new CEO’s expression 

of confidence (b = -.26, p < .10) and the new CEO’s attempts to lead the conversation have a 

negative and significant influence (b = -1.52, p < .10). In addition, the results of Model 2 

show that if the predecessor CEO was dismissed, the newly appointed CEO faces a higher 

dismissal rate (b = 1.514, p < .10). 

                                  [Insert Table 2.1 and Table 2.2] 

Hypothesis 1 suggests that the retention of the predecessor CEO as board chair will be 

positively associated with the new CEO’s early dismissal rate. Model 3 adds the influence of 

the retention of a dominant predecessor. As indicated in the results of Model 3, this 

hypothesis is strongly supported because the coefficient for the retention of the predecessor 

CEO is positive and significant (b = 1.43, p < .01). Hypothesis 2 suggests that a negative stock 

market reaction to the new CEO appointment announcement will be positively associated with 

the new CEO’s early dismissal rate. Model 4 adds the influence of a negative stock market 

reaction to a new CEO appointment. Note that this variable was coded 1 if the new CEO 

encountered a negative stock market reaction to his or her announcement and 0 otherwise. The 

results of Model 4 demonstrate strong support for Hypothesis 2 because the coefficient of the 
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negative stock market reaction is positive and significant (b = 1.19, p < .01). Model 5 includes 

both the influence of retention of the predecessor CEO and the influence of a negative stock 

market reaction. The results of Model 5 indicate consistent support to Hypothesis 1 (b = 1.52, 

p < .01) and Hypothesis 2 (b = 1.28, p < .01). 

Hypotheses 3 to 6 examine how the new CEO could use social influence tactics to 

build a positive relationship with the predecessor CEO and the shareholders to lower the early 

dismissal rate. Table 2.3 presents the results regarding the influence of the new CEO’s use of 

ingratiation. Hypothesis 3a suggests that the new CEO’s positive comments to the firm’s past 

performance will weaken the positive relationship between retention of the predecessor CEO 

as board chair and the new CEO’s early dismissal rate. Model 1 in Table 2.3 adds the 

interaction between the new CEO’s positive comments of the firm’s past performance and 

retention of the predecessor CEO. In Model 1, the results support Hypothesis 3a because the 

coefficient of the interaction item is negative and significant (b = -0.16, p < .05). Hypothesis 

3b suggests that the new CEO’s positive comments to the predecessor CEO will weaken the 

positive relationship between retention of the predecessor CEO as board chair and the new 

CEO’s early dismissal rate. Model 2 in Table 2.3 adds the interaction between the new CEO’s 

positive comments to the predecessor CEO and retention of the predecessor CEO. The results 

of Model 2 show partial support to Hypothesis 3b because the coefficient of the interaction 

item is marginally significant (b = -1.86, p < .10). Hypothesis 4 suggests that the new CEO’s 

commitment to strategic continuity will weaken the positive relationship between retention of 

the predecessor CEO as board chair and the new CEO’s early dismissal rate. Model 3 adds the 

interaction between the new CEO’s commitment to strategic continuity and retention of the 

predecessor. The results of Model 3 support Hypothesis 4 because the coefficient of the 
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interaction item is negative and significant (b = -.96, p < .05). Model 9 includes the three 

interaction items that indicate the influence of the new CEO’s ingratiation and the results are 

consistent. The results of the three interaction items remain consistent.  

[Insert Table 2.3] 

Table 2.4 presents the results regarding the influence of the new CEO’s use of self- 

promotion. Hypothesis 5 suggests that the new CEO’s expression of confidence will weaken 

the positive relationship between a negative stock market reaction to the new CEO 

appointment and the new CEO’s early dismissal rate. Model 10 adds the interaction item 

between the new CEO’s expression of confidence and the negative stock market reaction at 

the time of the new CEO announcement. Hypothesis 5 is strongly supported because the 

coefficient of the interaction item in Model 1 in Table 2.4 is negative and significant (b = -.70, 

p < .05). Hypothesis 6 suggests that the new CEO’s attempts to lead the conversation will 

weaken the positive relationship between a negative stock market reaction to the new CEO 

appointment and the new CEO’s early dismissal rate. Model 2 in Table 2.4 adds the 

interaction item between the new CEO’s attempts to lead the conversation and a negative 

stock market reaction at the time of the new CEO announcement. Hypothesis 5 is strongly 

supported because the coefficient of the interaction item in Model 2 is negative and 

significant (b = -8.78, p < .05). Model 3 adds the two interaction terms that indicate the 

influence of the new CEO’s self-promotion into the same model. The results of Model 3 show 

consistent support for Hypothesis 5 and Hypothesis 6: the new CEO’s expression of 

confidence (b = -.64, p < .05) and attempt to the lead conversation (b = -8.21, p < .05) 

significantly weaken the relationship between a negative stock market reaction and the new 

CEO’s early dismissal rate.  
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[Insert Table 2.4] 

Since I used logistic regression, the interaction effect in my model does not have the 

same straightforward interpretation as it does with ordinary least square (OLS) regression. In 

logistic regression, the interaction effect should be interpreted by using the nonlinear marginal 

effect whose value depends on the values assumed by all model variables (Ai & Nortan, 2003; 

Wiersema & Bowen, 2009). Hence, I followed the procedures suggested by Wiersema and 

Bowen (2009) to compute the marginal effect of the independent variable at low (mean - one 

standard deviation), mean, and high (mean + one standard deviation) values of the moderator 

variables.  

[Insert Table 2.5-2.9] 

 

Table 2.5 summarizes the true interaction effect at low, mean, and high levels of the 

new CEO’s positive comments of the firm’s past performance, while holding other variables 

at their means. As shown by Table 2.5, the marginal effect of the predecessor CEO retention 

as the board chair without announcing a departure plan on the new CEO’s early dismissal is 

less positive at higher values of the new CEO’s positive comments of the firm’s past 

performance. This result suggests a general negative moderating effect of the new CEO’s 

positive comments of the firm’s past performance. At the high value of the new CEO’s 

positive comment of the firm’s past performance, this negative effect is sufficient to render 

the (positive) marginal effect of the retention of the predecessor CEO statistically 

insignificant (z = 1.13, largely smaller than the required 1.96 to make the marginal effect 

significant). These results indicate that if the value of all model variables (except the 

moderating variable) are held at their sample mean value, higher values of the new CEO’s 
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positive comments of the firm’s past performance reduce the impact of the predecessor CEO 

retention as board chair on the new CEO’s early dismissal. I also perform similar tests for all 

moderating effects. Table 2.6 and Table 2.7 summarizes the true interaction effects of 

whether the new CEO’s positive comments to the predecessor CEO and the new CEO’s 

commitment to strategic continuity. The interpretation of Table 2.6 and Table 2.7 is the same 

as demonstrated above in the interpretation of the results of Table 2.5. These results provide 

further support to Hypothesis 3a, Hypothesis 3b, and Hypothesis 4.  

Table 2.8 summarizes the true interaction effect at low, mean, and high levels of the 

new CEO’s expression of confidence when other variables are held at their means. As shown 

by Table 2.8, the relationship between a negative stock market reaction and the probability of 

a new CEO’s early dismissal is less positive when the new CEO’s expression of confidence 

has a higher value, which suggests a negative moderating effect of the new CEO’s expression 

of confidence. At the high value of the new CEO’s expression of confidence, this negative 

effect generated by the moderating variable is strong enough to render the (positive) marginal 

effect of the negative stock market reaction statistically insignificant (z = .91, largely smaller 

than the required 1.96 to make the marginal effect significant). When all other model 

variables (except the moderating variable) are fixed at their sample mean value, these results 

indicate that higher values of the new CEO’s expression of confidence reduce the negative 

stock market reaction’s influence on the new CEO’s early dismissal. Table 2.9 summarizes 

the true interaction effects of the new CEO’s attempts to lead the conversation. The 

interpretation of these results is the same as that of Table 2.9. These results provide additional 

support to Hypothesis 5 and Hypothesis 6.  

Supplementary analysis 
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Since the retention of predecessor CEO as the board chair and the negative stock 

market reaction could exist simultaneously, I performed subgroup analysis to reveal the effect 

of the variables of interest on the new CEO’s early dismissal in different subgroups. 

[Insert Table 2.10] 

Firstly, I divided the sample into two subgroups based on whether the predecessor 

CEO is retained as the board chair without a departure plan. I examined how a negative stock 

market reaction and the new CEO’s ingratiation to the predecessor CEO influence the new 

CEO’s early dismissal rate in the subgroups. Table 2.10 presents the result of this analysis. 

The result of Model 1 shows that, if the predecessor CEO remains as the board chair without 

a departure plan, the new CEO’s positive comments to pat performance (b=-0.16, p<.05), 

positive comments to the predecessor CEO (b=-2.04, p<.10) and commitment to strategic 

continuity (b=-1.00, p<.05) all alleviate his or her early dismissal rate. However, Model 2 

shows that in the subgroup where the predecessor CEO is not retained as the board chair or 

retained but with a departure plan, the new CEO’s ingratiation (including positive comments 

to pat performance, positive comments to the predecessor CEO and commitment to strategic 

continuity) has no significant influence on the new CEO’s early dismissal rate.  

In addition, comparing the result of Model 1 and Model 2, I find that a negative stock 

market reaction only increases the new CEO’s early dismissal rate (b=2.46, p<.05) in the 

subgroup where the predecessor CEO is not retained or retained but with a departure plan. 

This result shows that the stock market reaction is less likely to influence the new CEO’s 

early dismissal rate when the board chair has more specific-information about the firm and 

the new CEO. I also find that the ratio of independent board members has a positive and 

significant influence (b=-5.07, p<.10) on alleviating the new CEO’s early dismissal rate in 
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subgroup where the predecessor CEO is retained but no significant influence in the other 

group. This result is reasonable because higher level of independent director ratio restricts the 

power of the retained predecessor CEO and hence limits the adverse effect of the retention of 

predecessor CEO on the new CEO. Furthermore, the founder predecessor CEO only increases 

the new CEO’s early dismissal (b=1.70, p<.10) in the subgroup where the predecessor CEO is 

retained. It is documented that founder CEOs have strong emotional attachment and 

psychological ownership (Wasserman, 2003), thus it is reasonable to believe that a retained 

founder predecessor CEO will have adverse effect on the new CEO. However, if the 

predecessor CEO is a founder but not retained as the board chair or retained but with a 

specified departure time, the founder predecessor CEO has no significant influence on the 

new CEO’s early dismissal rate (b=1.21,n.s. ).  

It is likely that a number of factors may influence the firm’s decision whether to retain 

the predecessor CEO as the board chair without a departure plan. I ran a first-stage probit 

model using the retention of predecessor CEO as the board chair without a departure plan as 

the binary dependent variable. In this model, I included the following variable as predicting 

variables: whether the predecessor CEO is the founder of the firm, the pre-succession 

performance, whether the new CEO was the heir apparent before appointed, the predecessor 

CEO’s age, the predecessor CEO’s gender, the predecessor CEO’s outside directorship and 

the number of directors that were appointed by the predecessor CEO. I then calculated the 

inverse Mills ratio and included the ratio into the second-stage logistic regression. Model 3 

and Model 4 shows that the results keep consistent and the inverse Mills ratio is not 

significant, thus addressing the self-selection concern in this model.  

[Insert Table 2.11] 



49 
 

 

I also divided the sample into two subgroups based on the stock market reaction to the 

appointment of the new CEO. I examined how the retention of the predecessor CEO as the 

board chair without a departure plan and the new CEO’s self-promotion affect the new CEO’s 

early dismissal rate in the two subgroups. The result of Model 1 shows that, if the subgroup 

where stock market reacts negative to the appointment of the new CEO, the new CEO’s 

expression of confidence (b=-0.60, p<.05) and the new CEO’s attempts to lead the 

conversations (b=-2.48, p<.05) alleviate the new CEO’s early dismissal rate. However, Model 

2 shows that in the subgroup where stock market reaction is positive, the new CEO’s self-

promotion (including expression of confidence and attempts to lead the conversation) has no 

significant influence on the new CEO’s early dismissal rate.  

Comparing the result of Model 1 and Model 2, I find that the retention of the 

predecessor CEO as the board chair without announcing a departure plan increases the new 

CEO’s early dismissal rate both in the subgroup of positive stock market reaction (b=1.01, 

p<.10) and of negative stock market reaction (b=9.41, p<.05). This result shows that the 

retained predecessor CEO’s influence is prevalent regardless of the stock market reaction to 

the new CEO’s appointment. In addition, the founder predecessor CEO significantly increases 

the new CEO’s early dismissal rate in the subgroup where stock market reaction is positive 

but has no such effect in the subgroup where stock market reaction is negative. This effect is 

hard to explain. One interpretations is that a negative stock market reaction distracts the 

founder predecessor CEO’s attention to restore the investors’ confidence and to some extent 

align the interest between the founder predecessor and the new CEO. 

In a similar way, it is likely that a number of factors may influence the stock market 

reaction to the appointment of the new CEO. I run a first-stage probit model using the binary 
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variable of stock market reaction as dependent variable. In this model, I included the 

following variable as predicting variables: whether the predecessor CEO is dismissed, 

whether the new CEO was the heir apparent before appointed, whether the new CEO is 

outside CEO, the new CEO’s prior CEO experience, pre-succession performance, whether the 

firm releases confounding news in the event window, the firm’s stock return volatility and the 

firm’s turnover volatility in the month prior to succession. I then calculated the inverse Mills 

ratio and included the ratio into the second-stage logistic regression. Model 3 and Model 4 in 

Table 2.11 show that the results keep consistent and the inverse Mills ratio is not significant, 

thus suggesting that the self-selection concern is not a problem in this model.  

2.6. DISCUSSION 

In this study I focused on the effect of a new CEO’s use of social influence tactics on 

managing challenges in leadership transition processes. Specifically, I identified two particular 

challenges that could occur in a new CEO’s leadership transition process: (1) the predecessor 

CEO retained as the board chair without announcing a departure plan, and (2) the stock market 

reacting negatively to the appointment of the new CEO. Both of these conditions increase 

newly appointed CEOs’ early dismissal rate by posing challenges to the leadership transition. 

In addition, I examined what newly appointed CEOs could do to manage such challenges. I 

argue that although new CEOs have comparatively weak power in their early tenure, they 

could use social influence tactics to seek approval from the predecessor CEO and the 

shareholders through ingratiation and self-promotion, respectively. Based on research in social 

influence theory that suggests ingratiation increases social approval based on interpersonal 

liking and self-promotion promotes social approval based on competence, I proposed that the 
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new CEO’s use of ingratiation alleviates the adverse impact of the predecessor CEO while the 

new CEO’s use of self-promotion mitigates the negative influence of doubt from shareholders. 

The empirical results show strong support for the proposed theoretical framework.  

As expected, I found that retention of a dominant predecessor as board chair increases 

the early dismissal rate of the new CEO. While previous studies have found that retention of a 

predecessor as a board chair lowers post-succession strategic change and post-succession 

performance change (Quigley & Hambrick, 2012), I extended this research stream by 

examining its influence on the new CEO’s early dismissal rate since the predecessor CEO’s 

intention to continually influence the organization restricts the new CEO’s leeway to propose a 

new agenda and build his or her own power. Distinct from Quigley & Hambrick’s (2012) study, 

I made a further categorization for retained predecessor CEOs into (1) the temporary retention 

of a predecessor with a specified departure time announcement, and (2) retention of the 

predecessor CEO without a departure plan announcement. The second type creates higher 

uncertainty regarding the question of “who possess the power now” and shows a clearer 

intention of the predecessor CEO to maintain continued impact in the organization. The results 

showed that the second type of predecessor retention does increase the new CEO’s early 

dismissal rate. Interestingly, I also found that founder predecessor CEOs increase the incoming 

CEO’s early dismissal rate. In both situations, the predecessor CEO has strong intentions of 

maintaining their power and impact in the organization and thus poses a great challenge to the 

new CEO whose job is to assume the power from the predecessor. I also found that the 

founder predecessor CEO’s influence in increasing the new CEO’s early dismissal rate is only 

significant in the subgroup that the predecessor CEO was retained as the board chair rather 

than leaving or staying but not as the board chair. These findings generally suggest that taking 
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the organizational power from the predecessor CEO could be complicated and challenging. 

This is particularly true if the predecessor CEO is a founder CEO or one who remained as 

board chair without announcing when he intends to leave.   

The findings of this study suggest that a negative stock market reaction to a new CEO 

appointment increases the new CEOs’ early dismissal rate. The stock market reaction to a new 

CEO’s appointment serves as important channel that reflects the shareholders’ opinion about 

the board’s CEO selection decision (Khurana, 2002; Graffin et al., 2013). A number of 

strategic papers have examined the stock market reaction to the appointment of new CEOs. 

Prior research has also documented that the stock market reaction is so important that the board 

may deliberately release distracting corporate news or press releases to make “strategic noise” 

to avoid negative stock market reactions (Graffin et al., 2011). Prior studies have also proposed 

that negative market reactions have adverse effects on new CEOs’ early-stage evaluations 

(Khurana, 2002; Graffin et al., 2013). This study extends this stream of literature as the first to 

empirically verify that a negative stock market reaction does increase a new CEO’s early 

dismissal rate. In addition, in the subgroup analysis, this study found that in the presence of a 

negative stock market reaction, an outsider CEO has a higher likelihood of early dismissal than 

an insider CEO. This finding could be interpreted in several ways. One interpretation is that it 

extends prior scholars’ findings that information asymmetry between the board and the new 

CEO may lead to post-succession friction by finding this is particularly true when the board’s 

CEO selection decision is not endorsed by the capital market.  

 As hypothesized, I found that the new CEO’s use of ingratiation tactics weakens the 

positive relationship between retention of the predecessor CEO as board chair without 

announcing a departure plan and the new CEO’s early dismissal rate. I examined the new 
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CEO’s ingratiation along two dimensions: positive comments regarding the firm’s past 

performance and/or the predecessor CEO and the new CEO’s commitment to strategic 

continuity. The results indicated that the new CEO’s positive comments regarding the firm’s 

past performance alleviate the adverse influence of the predecessor CEO retention as board 

chair in a more effective way than making positive comments to the predecessor CEO. This 

result seems surprising at first glance because the new CEO’s positive comments regarding the 

predecessor CEO is a more direct way of ingratiation and hence should have a stronger effect 

on alleviating the new CEO’s early dismissal rate. However, prior research in social 

psychology has suggested (to the extent that social influence tactics are interpreted as 

manipulative or political in intent) that they are less likely to be effective in engendering social 

influence and may even be counterproductive (Stern & Westphal, 2010; Jones & Pittman, 

1982). Hence the reason that the new CEO’s positive comments to the predecessor CEO are 

less effective might be that such direct and personal praise is more likely to be recognized as 

deliberate ingratiation by the influence target and hence the effectiveness is reduced in eliciting 

positive feelings.  

I also found that the new CEO’s commitment to strategic continuity, which ingratiates 

the predecessor CEO through conforming opinions with the predecessor CEO (Westphal & 

Bednar, 2008), significantly weakens the relationship between retention of the predecessor 

CEO and the new CEO’s early dismissal rate. This finding is related to Quigley and 

Hambrick’s (2012) study that found retention of the predecessor CEO will significantly lower 

the new CEO’s strategic change behavior. While Quigley and Hambrick (2012) examined the 

substantive strategic change behavior regarding the firm’s capital expenditure, in this study I 

examine the consequences of new CEOs voicing their commitment to strategic continuity, and 
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specifically, how that continuity influences new CEOs’ relationships with predecessor CEOs. I 

found that the new CEO’s verbal commitment to the firm’s strategic continuity could 

significantly weaken the retained predecessor’s adverse impact on his or her early dismissal 

rate.   

I also found that the new CEO’s use of self-promotion tactics alleviate the adverse 

impact of a negative stock market reaction. While prior strategic research has introduced the 

concept of ingratiation and examined how established CEOs use ingratiation with stock 

analysts, fund managers, and independent directors to seek benefits (Westphal & Stern, 2006; 

Westphal & Bednar, 2008), to my knowledge, this study is the first to integrate the concept of 

self-promotion into top management team studies. I examined the new CEO’s self-promotion 

along two dimensions: the expression of confidence and attempts to lead the conversation. The 

results support the theoretical argument that new CEOs’ use of both tactics could alleviate the 

influence of a negative stock market reaction on the new CEO’s early dismissal rate. Prior 

studies generally focus on examining an individual’s use of self-promotion in a micro-level 

situation such as a structured interview (Godfrey et al., 1986; Bergsieker et al., 2010). This 

study extends the research on self-promotion to a more macro-level phenomenon regarding 

how top firm executives may use self-promotion tactics to seek social approval from 

shareholders. The results of this study shows consistent support for the micro-level research in 

which self-promotion enhances one’s social approval based on the attribution of competence. 

This study makes important contributions in the following aspects.  

First, this study proposes and empirically finds that new CEOs could play an active 

role in managing their leadership transition process and thus contributes to the literature on 

CEO succession. Prior studies in CEO succession have generally used the new CEO’s 
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background and experience or the succession context to predict an early dismissal rate (Zhang, 

2008; Shen & Cannella, 2002) and have ignored the fact that newly appointed CEOs’ post-

succession behavior and actions could actively influence and even change key constituents’ 

opinions and evaluations. This is surprising because compared with the aspect of background, 

new CEO’s behavior in early tenure serves as a more direct clue for a board to evaluate the 

new CEO’s eligibility. In this study, I argue that while new CEOs have comparatively weak 

power in leadership transition periods, they could use social influence tactics to manage the 

attitudes of key constituents and build positive relationships. This study contributes to the 

important issue of how newly appointed CEOs could manage potential challenges in their 

leadership transition process.  

Second, I identify that new CEOs encounter challenges from different types of 

stakeholders and that different social influence tactics need to be used in different 

contingencies. While prior studies in the strategy field have noted that top executives could 

use ingratiation to please important constituents and increase interpersonal attractiveness 

(Westphal & Stern, 2006; Stern & Westphal, 2010; Westphal & Bednar, 2008), little attention 

has been paid to the effectiveness boundaries of ingratiation tactics and little research has 

explored the use of other social influence tactics. This study contributes to prior literature by 

finding that a new CEO’s use of ingratiation is effective in seeking social approval based on 

interpersonal likability from the retained predecessor CEO while the use of self-promotion is 

effective in pursing social approval based on the attribution of competence from shareholders. 

This finding is important because top executives not only have to deal with interpersonal 

relationships with fund managers and the predecessor CEO, but they also must prove their 

capabilities in impersonal and arm’s length relationships (Cruz et al., 2010) such as their 
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relationships with shareholders. 
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Table 2.1:  Descriptive statistics and correlation matrix a 

 
Mean S.D 1 2 3 4 5 6 7 8 9 

1. New CEO early dismissal 0.09 0.28 1 
        2. Retention of predecessor CEO 0.32 0.47 0.21 1 

       3. Negative stock market reaction 0.48 0.50 0.14 -0.06 1 
      4. Positive comments to past performance  11.70 4.64 0.00 0.08 0.05 1 

     5. Positive comments to predecessor CEO 0.11 0.31 -0.04 0.23 -0.09 0.05 1 
    6. Commitment to strategic continuity -43.62 4.67 -0.01 0.10 0.05 -0.07 -0.01 1 

   7. Expression of confidence 3.86 1.51 -0.11 -0.13 0.11 -0.06 -0.05 -0.06 1 
  8. Attempts to lead conversations 0.45 0.24 -0.09 0.08 0.07 -0.01 0.07 0.04 0.07 1 

 9. Outside CEO 0.27 0.44 0.04 -0.10 -0.07 -0.07 -0.05 -0.09 0.08 0.03 1 
10. Board size 10.48 2.04 -0.07 -0.10 -0.10 0.06 -0.05 -0.02 -0.01 -0.01 -0.07 
11. Board tenure 7.79 2.93 0.07 0.19 0.06 0.01 0.13 -0.01 -0.01 0.04 -0.09 
12. Independent board ratio 0.76 0.13 -0.11 -0.17 -0.04 -0.05 -0.06 -0.05 0.06 0.01 0.16 
13. CEO duality 0.47 0.48 -0.04 -0.05 -0.06 -0.05 0.01 0.00 0.06 -0.08 0.05 
14. Founder predecessor 0.08 0.27 0.21 0.22 -0.03 0.09 -0.04 -0.02 -0.02 0.13 0.13 
15. Presuccession performance 0.04 0.18 0.03 0.10 0.00 0.02 0.03 -0.01 0.05 0.02 -0.11 
16. Postsuccession performance 0.03 0.23 0.07 0.10 0.02 0.02 0.04 0.01 -0.01 0.05 -0.10 
17. Postsuccession analysts recommendation change 0.03 0.29 0.06 0.13 0.07 -0.08 -0.04 0.05 0.03 0.03 -0.07 
18. Whether the predecessor CEO is dismissed 0.03 0.16 0.07 -0.08 0.04 -0.06 -0.09 -0.11 -0.01 0.05 0.13 
19. Prior CEO experience  0.16 0.36 -0.08 -0.15 0.07 0.00 -0.06 0.06 0.07 -0.01 0.42 
a Coefficients larger than .09 are significant at p<.05 
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Table 2.1:  Descriptive statistics and correlation matrix a  (continued) 

 
  10 11 12 13 14 15 16 17 18 
10. Board size 1 

        11. Board tenure -0.12 1 
       12. Independent board ratio 0.07 -0.26 1 

      13. CEO duality 0.04 0.06 0.09 1 
     14. Founder predecessor -0.19 0.08 -0.07 -0.03 1 

    15. Presuccession performance -0.08 -0.02 -0.13 -0.06 -0.01 1 
   16. Postsuccession performance -0.06 -0.03 -0.06 -0.04 0.11 0.72 1 

  17. Postsuccession analysts recommendation change -0.08 0.11 -0.12 0.08 0.09 0.04 0.04 1 
 18. Whether the predecessor CEO is dismissed -0.09 0.04 0.04 -0.04 0.01 0.01 0.01 -0.05 1 

19. Prior CEO experience  -0.05 -0.04 0.12 0.10 -0.04 -0.08 -0.02 -0.03 0.11 
a Coefficients larger than .09 are significant at p<.05 
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Table 2.2: Logistic regression results for H1-H2 

 Model 1 Model 2 Model 3 Model 4 Model5 
Retention of predecessor   1.43**  1.52** 
   (0.47)  (0.48) 
Negative stock market reaction    1.19** 1.28** 
    (0.46) (0.47) 
Positive comments to past performance  -0.02 -0.01 -0.02 -0.01 
  (0.04) (0.04) (0.05) (0.05) 
Positive comments to predecessor CEO  -0.61 -0.95 -0.43 -0.81 
  (0.80) (0.80) (0.82) (0.80) 
Commitment to strategic continuity  -0.05 -0.11 -0.07 -0.14 
  (0.18) (0.19) (0.19) (0.20) 
Expression of confidence  -0.26+ -0.18 -0.27 -0.17 
  (0.16) (0.17) (0.18) (0.17) 
Attempts to lead conversations  -1.52+ -1.48+ -1.32+ -1.31 
  (0.81) (0.83) (0.80) (0.82) 
Outside CEO 0.45 0.46 0.31 0.61 0.40 
 (0.50) (0.52) (0.53) (0.53) (0.55) 
Whether the predecessor CEO is dismissed 1.28 1.52+ 1.96* 1.48 1.95* 
 (0.89) (0.90) (0.94) (0.92) (0.97) 
Board size -0.02 -0.04 -0.02 -0.04 -0.04 
 (0.10) (0.11) (0.11) (0.11) (0.12) 
Board tenure 0.06 0.06 0.05 0.04 0.03 
 (0.07) (0.07) (0.07) (0.07) (0.07) 
Independent board ratio -2.52+ -2.22 -1.80 -2.16 -1.80 
 (1.46) (1.51) (1.62) (1.57) (1.67) 
CEO duality -0.18 -0.35 -0.33 -0.21 -0.20 
 (0.44) (0.45) (0.46) (0.46) (0.47) 
Founder predecessor 1.30* 1.52** 1.15+ 1.70** 1.33* 
 (0.53) (0.57) (0.60) (0.60) (0.63) 
Presuccession performance -1.38 -1.13 -1.44 -0.64 -0.87 
 (1.45) (1.50) (1.55) (1.55) (1.60) 
Postsuccession performance 1.48 1.39 1.34 1.00 0.90 
 (0.99) (1.02) (1.03) (1.04) (1.05) 
Post-succession analysts recommendation change 0.45 0.34 -0.03 0.15 -0.34 
 (0.70) (0.70) (0.72) (0.71) (0.75) 
Whether the new CEO was heir apparent -0.42 -0.34 -0.71 -0.29 -0.64 
 (0.51) (0.52) (0.54) (0.54) (0.56) 
Prior CEO experience -1.59+ -1.52+ -1.45 -1.80+ -1.76+ 
 (0.89) (0.89) (0.94) (0.93) (0.99) 
Constant -0.79 -1.04 -5.35 -3.17 -8.16 
 (1.72) (9.59) (10.13) (10.44) (11.02) 
Observations 363 363 363 363 363 
Pseudo R2 0.107 0.141 0.186 0.176 0.225 
Log Likelihood -94.61 -90.93 -86.17 -87.22 -82.10 
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Chi-squared 22.61 29.95 39.47 37.37 47.62 
Standard errors in parentheses 
+ p<.10, * p<.05, ** p<.01(one-tail test for hypothesized effect and two-tail test for others)  
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Table 2.3: Logistic regression results for H3-H4 

 Model 1 Model 2 Model 3 Model 4 
Positive comments to past performance 
*Retention of predecessor 

 
-0.16* 

   
-0.21* 

 (0.09)   (0.10) 
Positive comments to predecessor CEO 
*Retention of predecessor 

  
-1.86+ 

  
-1.82+ 

  (1.19)  (1.24) 
Commitment to strategic 
continuity*Retention of predecessor 

   
-0.96* 

 
-1.19* 

   (0.52) (0.53) 
Retention of predecessor 1.52** 1.65** 1.55** 1.62** 
 (0.51) (0.50) (0.49) (0.53) 
Negative stock market reaction 1.22* 1.27** 1.36** 1.30** 
 (0.48) (0.47) (0.49) (0.50) 
Positive comments to past performance 0.07 -0.01 -0.02 0.07 
 (0.06) (0.05) (0.05) (0.06) 
Positive comments to predecessor CEO -0.90 0.46 -0.87 0.15 
 (0.82) (1.26) (0.81) (1.30) 
Commitment to strategic continuity -0.17 -0.16 0.24 0.24 
 (0.20) (0.20) (0.37) (0.35) 
Expression of confidence -0.19 -0.16 -0.14 -0.17 
 (0.18) (0.17) (0.18) (0.18) 
Attempts to lead conversations -1.28 -1.16 -1.28 -1.08 
 (0.84) (0.84) (0.84) (0.88) 
Outside CEO 0.51 0.40 0.42 0.54 
 (0.56) (0.56) (0.56) (0.58) 
Whether the predecessor CEO is dismissed 1.75+ 1.92* 1.98* 1.74+ 
 (0.99) (0.97) (0.95) (0.95) 
Board size -0.04 -0.03 -0.06 -0.06 
 (0.12) (0.12) (0.12) (0.13) 
Board tenure 0.03 0.01 0.01 -0.01 
 (0.08) (0.08) (0.08) (0.08) 
Independent board ratio -1.66 -1.67 -2.06 -1.97 
 (1.72) (1.69) (1.69) (1.76) 
CEO duality -0.21 -0.20 -0.19 -0.20 
 (0.48) (0.47) (0.47) (0.48) 
Founder predecessor 1.36* 1.35* 1.33* 1.37* 
 (0.63) (0.63) (0.65) (0.66) 
Presuccession performance -0.82 -0.85 -1.26 -1.36 
 (1.62) (1.60) (1.67) (1.73) 
Postsuccession performance 1.08 0.90 1.06 1.34 
 (1.07) (1.05) (1.06) (1.10) 
Post-succession analysts  
recommendation change 

 
-0.38 

 
-0.34 

 
-0.49 

 
-0.62 
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 (0.77) (0.76) (0.77) (0.81) 
Whether the new CEO was heir apparent -0.61 -0.63 -0.57 -0.59 
 (0.56) (0.56) (0.57) (0.58) 
Prior CEO experience -1.79+ -1.82+ -1.88+ -2.02+ 
 (1.00) (1.01) (1.03) (1.07) 
Constant -10.38 -9.40 13.07 12.00 
 (10.78) (10.81) (19.64) (18.92) 
Observations 363 363 363 363 
Pseudo R2 0.238 0.230 0.243 0.270 
Log Likelihood -80.65 -81.53 -80.13 -77.30 
Chi-squared 50.52 48.77 51.55 57.22 
Standard errors in parentheses 
+ p<.10, * p<.05, ** p<.01(one-tail test for hypothesized effect and two-tail test for others)  
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Table 2.4: Logistic regression results for H5-H6 

 Model 1 Model 2 Model 3 
Expression confidence*Negative stock market reaction -0.70*  -0.64* 
 (0.35)  (0.38) 
Attempts to lead conversations*Negative stock market reaction  -8.78* -8.21* 
  (3.77) (3.61) 
Retention of predecessor 1.48** 1.71** 1.67** 
 (0.49) (0.51) (0.52) 
Negative stock market reaction 1.09* 1.69* 1.45* 
 (0.50) (0.69) (0.69) 
Positive comments to past performance -0.00 0.02 0.02 
 (0.05) (0.05) (0.05) 
Positive comments to predecessor CEO -0.78 -1.02 -0.98 
 (0.81) (0.82) (0.83) 
Commitment to strategic continuity -0.11 -0.13 -0.11 
 (0.21) (0.21) (0.22) 
Expression of confidence 0.21 -0.18 0.15 
 (0.24) (0.18) (0.26) 
Attempts to lead conversations -1.22 6.08+ 5.61 
 (0.84) (3.64) (3.47) 
Outside CEO 0.44 0.38 0.44 
 (0.56) (0.57) (0.58) 
Whether the predecessor CEO is dismissed 1.31 1.99* 1.33 
 (1.03) (0.99) (1.08) 
Board size -0.07 -0.09 -0.12 
 (0.12) (0.13) (0.13) 
Board tenure 0.02 0.03 0.02 
 (0.08) (0.08) (0.08) 
Independent board ratio -2.03 -1.47 -1.62 
 (1.71) (1.78) (1.80) 
CEO duality -0.13 -0.26 -0.17 
 (0.48) (0.49) (0.50) 
Founder predecessor 1.26* 1.17+ 1.09+ 
 (0.63) (0.62) (0.63) 
Presuccession performance -0.96 -1.23 -1.20 
 (1.63) (1.61) (1.63) 
Postsuccession performance 0.91 1.06 1.08 
 (1.06) (1.05) (1.07) 
Post-succession analysts recommendation change -0.33 -0.12 -0.10 
 (0.77) (0.78) (0.79) 
Whether the new CEO was heir apparent -0.67 -0.74 -0.78 
 (0.57) (0.58) (0.59) 
Prior CEO experience -1.79+ -1.64+ -1.66 
 (1.01) (0.99) (1.02) 
Constant -7.44 -13.93 -13.18 
 (11.23) (11.80) (11.93) 
Observations 363 363 363 
Pseudo R2 0.243 0.274 0.288 
Log Likelihood -80.15 -76.94 -75.44 
Chi-squared 51.52 57.95 60.94 
Standard errors in parentheses 
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+ p<.10, * p<.05, ** p<.01(one-tail test for hypothesized effect and two-tail test for others) 
 
 

Table 2.5: Marginal Effect of Hypothesis 3a 

Value of positive comments to 
the firm’s past performance 

Marginal effect of the retention of predecessor CEO as 
board chair on early dismissal 

Z-statistic 

Low .139 3.42** 

Mean .093 2.99** 

High .048 1.13 

+ p<.10, * p<.05, ** p<.01(two-tailed test) 
 
 

Table 2.6: Marginal Effect of Hypothesis 3b 

Value of positive comments to 
the predecessor CEO  

Marginal effect of the retention of predecessor CEO 
as board chair on early dismissal 

Z-statistic 

No .112 3.18** 

Yes -.011 -.12 

+ p<.10, * p<.05, ** p<.01(two-tailed test) 
 
 
 

Table 2.7: Marginal Effect of Hypothesis 4 

Value of commitment  

to strategic continuity  

Marginal effect of the retention of predecessor CEO 
as board chair on early dismissal 

Z-statistic 

Low .187 3.24** 

Mean .097 3.17** 

High -.02 -.32 

+ p<.10, * p<.05, ** p<.01(two-tailed test) 
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Table 2.8: Marginal Effect of Hypothesis 5 

Value of expression  

of confidence 

Marginal effect of the negative stock market 
reaction on early dismissal 

Z-statistic 

Low .161 2.89** 

Mean .068 2.17* 

High .004 .91 

+ p<.10, * p<.05, ** p<.01(two-tailed test) 
 
 
 

Table 2.9: Marginal Effect of Hypothesis 6 

Value of attempts to  

lead conversations  

Marginal effect of the negative stock market 
reaction on early dismissal 

Z-statistic 

Low .210 2.92** 

Mean .090 2.67** 

High -.029 -.60 

+ p<.10, * p<.05, ** p<.01(two-tailed test) 
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Table 2.10: Subgroup analysis results for H3-H4 

 Model 1 Model 2 Model 3 Model 4 
 Retained 

predecessor 
 

Others 
Retained 

predecessor 
 

Others 
Negative stock market reaction 0.41 2.46* 0.38 2.46* 
 (0.67) (1.14) (0.69) (1.16) 
Positive comments to past performance -0.16* 0.10 -0.19* 0.10 
 (0.08) (0.08) (0.09) (0.08) 
Positive comments to predecessor CEO -2.04+ 0.14 -2.36+ 0.18 
 (1.20) (1.61) (1.25) (1.59) 
Commitment to strategic continuity -1.00* 0.49 -0.98* 0.49 
 (0.42) (0.43) (0.42) (0.42) 
Expression of confidence -0.35 0.05 -0.34 0.06 
 (0.27) (0.25) (0.27) (0.25) 
Attempts to lead conversations -0.75 -0.89 -1.27 -0.81 
 (1.18) (1.41) (1.25) (1.43) 
Outside CEO 0.13 0.84 0.80 0.64 
 (0.87) (0.91) (1.01) (1.00) 
Whether the predecessor CEO is dismissed 0.96 -0.91 1.08 -0.88 
 (0.84) (0.94) (0.88) (0.93) 
Board size 0.15 -0.16 0.20 -0.17 
 (0.19) (0.19) (0.20) (0.19) 
Board tenure -0.14 0.12 -0.11 0.10 
 (0.12) (0.13) (0.12) (0.13) 
Independent board ratio -5.07+ 1.31 -5.56* 1.12 
 (2.67) (3.14) (2.77) (3.16) 
CEO duality 0.08 -0.90 -0.10 -0.95 
 (0.64) (0.83) (0.66) (0.84) 
Founder predecessor 1.70+ 1.21 -1.83 2.90 
 (0.91) (1.50) (2.46) (3.74) 
Presuccession performance -2.62 2.47 -5.47+ 3.14 
 (2.35) (3.80) (3.13) (4.01) 
Postsuccession performance 1.81 -1.09 2.14 -0.97 
 (1.44) (2.80) (1.49) (2.80) 
Post-succession analysts recommendation change -0.13 -0.43 -0.27 -0.52 
 (1.19) (1.45) (1.23) (1.49) 
Whether the new CEO was heir apparent -0.46 -1.14 -2.62 -0.23 
 (0.74) (1.15) (1.61) (2.15) 
Pre-CEO experience -0.44 -1.37 -0.89 -1.37 
 (1.41) (1.18) (1.50) (1.19) 
Correction for selection   -5.43 2.50 
   (3.56) (5.14) 
Constant 38.35 20.66 30.01 22.19 
 (21.37) (22.95) (21.97) (23.13) 
Observations 117 246 117 246 
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Pseudo R2 0.281 0.228 0.304 0.231 
Log Likelihood -38.49 -34.68 -37.23 -34.56 
Chi-squared 30.05 20.50 32.56 20.75 

Standard errors in parentheses 
+ p<.10, * p<.05, ** p<.01(two-tailed test) 
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Table 2.11: Subgroup analysis results for H5-H6 

 Model 1 Model 2 Model 3 Model 4 
 Negative 

CAR 
Positive 

CAR 
Negative 

CAR 
Positive 

CAR 
Retention of predecessor 1.01+ 9.41* 0.94+ 10.10* 
 (0.59) (4.47) (0.57) (4.87) 
Positive comments to past performance 0.06 0.04 0.06 0.05 
 (0.06) (0.19) (0.07) (0.19) 
Positive comments to predecessor CEO -1.25 -0.06 -1.30 -0.20 
 (1.31) (1.63) (1.34) (1.61) 
Commitment to strategic continuity 0.15 -1.30 0.07 -1.36 
 (0.32) (0.78) (0.32) (0.82) 
Expression of confidence -0.60* -0.62 -0.63* -0.64 
 (0.27) (0.55) (0.28) (0.55) 
Attempts to lead conversations -2.48* -13.84 -2.71** -14.52 
 (1.01) (8.77) (1.05) (8.89) 
Outside CEO 1.35+ -1.07 0.70 -0.21 
 (0.80) (1.95) (1.14) (2.59) 
Whether the predecessor CEO is dismissed -0.41 -0.57 -0.67 -0.60 
 (0.78) (2.17) (0.84) (2.21) 
Board size -0.18 0.18 -0.21 0.12 
 (0.17) (0.39) (0.18) (0.41) 
Board tenure 0.08 -0.46 0.08 -0.46 
 (0.10) (0.32) (0.10) (0.32) 
Independent board ratio -1.01 -14.02 -1.06 -14.13 
 (2.25) (9.50) (2.28) (9.40) 
CEO duality -0.52 0.55 -0.61 0.40 
 (0.64) (1.42) (0.65) (1.40) 
Founder predecessor -0.58 5.57* -0.59 5.41* 
 (1.12) (2.72) (1.12) (2.68) 
Presuccession performance -1.05 -3.55 -1.41 -4.38 
 (2.28) (6.57) (2.30) (6.86) 
Postsuccession performance 2.52 -10.95 2.58+ -10.25 
 (1.57) (8.28) (1.55) (8.44) 
Post-succession analysts recommendation change 0.50 1.56 0.72 1.40 
 (0.98) (2.80) (1.01) (2.78) 
Whether the new CEO was heir apparent -0.10 -1.51 -0.63 -0.90 
 (0.71) (1.66) (0.94) (1.97) 
Pre-CEO experience -1.76 3.12 -1.39 2.75 
 (1.12) (2.54) (1.22) (2.69) 
Correction for selection   2.56 -3.12 
   (3.38) (6.46) 
Constant 11.22 -85.56* 5.57 -92.14* 
 (16.53) (42.67) (17.10) (46.11) 
Observations 173 190 172 188 
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Pseudo R2 0.243 0.614 0.254 0.617 
Log Likelihood -49.87 -13.97 -49.05 -13.85 
Chi-squared 32.08 44.52 33.45 44.56 

Standard errors in parentheses 
+ p<.10, * p<.05, ** p<.01(two-tailed test) 
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Appendix 1: Typical words included in the “praise” category 

 
great successful respected 
bright good valuable 
glorious notable splendid 
favorable superb positive 
creative attractive renowned 
marvelous outstanding prosperous 
excellent prominent gorgeous 
superior pleasant honorable 
strong productive profitable 
impressive reputable  

 
 

Appendix 2: Typical words included in the “satisfaction” category 

 
satisfied happy enriching 
thrilled reinforcing passionate 
proud celebrating encouraged 
amazing grateful inspiring 
triumph enthusiasm pleased 
pride fascinating applaud 
cheering   

 

 
Appendix 3: Typical words included in the “activity” category 

 
turn lead alter 
change enact shift 
advocate activities proposal 
establish motivate focus 
initiate prioritize pursue 
influence plan enactment 
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Appendix 4: Typical words included in the “strong modal” category 

 
definitely undoubtedly highest 
strongly best never 
absolutely will must 
clearly   
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Chapter 3 

3.1. ABSTRACT 

Prior research in CEO succession literature has documented a well-known dilemma for 

newly appointed CEOs with outside origins: they are selected when the board and other 

constituents desire a quick turnaround, yet outside CEOs usually lack firm-specific information 

and the necessary power base to initiate effective changes in a short period. While the dilemma is 

well documented in the prior literature, little is known about how outside CEOs manage this 

dilemma and how important constituents evaluate the CEOs’ behaviors. In this study, I propose 

that the outside CEO’s early action plans, defined as the verbal description of actions that have 

been accomplished and are about to be taken by the new CEO in his or her early-stage 

communication with important constituents, represent a useful way to handle the dilemma. I 

further examine how a specific group of important constituents—the investment analysts—

evaluates such early action plans. I argue the outside CEOs’ early action plans will improve the 

investment analysts’ postsuccession evaluation of the firm’s stock as such plans show that the 

CEO behaves consistently with the going-in mandate. Finally, I examine whether the new 

outside CEO’s prior experience moderates the positive relationship between the number of early 

action plans and changes in investment analysts’ postsuccession recommendations.  
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3.2. INTRODUCTION 

The “going-in mandate” (Finkelstein, Hambrick, & Cannella, 2009) has been an important 

concept in CEO succession literature. Prior research has documented that most newly appointed 

CEOs have a mandate deriving from the organization’s current performance and prospects as 

well as important constituents’ expectations (Vancil, 1987; Zajac, & Westphal, 1996). New 

CEOs’ initial actions need to align with the mandate (Gabarro, 1987; Westphal & Fredickson, 

2001), as deviating from one’s mandate increases the likelihood of failure or early dismissal 

(Finkelstein et al., 2009). Newly appointed CEOs with outside origins confront a well-known 

dilemma: on the one hand, prior theory and empirical evidence clearly suggest that firms select 

outsiders when they need a change in strategic direction (e.g., Bailey & Helfat, 2003; Boeker, 

1997; Boeker & Goodstein, 1993; Datta & Guthrie, 1994; Zhang & Rajagopalan, 2010). Outside 

CEOs therefore have a “going-in-mandate for change” (Finkelstein et al., 2009, p. 201). On the 

other hand, however, it is more likely that outside CEOs will lack critical firm and industry-

specific skills, the necessary power base, cultural understanding, and a deep knowledge of the 

firm’s internal and external environment to make effective changes in a short period of time 

(Karaevli, 2007; Karaevli & Zajac, 2013). Facing external pressure to take quick and 

demonstrable actions, outside CEOs who spend more time than expected to develop action plans 

are at odds with their going-in-mandates and are considered incapable of launching strategic 

initiatives (Finkelstein et al., 2009; Gabarro, 1987; Kotter, 1982). However, rushing to radical 

strategic changes without sufficient rationalization and legitimation (e.g., Time’s Jack Griffin) is 

likely to cause entrenched interests to fiercely resist the changes (Peters, 2011), which also 

increases the rate of failure of the new CEO. Because of this dilemma, research documents that 
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outside CEOs have a higher likelihood of dismissal in the early years of their tenure (Zhang, 

2008; Karaevli, 2007; Lucier et al., 2007). 

While the dilemma and its negative impact are well documented by prior 

literature(Karaevli, 2007; Karaevli & Zajac, 2013; Gabarro, 1987; Vancil, 1987; Ferris, 2008), 

little is known about what outside CEOs can do to deal with the dilemma and how important 

organizational constituents evaluate their behavior. While many prior studies have examined 

whether outside CEOs are more likely to lead strategic changes and what performance 

consequences exist for these strategic changes (Zhang & Rajagopalan, 2004; Zhang & 

Rajagopalan, 2010; Westphal & Fredrickson, 2001), they have generally focused on the 

substantive actions of strategic change. These include resource allocation decisions (Zhang & 

Rajagopalan, 2004; Zhang & Rajagoplan, 2010), diversification (Westphal & Fredrickson, 

2001), acquisition, and divestiture (Quigley & Hambrick, 2012) and the studies chose a 

comparatively long time window to observe the substantive changes and the performance 

consequences. Although these studies provide an important understanding of outside succession, 

they do not offer insights regarding what outside CEOs can do in their early tenure to deal with 

the dilemma and avoid dismissal before they can fully demonstrate their competence and 

implement their strategies.  

In this study, I aim to fill the literature gap by investigating how newly appointed outside 

CEOs manage this dilemma and how crucial organizational stakeholders evaluate their 

behaviors. I propose that new CEOs’ early action plans, defined as the verbal description of a set 

of actions that have been accomplished or are about to be taken by the new CEO in his or her 

early-stage communication with important constituents, represent an important way for the new 

CEO to deal with the dilemma. These plans create publicity and show key constituents that the 
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new CEO is moving in the agreed-upon direction. In addition, I investigate how important 

organizational constituents evaluate these early action plans. Prior studies have documented that 

the early-stage evaluation of new CEOs involves a high level of evaluative uncertainty (Graffin 

et al., 2013) as performance data is not available. Under such circumstances, investment analysts 

are considered qualified to provide an assessment of the new CEO’s quality, as they can gather 

and process information from a variety of channels, including published reports and direct 

engagement with management. Specifically, investment analysts can directly interact with the 

new CEO in the firm’s quarterly earnings conference calls, which provide an ideal context to 

examine both the new CEO’s verbal description of early action plans and how his or her direct 

audience, the investment analysts, evaluate these early action plans.  

In this study, I argue that the external pressure in the succession context (e.g., 

presuccession performance decline, the predecessor CEO being dismissed) will lead to an 

increased number of action plans by the new CEO because new CEOs under these conditions are 

more pressed to meet external expectations to initiate quick and demonstrable actions. In 

addition, I propose that the number of the new CEO’s early action plans is positively associated 

with the investment analysts’ postsuccession evaluations because the more the new CEO 

discusses his or her early action plans, the more his or her behavior is consistent with the going-

in mandate and hence will be valued by key external stakeholders. Finally, I argue that the new 

CEO’s prior advantageous work experience will moderate the positive relationship between the 

new CEO’s early action plans and the investment analysts’ postsuccession evaluations. The 

outside CEO’s prior advantageous experiences will equip him or her with important skills and 

capabilities to develop early action plans of comparatively high quality. Also, in the early-stage 

evaluation of the new CEO, due to a high level of evaluative uncertainty (Graffin et al., 2013), 
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investment analysts tend to rely on the new CEO’s advantageous experience to infer the quality 

of the new CEO’s early action plans. Therefore, the new CEO’s advantageous experience such as 

prior intra-industry experiences, prior CEO experiences, and prior experiences in “CEO 

factories,” will positively moderate the relationship between the early action plans and analysts’ 

the postsuccession evaluations. Figure 1 describes the theoretical framework of this study.  

[Insert Figure 1] 

Using the sample of outside CEOs in Standard &Poor’s (S&P) 500 firms from 2002 to 

2012 and the CEOs’ speeches in their first-year earnings conference calls, I tested my hypotheses 

and found support for most of them. Through my examination of the new outside CEO’s use of 

early action plans, I attempt to make a number of theoretical contributions. First, while much 

research has examined the relationship between an outside CEO and the firm’s strategic change 

(Zhang, 2006; Zhang & Rajagopalan, 2010; Haynes & Hillman, 2010; Westphal & Fredrickson, 

2001; Quigley & Hambrick, 2012), it has generally focused on the substantive actions the outside 

CEO took while ignoring the CEO’s framing and communication of these strategic actions with 

important organizational stakeholders. This paper complements prior studies by empirically 

examining how outside CEOs’ verbal descriptions of their strategic actions influence key 

organizational stakeholders’ early-stage evaluations. Furthermore, this study adds to research on 

the strategic use of language. While prior literature across a variety of disciplines has suggested 

that language can be used as a strategic tool in many settings (Gao, Yu, & Cannella, 2015; 

Cornelissen & Clarke, 2010; Martens, Jennings & Jennings, 2007; Westphal & Zajac, 2001), the 

role of language has seldom been investigated in CEO succession research. We know very little 

about how newly appointed CEOs use language to manage expectations and win support from 

important stakeholders. As an exploratory step in examining the use of language in CEO 
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succession, this research opens the door for scholars to empirically study how different framing 

of early action plans results in different interpretations and evaluations from external 

stakeholders. Thirdly, this study contributes to the literature on early-stage evaluation of CEOs. 

Recent research documents that early-stage evaluations of newly appointed CEOs are 

particularly difficult as performance metrics are unhelpful and a high level of evaluative 

uncertainty exists (Graffin et al., 2013). In light of the uncertainty surrounding early-stage CEO 

evaluation, prior studies call for efforts to identify possible indicators of CEO quality in the new 

CEO’s early tenure (Graffin et al, 2013). This study responds to the call by showing that the new 

CEO’s early action plans could serve as important indicators to evaluate the new CEO in his or 

her early tenure.  These plans convey crucial information about the new CEO’s subsequent 

strategic actions.  

3.3. THEORY AND HYPOTHESES 

Research on CEO succession has documented a classical dilemma for newly appointed 

CEOs with outside origins. On the one hand, firms are more likely to hire outside CEOs with the 

implicit going-in mandate to initiate quick and demonstrable organizational change. On the other 

hand, these leaders usually lack critical firm-specific skills, the necessary power base, cultural 

understanding, and a deep knowledge of the firm’s internal and external environment to make 

effective changes in a short period. The resulting tension poses great challenges for outside 

CEOs to meet expectations from key organizational constituents in their early tenure. Studies 

have documented that new outside CEOs have great difficulties in balancing a dilemma. While 

some outside CEOs fail due to their inability to launch strategic initiatives that are expected by 

key organizational stakeholders (e.g., Gabarro, 1987; Kotter, 1982), other prominent outside 
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CEOs (e.g., HP’s Carly Fiorina, P&G’s Durk Jager) fail because they push too much change too 

soon (Ferris, 2008). The outside CEO’s dilemma and its negative impact on outside CEOs are 

widely acknowledged, but little research has explored what outside CEOs do to manage this 

dilemma and how important constituents evaluate their behaviors.  

In this study, I fill the research gap by focusing on new CEOs’ early action plans, defined 

as the verbal description of a set of actions that have been accomplished or are about to be taken 

by the new CEO in his or her early-stage communication with important organizational 

constituents. Although most prior studies have highlighted the substantive importance of 

strategic change led by newly appointed CEOs, including resource allocation change (Zhang, 

2006; Zhang & Rajagopalan, 2010), diversification (Westphal, 2001), acquisition, and divestiture 

(Quigley & Hambrick, 2012), such strategic changes often involve great resource commitment 

and high levels of coordination. Thus, they take a comparatively long time to both develop and 

implement. While these studies contribute to the understanding of strategic change, they do not 

answer the question of what outside CEOs can do in their early years of tenure to handle “the 

outside CEO dilemma” and to avoid dismissal before they can fully demonstrate their 

competences and implement their strategies.  

In this study, I emphasize the importance of the presentation and communication of newly 

appointed CEOs’ early actions. Hence, I focus on the outside CEO’s early action plans, which 

are defined as the verbal description of a set of actions that have been accomplished after the 

new CEO takes office and that are about to be taken by the new CEO in early-stage 

communications with important organizational constituents. I argue that the outside CEO’s early 

action plans represent a way for the new CEO to handle the outsider dilemma, as these early 

action plans show  important constituents that the new CEO is adhering to the going-in mandate 
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to initiate quick and demonstrable strategic actions. While the lack of both a necessary power 

base and a deep understanding of the firm’s current problems impedes the outside CEO’s 

initiation of swift, strategic changes such as diversification and acquisition (Westphal & 

Fredrickson, 2001; Quigley & Hambrick, 2012) in a short time, the outside CEO can use early 

action plans to answer important questions from organizational stakeholders. These include, 

“What has the new CEO already done?” and “What does the new CEO plan to do?”, thus 

creating industry-wide publicity and avoiding the impression of an “inability to launch effective 

changes.” In addition, by disseminating the early action plans to stakeholders and by articulating 

the set of actions already completed and about to be taken, the outside CEO is also seeking the 

understanding and acceptance of his or her new strategic orientation among key organizational 

constituents. This mitigates the degree of resistance caused by pushing radical changes without 

rationalization and legitimation (Ferris, 2008).  

A follow-up question is how important organizational constituents in the CEO’s early 

tenure evaluate the outside CEO’s use of early action plans. The evaluation of the outside CEO 

in his or her early tenure is important because the literature documents that organizational 

constituents watch newly appointed CEOs closely in their early years of tenure. Their 

inappropriate behaviors could result in their early dismissal before fully demonstrating their 

capabilities and worthiness. However, the early assessment of CEOs is difficult and fraught with 

uncertainty because firm performance in a new CEO’s early tenure is not diagnostic of the new 

CEO’s quality (Finkelstein et al., 2009; Graffin et al., 2013). Under such circumstances, 

investment analysts are qualified to provide an assessment of the CEO’s quality as they can 

gather and process information about the firm from published reports and by directly interacting 

with the new CEO through quarterly earnings conference calls (Wiesenfeld, Wurthmann, & 



80 
 

 

Hambrick, 2008; Wiersema & Zhang, 2011). Since the firm’s earnings conference calls provide a 

context both for the new CEO to discuss his or her early action plans and for investment analysts 

to directly interact with management, in this study, I focus on the outside CEO’s early action 

plans in quarterly earnings conference calls and how such plans are evaluated by investment 

analysts.  

I aim to answer the following important questions: (1) How much are the outside CEO’s 

early action plans influenced by external pressure in the succession context (e.g., presuccession 

performance decline and the predecessor CEO dismissal)? (2) How does the number of early 

action plans the new CEO proposes influence investment analysts’ evaluations of him or her? (3) 

Will the new CEO’s prior advantageous experiences moderate the relationship between the 

number of early actions plans and the investment analysts’ evaluations of him or her? 

Specifically, will the new CEO’s prior intra-industry work experiences, prior CEO experiences, 

and prior experiences in CEO factories positively moderate the relationship between the number 

of early action plans and the investment analysts’ postsuccession evaluation?  

The Antecedents of Outside CEOs’ Early Action Plans  

In this section, I argue that poor presuccession performance and the dismissal of the 

predecessor CEO will increase the number of outside CEOs’ early action plans for the following 

two reasons. 

Firstly, While outside CEOs generally have a “going-in mandate for change” (Finkelstein 

et al., 2009, p.201), the pressure to comply with such a mandate varies according to each 

organization’s succession context. In general, the board and critical external stakeholders are 

more anxious to see a change when presuccession performance is poor and/or when the 

predecessor CEO was dismissed. Studies document that poor performance is an important signal 
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that the existing way of operating is inappropriate and the strategy needs to achieve a more 

successful alignment with the external environment (Boeker & Goodstein, 1993; Tushman, 

Virany, & Romanelli, 1985). In the same way, prior literature also shows that when new CEOs 

are appointed following their predecessor’s dismissal, they have a shorter honeymoon period 

with the board and feel pressure to turn the firm around quickly (Shen, 2003).  

In addition, the board will be particularly vigilant in monitoring the outside CEOs under 

conditions of poor presuccession performance and/or the dismissal of predecessor CEO. Prior 

studies have documented that the board decides how intensively it will monitor the CEO based 

on firm performance (Hermalin & Weisbach, 1998; Adams, Hermalin & Weisbach, 2008).Board 

members will become more involved in monitoring what top management does when the 

existing way of operating is deficient (Jhonson, Hoskisson & Hitt, 1993). Hence, the poor 

presuccession performance and the dismissal of predecessor CEO will lead to increased scrutiny 

from the board. Under such circumstances, the outside CEO tend to perform consistently with 

what the board wants and focus on initiating demonstrable actions.  

According to the above argument, I propose the following:  

H1: Presuccession firm performance will be negatively associated with the number of an 

outside CEO’s early action plans.  

H2: The dismissal of the predecessor CEO will be positively associated with the number of 

an outside CEO’s early action plans.  

The Consequences of Outside CEOs’ Early Action Plans  

Since outside CEOs receive the going-in mandate for change, important constituents will 

reward them for behaving consistently with this mandate. Therefore, I argue that the number of 

the outside CEO’s early action plans will be positively related with investment analysts’ 
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evaluations in the postsuccession period. Furthermore, I explore whether the outside CEO’s prior 

advantageous experiences will moderate the above-mentioned relationship. Outside CEOs’ prior 

advantageous experiences will equip them with important skills to develop early action plans of 

comparatively high quality. In addition, prior studies have documented that when under a high 

level of evaluative uncertainty in early-stage CEO evaluations (Graffin et al., 2013), investment 

analysts rely on observable characteristics such as the CEO’s prior advantageous experience to 

infer the quality of his or her behavior.   

The Number of Outside CEOs’ Early Action Plans  

I argue that outside CEOs’ use of early action plans has an important influence on their 

early-stage evaluations by investment analysts. “Early action plans” refer to a set of actions that 

have been taken or are about to be taken by the CEO in early-stage communications with key 

organizational constituents. Such plans serve an important purpose for the outside CEO to 

communicate and legitimate his or her designed blueprints with critical organizational 

stakeholders. In this study, I argue that early action plans will be positively related with early-

stage evaluations of the outside CEO for the following reasons.  

First, outside CEOs’ early action plans demonstrate to important constituents, both internal 

and external, that the CEOs are moving in the agreed-upon direction. Unlike inside succession 

where continuing the current strategy might be tolerated, if not promoted, outside CEOs are hired 

because the organization’s current operation is not satisfying and organizational stakeholders 

expect changes. Under such a circumstance, the outside CEO’s silence on his or her action plans 

will increase uncertainty and opacity about the firm’s decision processes, which could disappoint 

organizational stakeholders who are anxious to see action. Moreover, while it is understandable 

that some substantive strategic actions take time, not discussing action plans in early-stage 
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communications with important constituents may raise doubts about the new CEO’s competence 

and may leave the impression of “hesitant leaders” or “lack of leadership” (Gabarro, 1987). Such 

an impression could have negative effects on the investment analysts’ evaluation of the CEO, as 

research indicates that investment analysts prefer a resolute and decisive leader (Khurana, 2002; 

Fanelli, Misangyi, & Tosi, 2009). On the contrary, outside CEOs’ emphasis on their early action 

plans in early-stage communications demonstrates that their actions are consistent with their 

going-in mandate to develop a new strategic orientation for the organization. Prior research has 

documented that when the new CEO’s behaviors are consistent with the expectations of the 

board and other constituents, they will win endorsement from critical constituents (Finkelstein et 

al., 2009). Since the outside CEO is usually expected to take quick and demonstrable actions to 

turn the organization around, more early action plans show consistency between the CEO’s 

behavior and his or her going-in-mandate and thus improve the investment analysts’ evaluations 

of the new CEO.  

Secondly, I argue that the outside CEO’s early action plans represent an important way for 

the CEO to rationalize and legitimate his or her strategic plans through the “sensegiving” process 

(Fiss & Zajac, 2006). Prior studies document that one common trap for outside CEOs is to push 

radical change without convincing important constituents to buy in to their action plans (Ferris, 

2008). Hence, the outside CEO’s early action plans serve important purposes such as 

communicating and legitimating the CEO’s designed blueprint for the organization. In the 

communication of the early action plans, the outside CEO fulfills an important task of 

management; that is, to “provide explanations, rationalizations, and legitimation for the activities 

undertaken in the organization” (Pfeffer, 1981:4). In addition, by disseminating the early action 

plans to stakeholders and by articulating the set of actions that have been taken and are about to 
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be taken, the outside CEO is also seeking the understanding and acceptance of his or her new 

strategic orientation among key organizational constituents. This mitigates the degree of 

disruption the organization encounters because of the leadership change.  

Based on the above rationale, I propose the following: 

H3: The number of the outside CEO’s early action plans will be positively associated with 

changes in analysts’ postsuccession recommendations. 

Moderating Effects of Outside CEOs’ Prior Experiences  

While it is important to have early action plans, it is also important that these plans be of 

high quality. When analysts perceive outside CEOs’ plans to be strong, their postsuccession 

evaluations of the CEOs will be more positive.  Although it is difficult to directly measure the 

quality of the new CEO’s early action plans, in this study I argue the outside CEO’s prior 

advantageous work experiences will improve the perceived quality of the outside CEO’s early 

action plans. The outside CEOs’ prior advantageous work experiences equip them with 

important skills to develop early action plans of comparatively high quality. In addition, prior 

research suggests that investment analysts tend to rely on the CEO’s observable characteristics to 

infer the quality of his or her behavior in situations where high evaluative uncertainty exists 

(Wiersema & Zhang, 2011; Graffin et al., 2013; Fiske & Taylor, 2008; Moskowitz, 2005). Since 

the outside CEO’s prior advantageous experiences are important assets that signal his or her 

superior capability in developing appropriate early action plans and viable strategies, I argue that 

the outside CEO’s prior advantageous work experiences will strengthen the relationship between 

the number of his or her early action plans and the investment analysts’ postsuccession 

evaluations. In this study, I will examine three types of prior advantageous work experiences, 
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including (1) prior intra-industry experience, (2) prior CEO experience, and (3) prior experiences 

in CEO factories. I will discuss them respectively in the following paragraphs.  

Prior intra-industry work experience. The outside CEOs’ prior intra-industry work 

experience will increase the perceived quality of their early action plans because investment 

analysts tend to assign credit to outside CEOs who have rich industry experiences. The outside 

CEOs’ intra-industry experiences allow them to adapt quickly to their new positions, as they are 

familiar with the challenges and opportunities in the industry. The industry-specific knowledge 

derived via prior work experience could be particularly valuable for the outside CEOs to develop 

more accurate perspectives on industry trends, competitors, and core resources needed to support 

specific functional strategies (Sirmon et al., 2008). Accordingly, prior intra-industry work 

experience helps new CEOs familiarize themselves with the focal firm in a deeper way, granting 

outside CEOs informational advantages that typically only inside CEOs have. This allows them 

to develop high-quality early action plans based on a reutilization of their accumulated 

knowledge in this industry. Hence, investment analysts will have more confidence in early action 

plans developed by outside CEOs with intra-industry experiences. Therefore, I propose the 

following:   

H4: The positive relationship between the number of the outside CEO’s early action plans 

and changes in analysts’ postsuccession recommendations  will be strengthened by the 

outside CEO’s prior intra-industry experience.  

Prior CEO experience. While the outside CEO’s prior intra-industry work experience 

enhances his or her understanding of important facts in the industry, the outside CEO’s prior 

CEO experience equips him or her with particular skills regarding the CEO position. As the CEO 

position differs significantly from all others (Kesner & Sebora, 1994; Graffin et al., 2013), 
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having previously held the position helps the focal CEO to develop critical skills. Such skills 

include developing contacts, establishing reliable and constructive relationships with other top 

executives (Greiner & Bhambri, 1989), and having  an understanding of the structural 

complexity of an organization. These skills help CEOs quickly prioritize management tasks in 

the new firm and develop reasonable early action plans and viable strategies for the new 

organization. Based on this rationale, the outside CEO’s prior CEO experience will also 

stimulate investment analysts to give higher credibility to the new CEO and his or her early 

action plans. Therefore, I propose the following:  

H5: The positive relationship between the number of the outside CEO’s early action plans 

and changes in analysts’ postsuccession recommendations will be strengthened by the 

outside CEO’s prior CEO experience.  

Prior experience in CEO factories. I also propose that outside CEOs’ prior experiences in 

CEO factories will positively moderate the relationship between the number of early action plans 

and analysts’ postsuccession evaluations. CEO factories refer to those companies that produce a 

disproportionately large number of CEOs for S&P 1500 firms (Cai, Sevilir, & Yang, 2015). 

Anecdotal accounts of CEO appointments recognize that a small number of firms (e.g. General 

Electric, IBM, and Procter &Gamble) have produced a huge number of CEOs for the U.S. 

economy. Cai et al. (2015) found that among the 2335 CEOs appointed by S&P 1500 firms from 

1992 to 2010, 36 firms generated over 20% (471 CEOs in total) of those CEOs who come from 

1852 firms in total. In this study, I followed Cai et al. (2015) to adopt their list of CEO factories. 

The list is in Appendix 1.  

There are various reasons why work experiences in CEO factories are considered 

advantageous. First, CEO factories are much more likely to have a formal leadership 
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development program that offers executives opportunities to learn about the best practices from 

different functions, sectors, and geographic locations, both within and outside the firm. These 

leadership development programs also expose executives to more advanced technological 

information and a more sophisticated managerial system. Furthermore, CEO factories, most of 

which are conglomerates, often rotate their executives among different sectors and functions 

early in their careers. This helps executives better understand complex organizational structures 

and accumulate valuable general management skills (Tate & Yang, 2015) which can be 

important advantages after they become CEOs of new firms. Hence, I propose the following:  

H6: The positive relationship between the number of the outside CEO’s early action 

plans and changes in analysts’ postsuccession recommendations will be strengthened by 

the outside CEO’s prior experience in CEO factories.  

3.4. METHOD 

Sample 

The sample for this study includes all outside CEO successions in public companies listed 

in S&P’s 500 firms from 2002 to 2012. Since the list of S&P 500 firms changes over time, a 

CEO succession is included in my sample only if the focal firm is on the S&P 500 list in the year 

when the CEO succession occurs. Following the practice in previous studies, I dropped all CEO 

succession events that occurred in firms in the financial industry (6- SIC code) and firms in the 

electric industry (4900-4999 SIC code) because these firms have fundamentally different rules 

from other firms (Shen, Tang, & Chen, 2014; Iskandar, Bukit, & Sanusi, 2012). Then, for each of 

the remaining CEO succession events, I searched in LexisNexis and Factiva to identify press 

reports surrounding the new CEO appointment. I used the press reports about new CEO 
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appointment announcements to code the nature of the CEO succession according to the 

following types: (1) normal CEO succession; (2) interim CEO succession; (3) CEO succession 

due to a merger and acquisition; (4) CEO succession due to a spin-off; and (5) becoming a co-

CEO. In this study, I only included the first type of CEO succession because the other types have 

fundamentally different circumstances.  

For the first type of CEO succession, I collected the first four earnings conference call 

transcripts in the first year of the new CEO’s tenure. I collected these transcripts from “Fair 

Disclosure” in LexisNexis. For a fraction of the earnings conference calls, the Fair Disclosure in 

LexisNexis only recorded an “event brief” (which includes a brief of financial data of the focal 

quarter) of the earnings conference calls rather than recording their complete transcripts. Hence, 

one missing earnings conference call transcript does not mean the firm skipped one earnings 

conference call or the new CEO did not attend one earnings conference call. In the sample, 12 

newly appointed CEOs have one missed transcript while all other CEOs have a complete set of 

four earnings conference calls transcripts in their first year. To control the influence of a missing 

transcript, I added the number of earnings conference calls as a control variable in the model.  

As I have mentioned before, I focus on newly appointed outside CEOs. Outside CEOs are 

CEOs who had been employed for two years or fewer prior to the succession event (Graffin et 

al., 2013; Zhang & Rajagopalan, 2003, 2004). I coded this information from the press reports 

about the new CEO appointment. Based upon this selection criterion, I identified 109 outside 

CEOs’ successions and these events serve as my final sample. I also used proxy statements and 

the Bloomberg database to identify the new CEOs’ past employers and past work experience.  

Measurement 
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Outside CEOs’ early action plans. I measured the outside CEOs’ early action plans by 

utilizing their first four quarterly earnings conference call transcripts after they took office. 

Quarterly earnings conference calls are teleconferences or webcasts in which top executives in 

public companies discuss  strategic development and financial results of a reporting period, 

usually a fiscal quarter. The quarterly earnings conference calls are typically comprised of two 

parts. The first part contains the top executives’ opening speech discussing the firm’s strategies 

and financial results and the second part involves a question-and-answer session for top 

executives to answer questions raised by investment analysts. The Securities and Exchange 

Commission passed Regulation Fair Disclosure in October of 2000 and mandated that any 

material information given by management to one analyst must be promptly disseminated 

publicly. After that, the earnings conference call plays an increasingly essential role in the 

communication between the firm’s senior management and the investor community. 

I collected and cleaned each outside CEO’s opening speech for his or her first four earnings 

conference calls (the first year of tenure). Since CEOs’ opening speeches are well-organized 

documents with each paragraph focusing on a specific topic, I selected a trial sample of CEOs’ 

earnings conference call transcripts and discussed these samples with my advisors to specify the 

major topics covered. We agreed that the CEOs’ opening speeches in quarterly earnings 

conference calls contain four major topics:  (1) describing the actions that have been 

accomplished and are about to be taken; (2) discussing performance outcomes;  (3) depicting the 

objectives the firm wants to achieve, both short-term and long-term; (4) other topics, mainly 

including the new CEO’s self-introduction. A research assistant who is a current MBA student I 

and read every paragraph of  the CEO’s opening speeches for a random selected sample of 30 

copies of quarterly earnings conference call transcripts and coded the information according to 
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the above procedures. Inter-rater reliability was 96.7%. For the few paragraphs with inconsistent 

judgments, I thoroughly discussed with the research assistant to compare the discrepancy. After 

this pilot test, I coded every paragraph into one of the above four categories for each CEO’s 

opening speech in a particular conference call. 

I then wrote a python program to calculate the number of words for each paragraph. I 

calculated the number of an outside CEO’s early action plans for each earnings conference call 

by using the sum of the number of words for paragraphs that describe the category (1) the 

actions that have been accomplished and are about to be taken divided by the sum of the number 

of total words in all paragraphs in the transcript. Since I manually coded the outside CEOs’ 

speeches in earnings conference calls that were held in the first four postsuccession quarters, the 

number of an outside CEO’s early action plans is calculated as the average of the scores 

recorded in each earnings conference call that was held in the first four postsuccession quarters. 

This variable ranges from 0.16 to 0.74 in this sample.  

A possible concern is that the new CEO may discuss one major action for several long 

paragraphs, thus more word count from paragraphs coded as category (1) the actions that have 

been accomplished and are about to be taken not necessarily indicates larger number of CEO’s 

early action plans. To address this concern, I randomly selected 10 copies of earnings conference 

call transcripts and counted the number of actions proposed by the outside CEO. I then examined 

the correlation between the number of actions proposed by the outside CEO and the word count 

of all paragraphs that were coded as category (1). The correlation is 0.92, suggesting that it is 

unusual for newly appointed outside CEOs to spend disproportionately presentation time on one 

major action in the first several quarterly earnings conference calls. Even if under special 

circumstances the outside CEO focus disproportionately amount of words on describing one 



91 
 

 

major action, it still shows the new CEO’s attention in verbally communicating subsequent 

strategic actions with important organizational stakeholders and hence is not in conflict with my 

theoretical argument.  

Change in analysts’ postsuccession recommendation. Change in analysts’ postsuccession 

recommendation is measured as the difference between the analysts’ recommendations in the 

month immediately after the month in which CEO succession occurred and the analysts’ 

recommendations in the month immediately after the outside CEO’s fourth earnings conference 

call. Since I reverse coded the analysts’ recommendations so that a higher score refers to a higher 

recommendation, a negative value for change in analysts’ postsuccession recommendation 

indicates that there was a downgrade in the average analyst recommendation, whereas a positive 

value for change in analysts’ postsuccession recommendation indicates an upgrade in the 

average analyst recommendation of the firm.  

Presuccession performance. To calculate presuccession performance, I calculated the 

firm’s three-digit industry-adjusted stock return in the 12 months prior to CEO succession. I also 

measured this variable as the firm’s three-digit industry-adjusted stock return in the 24 months 

and 36 months prior to CEO succession. The results remain consistent.  

Dismissal of the predecessor CEO. This variable is coded as 1 if the predecessor was 

dismissed and 0 otherwise. Identifying CEO dismissals is a major challenge in CEO succession 

literature because firms seldom fully disclose the true reasons behind CEO turnover 

(Fredrickson, Hambrick, & Baumrin, 1988; Weisbach, 1988; Shen & Cannella, 2002a; Zhang, 

2008). In keeping with the prior literature, (Zhang, 2008; Shen & Cannella, 2002a; Parrino, 

1997; Peters & Wagner, 2014), I followed three steps to identify CEO dismissal. First, from the 

Factiva database, a research assistant and I first collected all press reports on each CEO turnover 
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during the window of [turnover date-1 year, turnover date+1 year]. Second, if any news reports 

during that period had documented that the CEO was fired, forced to leave the position, or 

departed due to unspecified policy differences, this turnover was classified as a dismissal. Third, 

other turnovers in which the departing CEO was under age 64 and was identified in a news 

report claiming either (1) the reason for the departure was resignation with a termination of 

directorship (Shen & Cannella, 2002a) or (2) the reason for the departure did not involve death, 

poor health, retirement, or the acceptance of another position (elsewhere or within the firm) were 

classified as dismissal. 

New CEOs’ prior intra-industry experience. If the newly appointed CEO’s last or most 

long-term work experience is in a firm which shares the same three-digit SIC code as the focal 

firm, this is coded as 1. Otherwise, it is coded as 0. We coded this variable from the executives’ 

biography information in the Bloomberg database.  

New CEO’s prior CEO experience. If the newly appointed CEO had been a CEO of 

another firm, it is coded as 1 and 0 otherwise. 

New CEO’s prior experience in CEO factories. Cai et al. (2015) find that over 20% of 

CEOs appointed at S&P 1500 firms from 1992 to 2010 came from 36 CEO factories. As the 

concept of CEO factories derives from Cai and colleagues (2015), I followed their list of CEO 

factories to define which firms reside in this category. The list of CEO factories is in Appendix 

1. This variable is coded as 1 if the new CEO has worked at any of these CEO factories prior to 

becoming the CEO. 

Control Variables  

In this study, I have two regression models: the first model explores the influence of 

succession context (e.g., presuccession performance and the dismissal of the predecessor CEO ) 
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on the new CEO’s early action plans and the second model examines whether and how the 

outside CEO’s early action plans influence the investment analysts’ postsuccession change in 

recommendation. Since the analysis of the influence of the outside CEO’s early action plans is 

the primary focus of this study, I will discuss the control variables in the second model in detail. 

In the second regression exploring the influence of the outside CEO on the change in 

postsuccession analyst recommendation, I controlled a number of factors that may affect the 

postsuccession investment analyst recommendation change.  

First, firm size is controlled because previous studies have indicated that firm size has an 

impact on postsuccession analyst recommendation change after a new CEO takes office (Fanelli 

et al., 2009). I calculated firm size as the log of assets in the year following the year of CEO 

succession. I also controlled the firm’s postsuccession performance to rule out the effect of the 

firm’s performance on postsuccession analyst recommendation change. By doing so, I separated 

the effect of the new CEO’s early action plans from the effect of the real performance change. 

Hence, I was able to determine whether the CEO’s early action plans have an independent effect 

on postsuccession analyst recommendation change.  

In addition, since stock market reaction often reflects how the capital market receives a 

newly appointed CEO, I controlled stock market reaction to the new CEO appointment. The 

stock market reaction is measured by calculating the cumulative abnormal return (CAR) 

following the standard-event studies approach (Arthur, 2003; Friedman & Singh, 1989; 

Westphal & Zajac, 1998; Zhang & Wiersema, 2009). In event studies, one must first identify 

the date of the event of interest. To do so, I coded the date of a new CEO appointment by the 

date of the earliest press reports on the new CEO appointment. The CAR estimates a firm’s 

abnormal stock return or the cumulative difference between the firm’s observed return and its 
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expected return during a specific period surrounding the date of the new CEO appointment 

(the date of the new CEO appointment was used as the event date, or day 0). Data on each 

firm’s daily return over a 251-day window (from 295 days prior to the announcing date to 45 

days prior to the announcing date) were collected from the CRSP database.  

The abnormal return is cumulated over a number of days during the event window to 

derive the CAR for each firm. In an event study, a short window is typically preferred in order 

to avoid the possible effects of confounding events and to accurately capture the impact of the 

event of interest (McWilliams & Siegel, 1997). Since the date of the new CEO appointment 

was already the earliest date among press reports from multiple media sources, I first used the 

event window [-1, +1]. The event window [0,1] CAR was also calculated for robust analyses 

and the results remained consistent. 

I also controlled peer firms’ analyst recommendation change in the same period to control 

for an industry effect that causes a change in analysts’ recommendations. Peer firms are firms 

that share the same three-digit SIC code of the focal firm. This variable is measured as the 

difference between the averages of peer firms’ analyst recommendation changes in the same 

period as when the focal firm’s postsuccession analyst recommendation change is calculated. 

The analyst recommendations are also reverse coded, so a positive value would indicate an 

upgrade in the average analyst recommendation of the firm, whereas a negative value for change 

in average analyst recommendation indicates that there was a downgrade in the average analyst 

recommendation.  

As I have discussed, for a few earnings conference calls, the Fair Disclosure in LexisNexis 

only recorded an event brief (which includes a brief of financial data of the focal quarter) of the 

earnings conference calls rather than recording the complete transcripts of the earnings 
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conference calls. However, the absence of a complete transcript of a particular earnings 

conference call does not necessarily mean the firm skipped the conference call or the new CEO 

did not attend the earnings conference calls. Since the Fair Disclosure database may fail to record 

the complete transcript of an earnings conference call, I controlled the number of earnings 

conference calls for which the database has a complete transcript in the postsuccession four 

quarters. Twelve firms lack one transcript of an earnings conference call in the first four 

postsuccession quarters while other firms have a complete set of four earnings conferences calls.  

Although the sample of this study only includes newly appointed CEOs with outside 

origins, outside CEOs vary in their tenures because some outside CEOs were appointed earlier to 

receive on-the-job training before their promotion. So new CEO tenure is controlled in this 

study. This variable is measured as the number of years the CEO has been at the firm before he 

or she officially took the helm.  

The characteristics of the newly appointed CEO and the characteristics of the firm’s board 

may also have a significant impact on the postsuccession change in analyst recommendations 

(Fanelli et al., 2009). Hence, I also controlled for the characteristics of the newly appointed CEO 

and the firm’s board.  

Newly appointed CEOS’ characteristics. New CEO ownership is measured by the number 

of outstanding shares owned by the newly appointed CEO divided by the firm’s total number of 

outstanding shares. Since CEO ownership is recorded annually, this variable was measured in the 

year following the year of succession. New CEO duality was coded as 1 if the CEO also had the 

title of chair at the time of succession or the new CEO was appointed as the chair of the board 

within the first year of his or her tenure, and 0 otherwise. Larger CEO ownership and new CEO 

duality give the CEO greater power and enable him or her to build strong, unambiguous 
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leadership in the firm and decrease the board’s monitoring role (Finkelstein & D’Aveni, 1994), 

which may influence the analysts’ inferences about the firm’s governance quality. I also 

controlled new CEO gender and new CEO age, which are documented as important demographic 

variables that may influence the analysts’ evaluations of the new CEO (Fanelli et al., 2009).  

Board characteristics. The characteristics of the board reveal important information about 

the firm such as the quality of the firm’s governance. Thus, the characteristics of the 

postsuccession board may influence changes in the analysts’ recommendations. Since board size, 

average director age, average director tenure, and independent director ratio have been 

documented as important indicators of a firm’s governance quality (Finkelstein et al., 2009), I 

included these variables to control the influence of governance quality on the analysts’ 

recommendation change. Board size is measured as the total number of directors on the board 

(Zajac & Westphal, 1996). Average director age is measured as the average age of the board 

members. I controlled for average director tenure, or the average tenure of the board members in 

the organization. Independent director ratio was measured as the proportion of outside directors 

on the board as gathered from the RiskMetrics database. Non-CEO director ownership is 

measured as the number of outstanding shares owned by non-CEO directors divided by the 

firm’s total number of outstanding shares.  

In addition, prior research has documented that analysts’ recommendations are less 

optimistic for stocks with higher level of institutional ownership because analysts are less likely 

to succumb to the pressure of writing positive reports from investment banking when the stocks 

are highly visible to institutional investors (Ljungqvist et al., 2007). Therefore I controlled the 

level of institutional ownership in this study. Institutional ownership is measured by the number 

of outstanding shares owned by institutional investors divided by the number of total outstanding 
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shares of the firm. I focused on institutional owners with at least 1% equity, which allowed me to 

remove those owners with only marginal equity positions. This cutoff was consistent with prior 

research on the influence of institutional investors claiming that only those owners with 

sufficient holdings promote interest and activism (Tihanyi, et al., 2003; Connelly, et al., 2010).  

Since the firm’s diversification level may influence the firm’s profit stability 

(McDougall & Round, 1984) and hence influence the change of analyst recommendation, the 

firm’s diversification was controlled in this study. Diversification is measured by the entropy 

method (Palepu, 1985), such that diversification equals to ∑ P ia ln(1/Pia), where Pia is the 

proportion of a firm’s sales in business segment i across both related and unrelated 

components. In this study, I use the total diversification, which is the sum of the related and 

unrelated diversification components. 

For the first model, which explores the influence of the succession contexts on the number 

of the outside CEO’s early action plans, I controlled the new CEO’s prior experiences (prior 

intra-industry experiences, prior CEO experiences, prior experiences in CEO factories), firm 

size, postsuccession performance, stock market reactions to the new CEO appointment, the 

number of earnings conference call transcripts, and the characteristics of the new CEO and the 

board. This was similar to what I controlled in the second model. I also controlled for the female 

director ratio in this model because research documents that the gender composition of the 

audience influences the new CEO’s self-presentation (Leary et al., 1994). The female director 

ratio was measured as the number of female directors divided by the number of directors in the 

firm.  

Heckman Selection Model 
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Since I focused on the group of newly appointed CEOs with outside origins in this study, 

my sample may represent a biased sample. In other words, inside successions and outside 

successions do not randomly distribute among firms. Firms with outside successions may be 

fundamentally different from those with inside successions. To address this concern, I ran a 

Heckman selection model to control for self-selection bias. More specifically, I followed prior 

studies to run a first-stage probit model and then added the inverse Mills ratio calculated from 

the first-stage model as a control variable in the second-stage regression model (Hamilton & 

Nickerson, 2003; Leiblein, Reuer & Dalsace, 2002). In the first-stage model, I collected all CEO 

successions that happened in S&P 500 firms from 2002 to 2012, including outside successions 

and inside successions, and ran a probit model using CEO origin (inside vs. outside) as the 

dependent variable and  generated the inverse Mills ratio. In the second-stage model, I included 

the inverse Mills ratio as a control variable (Hamilton & Nickerson, 2003; Leiblein, Reuer & 

Dalsace, 2002). In the first-stage probit model where CEO origin is the dependent variable, I 

included the following predicting variables to estimate the likelihood of having an outside 

succession: the dismissal of the predecessor CEO, presuccession performance, the focal firm’s 

board size, the female director ratio, the average director tenure, the independent director ratio, 

the predecessor CEO’s duality, the average number of the focal firm’s outside directorships, and 

the number of directors the predecessor CEO appointed. Among these variables, the number of 

directors that were appointed by the predecessor CEO and the average number of the focal firm’s 

outside directorships serve as instrumental variables that are only included in the first-stage 

model. All variables (except the dismissal of the predecessor CEO) were measured in the year 

prior to CEO succession. The inverse Mills ratio from the first-stage probit model is recorded as 

“inverse Mills ratio” in the second-stage regression model.  
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Model Specification 

In this study, I examine how the new CEO’s early action plans influence a change in 

analysts’ postsuccession recommendations. However, as proposed in Hypothesis 1 and 

Hypothesis 2, the new CEO’s early action plans are influenced by the external pressure he or she 

confronted in proposing such plans. In other words, the investment analysts of firms with more 

adverse presuccession conditions may expect a greater number of early action plans from new 

CEOs. To investigate whether or not the new CEO’s early action plans have an independent 

effect beyond that of succession contextual factors on postsuccession analyst recommendation 

change, I created a proxy for each of the new CEO’s early actions that is uncorrelated with the 

presuccession conditions as follows. First, I estimated the following model for each of the new 

CEO’s early action plans: 

The new CEO’s early action plans = presuccession performance  +  the dismissal of 

predecessor CEO 

This model estimates the new CEO’s early action plans based on the presuccession 

conditions expected to affect these plans. I use the residuals of the new CEO’s early action plans 

to test Hypotheses 3 and 6, which examine the influence of the new CEO’s early action plans.  

3.5. RESULTS 

Table 3.1 summarizes the means, standard deviations, and correlations of variables in 

the study. Table 3.2 summarizes the results of regression predicting the number of the new 

CEO’s early action plans, which are Hypothesis 1 and Hypothesis 2. Model 1 is a null model 

including all control variables. The results of Model 1 show that the CEO’s intra-industry 

experience has a significant and positive influence on the new CEO’s early action plans (b = 
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0.07, p < 0.05). In addition, the new CEO’s tenure has a positive and significant influence on 

the new CEO’s early action plans (b = 0.08, p < 0.01). These two findings are consistent with 

my expectation because intra-industry experience and longer firm tenure could equip the new 

CEOs with more industry- and firm-specific knowledge, hence allowing them to demonstrate 

more early action plans compared with those who do not have such experiences. In addition, 

as I have discussed, I ran a Heckman selection model to control for self-selection bias of 

inside succession versus outside succession. In the first-stage model, I controlled all CEO 

successions that happened in S&P 500 firms from 2002 to 2012, including outside succession 

and inside succession, and ran a probit model using CEO origin as the dependent variable. I 

summarize the results of the first-stage probit model in Appendix 2. The inverse Mills ratio 

generated from the first-stage probit model is controlled in the following regression models. 

In this model, the coefficient of the inverse Mills ratio is not significant (b = -0.04, n.s.), 

suggesting there is no self-selection problem for the group of outside CEOs in my sample. 

                                     [Insert Table 3.1 and Table 3.2] 

Hypothesis 1 suggests that presuccession performance will be negatively related with 

the new CEO’s number of early action plans because poor presuccession performance adds 

pressure on the new CEO to behave consistent with external stakeholders’ expectations. 

Model 2 adds the influence of presuccession performance. The results of Model 2 show 

support for Hypothesis 1 because the coefficient of presuccession performance is negative and 

significant (b = -0.16, p < .05), suggesting that lower presuccession performance increases the 

number of the new CEO’s early action plans. Hypothesis 2 suggests that newly appointed 

CEOs will pay more attention to their early action plans if the predecessor CEO was 

dismissed. Model 3 adds the variable that indicates whether the predecessor CEO was 
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dismissed. As indicated in the results of Model 3, this hypothesis is supported because the 

coefficient of the variable indicating the predecessor CEO’s dismissal is positive and 

significant (b = 0.08, p < .05). Model 4 includes both the influence of the predecessor CEO’s 

dismissal and the influence of presuccession performance. The results of Model 4 indicate 

consistent support for Hypothesis 1 (b = -0.16, p < .05) and Hypothesis 2 (b = 0.08, p < .05). 

Hypotheses 3 through 6 examine whether and how the new CEO’s early action plans 

will affect how important external constituents will evaluate the new CEO. Table 3.3 presents 

the results regarding the influence of the new CEO’s early action plans on postsuccession 

changes in analysts’ recommendations and the moderating effect of the new CEO’s prior 

advantageous experiences. Model 1 in Table 3.3 is the null model that includes all control 

variables. The results of Model 1 show that postsuccession performance has a positive impact 

on postsuccession analyst recommendation change (b = 0.41, p < 0.01). In addition, the peer 

firms’ changes in analysts’ recommendations have a strong positive impact on the focal firm’s 

postsuccession change in analysts’ recommendations (b = 0.66, p < 0.01), hence suggesting 

industry-wide events could influence both the focal firm and its peer firms simultaneously. 

The results show that the firm’s institutional ownership has a negative impact on the focal 

firm’s postsuccession analyst recommendation change (b = -1.03, p < 0.05), which is 

consistent with prior studies (Ljungqvist et al., 2007). Lastly, the coefficient of the inverse 

Mills ratio is not significant, suggesting there is no self-selection problem for the group of 

outside CEOs in the sample. Hypothesis 3 suggests that the new CEO’s early action plans will 

increase postsuccession analyst recommendation change. Model 2 adds the influence of the 

new CEO’s early action plans. The results support Hypothesis 3 because the coefficient of the 

new CEO’s early action plans is positive and significant (b = 0.68, p < .05).  
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Hypotheses 4 and 6 examine how the new CEO’s prior advantageous work experience 

moderates the relationship between the new CEO’s early action plans and the postsuccession 

analyst recommendation change. Since prior advantageous work experiences increase the new 

CEO’s ability to develop effective early action plans, and since investment analysts tend to 

rely on the new CEO’s prior experience as a clue to infer the quality of these plans, the new 

CEO’s prior advantageous work experience will strengthen the positive relationship between 

the new CEO’s early action plans and the postsuccession analyst recommendation change. 

Hypotheses 4 through 6 examine three different types of prior experiences, including the new 

CEO’s prior intra-industry experience, prior CEO experience, and prior work experience in 

CEO factories. Model 3 adds the three types of prior work experience into the regression 

model. The results of Model 3 show that none of these work experiences has a significantly 

independent effect on the investment analysts’ postsuccession recommendation change.  

Hypothesis 4 suggests that the new CEO’s intra-industry experience will strengthen the 

positive relationship between the new CEO’s early action plans and the postsuccession analyst 

recommendation change. Model 4 in Table 3.3 adds the interaction between the new CEO’s 

intra-industry experience and the new CEO’s early action plans. The results of Model 4 show 

support to Hypothesis 4 because the coefficient of the interaction item is positive and 

significant (b = 1.54, p < .05). Hypothesis 5 suggests that the new CEO’s prior CEO 

experience will positively moderate the relationship between the CEO’s early action plans and 

postsuccession analyst recommendation change. Model 5 adds the interaction between the 

new CEO’s prior CEO experience and the new CEO’s early action plans. The results of Model 

5 do not show support for Hypothesis 4 as the coefficient is positive but not significant (b = 

0.59, n.s.). The insignificance of the new CEO’s prior CEO experience could be caused by the 
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fact that some new CEOs led comparatively small firms and hence such experiences are not 

highly valued in S&P 500 firms. Hypothesis 6 suggests that the new CEO’s prior experience 

in CEO factories will strengthen the positive relationship between the new CEO’s early action 

plans and the postsuccession analyst recommendation change. Model 6 in Table 3.3 adds the 

interaction between the new CEO’s prior experience in CEO factories and the new CEO’s 

early action plans. The results of Model 6 show support to Hypothesis 6 because the 

coefficient of the interaction item is positive and significant (b = 1.61, p < .01). 

 [Insert Table 3.3] 

I plotted the significant moderating effects of the new CEO’s prior intra-industry 

experiences and the new CEO’s prior experience in CEO factories in Figure 2 and Figure 31

                                                        
1 Since I used OLS regression model when examining the moderating effect of the new CEO’s prior 

experience, the interaction effect have straightforward interpretation. Therefore, the marginal analysis required in 
limited dependent variable regression (e.g., logistic regression) is not necessary.    

. 

Figure 2 shows how the relationship between the number of the new CEO’s early action plans 

and the investment analysts’ postsuccession recommendation change is contingent on the new 

CEO’s prior intra-industry experience. To create this figure, all of the variables in Model 4 

except the residual of the amount of new CEOs’ early actions and the new CEO’s intra-

industry experience were constrained to their mean values. The residual of the amount of new 

CEOs’ early action plans took values ranging from two standard deviations below the mean to 

two standard deviations above the mean. The new CEO’s prior intra-industry experience took 

the value of one (the triangle line) and zero (the hollow circle line). Figure 2 shows that when 

the new CEO has prior intra-industry experiences, the new CEO’s discussion about his or her 

early action plans tends to have a positive influence on postsuccession analyst 

recommendation change. However, if the new CEO has no prior intra-industry experiences, 

the new CEO’s discussion about his or her early action plans tend to have a negative influence 
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on postsuccession analyst recommendations. This result is interesting as it provides evidence 

that the new CEO’s intra-industry experience serves as a good indicator of the quality of the 

new CEO’s early action plans. While discussing more high-quality early action plans may 

improve the investment analysts’ postsuccession recommendations, discussing more low-

quality early action plans may in fact lower the investment analysts’ postsuccession 

recommendations.  

Figure 3 demonstrates how the relationship between the number of the new CEO’s early 

action plans and the investment analysts’ postsuccession recommendation change is 

contingent on the new CEO’s prior experiences in CEO factories. These results are plotted 

following a similar approach to that described above. Figure 3 shows that when the new CEO 

has prior experiences in CEO factories, the new CEO’s discussion about his or her early 

action plans has a more positive influence on postsuccession analyst recommendation change 

compared with when the new CEO has no prior experiences in CEO factories.  

                                        [Insert Figure 2 and Figure 3] 

3.6. SUPPLEMENTARY ANALYSIS 

In the above analysis, I have found support for the hypothesis that the number of a new 

CEO’s early action plans is positively associated with the postsuccession change in analysts’ 

recommendations. The new CEO’s prior intra-industry experience and/or prior experience in 

“CEO factories” strengthen this relationship. These results support the argument that the early 

action plans of newly appointed outside CEOs serve as useful tools to improve investment 

analysts’ early-stage evaluations, especially when new CEOs have prior advantageous work 

experiences. Since the new CEO’s early action plans are coded from the CEO’s opening 
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speeches in the firm’s quarterly earnings conference calls, a natural question is whether investors 

also pay attention to the new CEO’s early action plans. In this section, as a supplementary 

analysis, I examine whether the new CEO’s early action plans and prior advantageous 

experiences have similar effects on investors’ reactions.  

To investigate investors’ reactions to the new CEO’s early action plans, I disaggregate the 

analysis on a quarterly basis. I operationalize investors’ reactions as the stock market reaction to 

the firm’s quarterly earnings conference call. The stock market reaction to the firm’s quarterly 

earnings conference call is calculated by the cumulative difference between the firm’s observed 

return and its expected return during a specific period surrounding the quarterly earnings 

conference call. Since prior research suggests that a short window is preferable to avoid the 

possible effects of confounding events and to accurately capture the impact of the event of 

interest (McWilliams & Siegel, 1997), I use the event window [-1, +1] (the date of the quarterly 

earnings conference call is used as the day 0) to derive the cumulative abnormal return (CAR) 

for each firm. Following McWilliams and Siegel’s (1997) suggestions, I checked for 

confounding events including declarations of dividends, mergers and acquisitions, announcement 

of earnings, top executive appointments or departures, major contract awards, new product 

announcements, and litigation announcements. To avoid any confounding events that could 

distort the measurement of the valuation effects on the announcing firms and the competitor 

firms, I excluded those quarterly earnings conference calls that have other announcements as 

stated above 10 days before and after the date of the quarterly earnings conference call. 

However, since quarterly earnings conference calls usually surround a firm’s announcement of 

earnings, considering the firm’s announcement of earnings as a confounding event in this context 

may lead to a significant drop in sample size. Instead of treating the firm’s announcements of 
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earnings as confounding events, I controlled important earnings results to reflect the influence of 

earnings announcements on the stock market reaction to quarterly earnings conference calls. I 

obtained information about confounding events from the Capital IQ database, which recorded the 

firm’s various press releases.  

Since the new CEO’s early action plans are coded from the CEO’s opening speeches in 

quarterly earnings conference calls, in this analysis I use the score of the new CEO’s early action 

plans calculated from each quarterly earnings conference call (rather than the average of the first 

four calls in the main analysis). As in the main analysis, I conducted this analysis in two parts. 

The first part examines the influence of presuccession performance and the dismissal of a 

predecessor CEO on the new CEO’s early action plans and uses the new CEO’s early action 

plans as the dependent variable. The second part examines the influence of the new CEO’s early 

action plans on the stock market reaction to quarterly earnings conference calls and how the new 

CEO’s prior advantageous work experience moderates this influence. Consistent with the main 

analysis, the residual of the new CEO’s early action plans by regressing the early action plans on 

presuccession performance and the dismissal of the predecessor CEO are used in the second part 

of the analysis. The residual represents the part of the new CEO’s early action plans that is not 

correlated with presuccession conditions.  

As mentioned before, since the firm’s quarterly earnings conference calls usually surround 

the firm’s announcements of earnings, the firm’s quarterly performance and whether that 

performance meets the analysts’ forecasts are important factors that influence stock market 

reactions to these calls (Price et al., 2011). Therefore, to investigate the independent effect of the 

new CEO’s early action plans communicated in the quarterly earnings conference calls, I 

controlled the firm’s quarterly ROA and quarterly earnings surpriseto exclude the influence of 
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firm performance on stock market reactions to quarterly earnings conference calls. I measured 

quarterly ROA as the quarterly net income divided by the quarterly total assets, obtaining data 

from Compustat. I measured quarterly earnings surprise as the difference between actual 

earnings per share (EPS) minus the mean of analysts’ forecasted EPS. Thus, a positive value of 

this variable indicates beating analysts’ forecasts, while a negative value of this variable suggests 

missing analysts’ forecasts. Since a number of firms have missing values for the analysts’ 

forecasted EPS, the variable analyst forecast missing is controlled and it is coded as 1 if the firm 

does not have analyst forecasted EPS. For firms with missing analyst-forecasted EPS, the value 

of quarterly earnings surprise was replaced by the sample mean.   

 Following prior studies examining stock market reactions to quarterly earnings conference 

calls (Price et al., 2011), I controlled quarterly firm size and quarterly debt-asset ratio. I also 

controlled sequence of conference calls, which indicates whether the focal call is the first, 

second, third, or fourth quarterly earnings conference calls after the new CEO took office. In 

both parts of the analysis, I also controlled similar sets of variables as in the main analysis, 

including newly appointed CEO’s characteristics such as new CEO tenure, new CEO ownership, 

and new CEO duality, board characteristics such as board size, average board tenure, 

independent director ratio, non-CEO director ownership, the firm’s institutional ownership and 

diversification level. Since these variables are usually measured annually, I did the same in the 

main analysis. I added the inverse Mills ratio into the regression model to control for self-

selection. In addition, industry dummies and year dummies are controlled. For industry 

dummies, I controlled for the focal firm’s two-digit SIC. For year dummies, I controlled for the 

calendar year when the quarterly earnings conference call was held. 
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Each newly appointed CEO has more than one earnings conference call, raising the 

concern of potential interdependence. I addressed this using robust standard errors combined 

with the clustering option, which relaxes the assumption of interdependence within the cluster 

(Petersen, 2009; Markoczy et al., 2013).  

Table 3.4 presents the results that examine the influence of presuccession performance and 

the dismissal of the predecessor CEO on the number of the new CEO’s early action plans. Unlike 

in the main analysis where the new CEO’s early action plans are aggregated on an annual basis, 

the supplementary analysis disaggregates the new CEO’s early action plans on a quarterly basis 

and the increased sample size allows for controlling industry and year dummies. Model 1 is the 

null model including all control variables. As shown in Model 1, the new CEO’s intra-industry 

experience has a positive and significant relationship with the new CEO’s number of early action 

plans (b = 0.07, p < 0.05). This is expected because new CEOs with prior intra-industry 

experience have important knowledge about the industry and can discuss more early action plans 

based on their understanding of the industry. Quarterly firm ROA has a negative and significant 

relationship with the new CEO’s number of early action plans (b = -0.58, p < 0.01). This result is 

interesting, as it shows that better postsuccession performance alleviates the new CEO’s pressure 

to verbally emphasize his or her early action plans. The sequence of conference calls has a 

positive and significant relationship with the new CEO’s number of early action plans (b = 0.02, 

p < 0.05). This result demonstrates that as time goes by, the new CEO will discuss more early 

action plans in later quarterly earnings conference calls than in earlier quarterly earnings 

conference calls. New CEO tenure is positively associated with the new CEO’s number of early 

action plans (b = 0.10, p < 0.01). While all CEOs in the sample are outside CEOs, some outside 

CEOs were appointed earlier to receive on-the-job training before their promotions. New CEOs 
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who were appointed earlier have more knowledge about the firm’s operations, which allows 

them to discuss more early action plans. Model 2 adds the influence of presuccession 

performance. As shown in Model 2, presuccession performance is negatively associated with the 

new CEO’s number of early action plans (b = -0.16, p < 0.05), providing further support to 

Hypothesis 1 which suggests that poor presuccession performance will increase the new CEO’s 

number of early action plans. Model 3 adds the influence of the dismissal of the predecessor 

CEO. As shown in Model 3, the dismissal of the predecessor CEO has a positive and significant 

relationship with the new CEO’s number of early action plans (b = 0.12, p < 0.01), further 

supporting Hypothesis 2 which suggests that the dismissal of the predecessor CEO will increase 

the new CEO’s number of early action plans. The results of Model 4 show consistent support for 

Hypotheses 1 and 2 by adding these two factors simultaneously in the model.  

Table 3.5 presents the regressions following the steps in Table 3.3, but uses the stock 

market reaction to quarterly earnings conference calls as the dependent variable. Model 1 is a 

null model including all control variables. As shown in Model 1, the dismissal of the predecessor 

CEO has a positive and significant relationship on stock market reactions to the new CEO’s first 

four quarterly earnings conference calls (b = 0.02, p < 0.05). This suggests that investors tend to 

react positively to the new CEO’s first several presentations after the dismissal of a predecessor 

CEO. Quarterly ROA has a positive and significant relationship with the stock market reaction to 

a quarterly earnings conference call (b = 0.18, p < 0.05). This is expected because the earnings 

announcements usually surround the quarterly earnings conference call; hence, the stock market 

reactions to quarterly earnings conference calls will reflect the quarterly performance results. 

Quarterly earnings surprise has a positive and marginal significant relationship with stock 

market reaction to a quarterly earnings conference call (b = 0.10, p < 0.10). This is also expected 
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because beating analysts’ forecasts tends to increase the stock market reaction while missing 

analysts’ forecasts may decrease the stock market reaction. Independent director ratio has a 

positive and significant relationship with stock market reactions to quarterly earnings conference 

calls (b = 0.10, p < 0.05). This result suggests that investors react more positively to the 

information disclosure of firms with higher levels of independent director ratio.  

Model 2 adds the influence of the new CEO’s early action plans. The results of Model 2 

show that the new CEO’s early action plans have a positive and significant influence on the stock 

market reaction to the focal quarterly earnings conference call (b = 0.04, p < 0.05). The results 

show that, consistent with the positive influence of the new CEO’s early action plans on 

postsuccession analyst recommendation change, such early action plans also have a positive 

influence on investors’ evaluations of the new CEO. Model 3 adds the new CEO’s prior 

advantageous experience as a control variable and the influence of the new CEO’s early action 

plans remains virtually the same. Models 4 through 6 examine the moderating effect of the new 

CEO’s prior advantageous work experience. As shown in Models 4 and 5, the coefficient of the 

interaction between the new CEO’s early action plans and the new CEO’s intra-industry 

experience (b = 0.05, n.s.) and the coefficient of the interaction between the new CEO’s early 

action plans and the new CEO’s prior CEO experience (b = 0.04, n.s) is not significant. The 

results of Model 6 show that the coefficient of the interaction between the new CEO’s early 

action plans and the new CEO’s prior experience in CEO factories is positive and significant (b = 

0.08, p < 0.05). This suggests that the new CEO’s prior experience strengthens the positive 

relationship between the new CEO’s number of early action plans and stock market reactions to 

quarterly earnings conference calls.  
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3.7. DISCUSSION 

In this study, I focused on a well-documented dilemma for newly appointed CEOs with 

outside origins: They are expected to deliver quick and demonstrable actions to turn the firm 

around, but as outsiders, they lack the necessary power base and deep understanding of the 

firm’s current problems to make effective changes within a short period. Confronting such a 

dilemma, outside CEOs are documented to have higher likelihoods of dismissal in their early 

tenures (Karaevli, 2007; Lucier et al., 2007; Zhang, 2008). While the dilemma and negative 

effects are well documented in prior literature, we know very little about how important 

organizational constituents evaluate newly appointed outside CEOs’ behaviors or how they deal 

with this dilemma.  

I argue that the outside CEO’s early action plans—defined as the verbal description of a set 

of actions that have been or are about to be taken by the new CEO in his or her early-stage 

communication with important organizational constituents—could represent an important way 

for the outside CEO to deal with this dilemma. By communicating their early action plans, 

outside CEOs show to important constituents that they are taking actions to turn the organization 

around as well as legitimating the action plans they developed, thus not only avoiding the 

attribution of “lack of capability” but also securing understanding and acceptance from important 

constituents. Following this rationale, I proposed that newly appointed CEOs with outside 

origins confronting more adverse presuccession conditions (e.g., poor presuccession performance 

and the dismissal of the predecessor CEO) are more pressed to take quick and demonstrable 

actions, thus resulting in a larger number of early action plans. Since the outside CEO’s early 

action plans present the measures the CEO has taken and announce the subsequent action plans 

of the CEO to important constituents, the number of early action plans will improve the 
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postsuccession evaluation from key constituents: specifically, investment analysts. Furthermore, 

I argue that the perceived quality of the outside CEO’s early action plans will moderate the 

relationship between the number of early action plans and the recommendations of 

postsuccession investment analysts. The outside CEO’s prior advantageous work experience 

(e.g., intra-industry work experience, prior CEO experience, and prior experience in CEO 

factories) will equip the outside CEO with knowledge and skills and contribute to improving the 

quality of the outside CEO’ early action plans. Thus, the outside CEO’s prior advantageous work 

experience will strengthen the relationship between the number of early action plans and the 

postsuccession investment analysts’ evaluations.  

As expected, I found that both poor presuccession performance and the dismissal of a 

predecessor CEO increase the number of the outside CEO’s early action plans. While outside 

CEOs generally have a going-in mandate for change (Finkelstein et al., 2009), the degree of 

pressure to comply with such a mandate varies according to succession contexts. Poor 

presuccession performance stimulates discontent from crucial constituents and puts the 

organization’s survival into question. Therefore, organizational stakeholders under such 

circumstances are expecting new strategic directions that turn the firm around. While prior 

studies have documented that poor presuccession performance and the dismissal of a predecessor 

CEO are more likely to be accompanied by an outside succession (Kesner & Dalton, 1994; 

Finkelstein et al., 2009; Boeker & Goodstein, 1993), we know little about what these selected 

outside CEOs can do to spark commitments from organizational stakeholders and revitalize 

organizations. Different from prior research that focuses on the newly appointed outside CEOs’ 

substantive strategic actions that do not bear immediate fruit, this study instead focuses on how 

adverse presuccession conditions influence discourse about the outside CEO’s early action plans 
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in the early stages of the CEO’s tenure. The empirical results of this study are consistent with my 

hypotheses; that is, newly appointed CEOs with poor presuccession performance and/or the 

dismissal of a predecessor CEO will emphasize verbal communication about their early actions 

and action plans with important constituents in response to pressure from the organizational 

stakeholders’ demands for immediate change.  

 The findings of this study also support that central external constituents value outside 

CEOs’ discourse of early action plans. The discourse about the outside CEO’s early action plans 

has a variety of functions in improving external stakeholders’ evaluations. First, communicating 

early action plans with important external constituents reduces the level of opacity and 

information asymmetry for external stakeholders. These stakeholders are then aware of the new 

CEO’s progress and subsequent plans rather than being blind to the organization’s potentially 

new strategic direction. By emphasizing their accomplishments and  ensuing action plans, 

outside CEOs demonstrate that they are moving in the agreed-upon direction to change the 

organization.  The outside CEOs can then be rewarded for behaving consistently with their 

going-in mandates. In addition, outside CEOs’ early action plans provide rationalization and 

legitimation for their subsequent strategic directions. By framing strategic change and by 

articulating their subsequent strategic actions, outside CEOs may secure both the understanding 

and support of key stakeholders for their new strategic orientations (Benford, 1993; Haines, 

1996; Fiss & Zajac, 2006). While many prior studies on outside CEOs and strategic change exist 

in CEO succession research, they have generally focused on the substantive actions of strategic 

change. These include resource allocation change (Zhang, 2006; Zhang & Rajagopalan, 2010; 

Haynes & Hillman, 2010), diversification (Westphal, 2001), acquisition, and divestiture (Quigley 

& Hambrick, 2012). This literature examined how such substantive strategic change actions 
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influence the firm’s performance. However, this kind of research ignores the existence of outside 

CEOs who were dismissed before they could implement their strategic plans and demonstrate 

their merit (Zhang, 2008). Responding to the recent literature calling for more attention to the 

early-stage evaluation of newly appointed CEOs (Graffin et al., 2013), this study complements 

the prior research by examining the discursive aspect of strategic actions of newly appointed 

CEOs and how such discourse about  CEOs’ early action plans affect early-stage evaluations of 

CEOs by key external constituents.  

In addition, I explored how the relationship between the outside CEO’s early action plans 

and changes in analysts’ postsuccession recommendations is moderated by the perceived quality 

of these action plans. Since the outside CEO’s early action plans are case-specific and there 

exists a high level of evaluative uncertainty to about strategic actions ex ante, I argue that the 

outside CEO’s prior advantageous experience will be employed to infer the quality of the outside 

CEO’s early action plans. The rationale is that the outside CEO’s prior advantageous work 

experience will equip him or her with the skills to develop early action plans that are of 

comparatively high quality. Most importantly, investment analysts also tend to rely on such 

observable characteristics of newly appointed CEOs due to the high level of evaluative 

uncertainty that exists in the early-stage evaluation of newly appointed CEOs (Graffin et al., 

2013). In this study, I discussed three types of advantageous work experiences for newly 

appointed outside CEOs, including intra-industry work experience, prior CEO experience, and 

prior experience in CEO factories. I find empirical support for intra-industry work experience 

and prior experiences in CEO factories but not find support for prior CEO experience. These 

results, in general, show that the positive effect of the outside CEO’s early action plans will be 

amplified by the outside CEO’s prior advantageous experiences. The lack of support for the 
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outside CEO’s prior CEO experience could be caused by the fact that some CEOs headed 

comparatively small firms so their CEO experiences are not highly valued in S&P 500 firms.  

Through my examination of the new outside CEO’s use of early action plans, I attempt to 

make a number of theoretical contributions. First, this paper represents an exploratory attempt to 

examine how outside CEOs verbally communicate their subsequent strategic actions with 

important organizational stakeholders to influence early-stage evaluations from these key 

stakeholders. Prior research examined strategic change in the substantive meaning; for example, 

resource allocation change (Zhang, 2006; Zhang & Rajagopalan, 2010; Haynes & Hillman, 

2010), diversification (Westphal, 2001), acquisition, and divestiture (Quigley & Hambrick, 

2012). However, the “sensegiving” element of strategic changes, which refers to the processes by 

which strategic change is framed and disseminated to an organization’s constituents (Fiss & 

Zajac, 2006), has received comparatively limited research attention. Scant research has addressed 

the process by which newly appointed CEOs, with the liability of newness and lack of credibility 

in the organization, verbally frame and disseminate their new strategic orientations to spark 

commitments from important constituents and revitalize the firm’s strategy. In this study, by 

examining the outside CEO’s early action plans and how these plans are evaluated, my 

framework contributes to strategic change literature by highlighting that newly appointed CEOs 

could use the verbal communication of their strategic plans as a critical tool to engage important 

organizational constituents’ commitments to the new strategic direction.  

Furthermore, this study adds to research on the strategic use of language. While prior 

literature across a number of disciplines has suggested that language can be used as a strategic 

tool in many settings (Cornelissen & Clarke, 2010; Martens, Jennings & Jennings, 2007; 

Westphal & Zajac, 2001), the role of language has seldom been investigated in CEO succession 
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research. We know very little about how newly appointed CEOs use language to manage 

expectations of and relationships with important organizational stakeholders. As an exploratory 

step in investigating the use of language in strategic change, this research opens the door for 

scholars to empirically study how newly appointed CEOs use language to show that they are 

adhering to the going-in mandate and moving in the agreed-upon direction, thus managing 

relationships with important constituents and convincing them to invest support and trust in the 

new CEO.  

Thirdly, this study contributes to the literature on early-stage evaluation of CEOs. While 

prior studies generally focus on performance metrics as the chief indicators of the CEO’s quality 

and capabilities, recent literature addresses the difficulty associated with early-stage CEO 

evaluation because firm performance, due to its path dependence, is not diagnostic of the new 

CEO’s quality in early-stage evaluations (Graffin et al., 2013). In responding to the call for more 

attention to how newly appointed CEOs are evaluated in their early tenure, this study proposes 

that information about “what the new CEO has done and is about to do” revealed by the new 

CEO in his or her early-stage communication with key constituents provides important clues for 

external stakeholders to evaluate the new CEO. This is consistent with prior literature’s emphasis 

on the importance of communication between newly appointed CEOs and valuable 

organizational constituents (Shen, 2003; Finkelstein et al., 2009). This study also further 

validates that under a high level of evaluative uncertainty, external stakeholders tend to rely on 

the new CEO’s observable characteristics, such as prior advantageous experience, as clues to 

infer the quality of the new CEO’s early-stage work (Graffin et al., 2013
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Table 3.1: Descriptive Statistics and Correlation Matrix a 

 
Mean Std 1 2 3 4 5 6 7 8 9 

1 Analyst recommendation change  0.08 0.46 1 
        2 Amount of new CEO's early action plans 0.45 0.16 0.24 1 

       3 Presuccession performance  -0.01 0.23 -0.01 -0.19 1 
      4 Dismissal of predecessor CEO 0.38 0.49 0.14 0.21 -0.21 1 

     5 New CEO’s Intra-industry experience 0.70 0.46 0.11 0.22 -0.13 -0.01 1 
    6  New CEO’s Pre-CEO experience 0.55 0.5 -0.03 0.06 -0.01 0.11 0.19 1 

   7  New CEO’s CEO factory experience 0.36 0.48 0.07 -0.05 0.12 -0.15 0.13 -0.04 1 
  8 Firm size 8.95 1.01 -0.01 -0.09 -0.09 0.17 -0.10 0.15 -0.03 1 

 9 Postsuccession performance 0.07 0.38 0.31 0.16 -0.22 0.19 0.12 0.10 -0.02 -0.14 1 
10 Stock market reaction 0.02 0.06 -0.19 0.11 -0.03 0.21 0.06 0.07 -0.05 0.08 -0.11 
11 Peer firm analyst recommendation change 0.03 0.22 0.29 0.12 0.14 -0.08 0.07 0.05 0.06 -0.03 0.03 
12 Number of earnings conference calls 3.80 0.81 -0.01 -0.12 -0.06 0.04 -0.17 -0.11 -0.03 0.06 0.09 
13 New CEO tenure 0.29 0.65 0.11 0.24 0.02 -0.17 -0.07 -0.24 0.10 -0.09 -0.07 
14 New CEO ownership 0.01 0.01 0.01 0.10 -0.03 -0.14 0.08 -0.16 0.05 -0.28 0.13 
15 New CEO duality 0.17 0.38 0.01 -0.11 0.03 0.08 0.06 0.13 0.15 0.02 0.02 
16 New CEO gender 0.05 0.23 0.09 -0.01 0.01 0.14 0.07 -0.03 -0.01 0.09 -0.09 
17 New CEO age 51.93 5.91 -0.08 -0.10 -0.18 0.04 -0.01 0.22 -0.04 0.27 -0.02 
18 Board size 9.92 1.44 -0.07 -0.02 -0.15 0.18 -0.07 0.05 -0.04 0.31 0.01 
19 Average director age 60.68 2.92 0.01 -0.20 -0.22 0.01 0.11 0.05 0.07 0.04 -0.02 
20 Average director tenure 7.41 2.97 -0.11 -0.03 -0.14 -0.08 0.07 -0.06 -0.05 -0.04 -0.15 
21 Independent director ratio 0.75 0.11 -0.09 -0.07 -0.23 -0.12 0.15 -0.02 0.08 0.01 0.03 
22 Female director ratio 0.15 0.10 -0.12 -0.03 0.02 0.06 0.05 0.09 0.02 0.15 -0.03 
23 Non-CEO director ownership 0.03 0.08 -0.07 0.05 -0.16 0.17 0.03 -0.02 -0.12 -0.09 -0.01 
24 Institutional ownership 0.75 0.13 -0.26 -0.02 0.05 -0.16 -0.02 0.15 -0.07 -0.15 0.01 
25 Diversification 0.39 0.46 0.01 -0.09 0.06 -0.01 0.01 0.01 -0.03 0.24 0.01 

a Absolute value of coefficients larger than .19 are significant at p=0.05 level (two-tailed test)
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a Absolute value of coefficients larger than .19 are significant at p=0.05 level (two-tailed tests) 

 

 

Table 3.1: Descriptive Statistics and Correlation Matrix a  (continued) 

 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 
11 Peer firm analyst 
recommendation change -0.07 1 

          
   12 Number of earnings 

conference calls -0.08 -0.02 1 
         

   13 New CEO tenure -0.10 0.05 -0.26 1 
           14 New CEO ownership 0.02 -0.11 -0.05 0.34 1 

          15 New CEO duality 0.03 -0.04 -0.05 -0.06 -0.11 1 
         16 New CEO gender -0.03 -0.19 0.03 -0.11 -0.07 -0.12 1 

        17 New CEO age 0.03 0.08 -0.06 -0.16 -0.06 0.17 -0.04 1 
       18 Board size 0.03 -0.08 -0.05 0.04 -0.06 0.06 -0.07 0.13 1 

      19 Average director age -0.03 0.02 0.12 -0.01 -0.06 0.12 -0.18 0.21 0.16 1 
     20 Average director tenure -0.01 -0.17 -0.07 0.03 0.19 0.06 -0.12 -0.10 -0.12 0.31 1 

    21 Independent director 
ratio -0.09 -0.06 0.02 -0.09 0.05 0.02 0.09 0.27 0.24 0.22 -0.18 1 

   22 Female director ratio -0.18 -0.18 -0.03 -0.02 0.04 0.11 0.21 0.15 0.14 0.07 0.18 0.27 1 
  23 Non-CEO director 

ownership 0.23 -0.17 -0.12 0.06 -0.07 -0.04 -0.07 -0.15 0.01 -0.08 0.38 -0.32 -0.11 1 

 24 Institutional ownership -0.01 -0.07 0.11 0.05 0.11 0.02 -0.07 0.03 -0.11 -0.02 -0.11 0.39 0.11 -0.32 1 
25 Diversification 0.14 0.07 0.13 -0.01 -0.06 0.01 -0.02 0.06 0.15 -0.05 -0.08 0.03 -0.02 0.04 -0.10 
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Table 3.2: Regression results for H1-H2 a,b 

 Model 1 Model 2 Model 3 Model 4 
Pre-succession performance  -0.16*  -0.16* 
  (0.08)  (0.07) 
Dismissal of predecessor CEO   0.08* 0.08* 
   (0.04) (0.04) 
New CEO's intra-industry experience 0.07* 0.06+ 0.07* 0.07* 
 (0.03) (0.03) (0.03) (0.03) 
New CEO's pre-CEO experience 0.03 0.03 0.03 0.03 
 (0.03) (0.03) (0.03) (0.03) 
New CEO's 'CEO factory' experience -0.03 -0.02 -0.02 -0.01 
 (0.03) (0.03) (0.03) (0.03) 
Firm size -0.01 -0.02 -0.02 -0.02 
 (0.02) (0.02) (0.02) (0.02) 
Postsuccession performance 0.05 0.02 0.04 0.01 
 (0.04) (0.04) (0.04) (0.04) 
Stock market reaction 0.60* 0.58* 0.42 0.40 
 (0.27) (0.27) (0.28) (0.28) 
Number of earnings conference calls -0.00 -0.00 0.00 -0.00 
 (0.02) (0.02) (0.02) (0.02) 
New CEO tenure 0.08** 0.07** 0.08** 0.08** 
 (0.03) (0.03) (0.03) (0.03) 
New CEO ownership -6.32 -6.10 -5.88 -5.65 
 (9.84) (9.66) (9.68) (9.48) 
New CEO duality 0.09* 0.09* 0.08* 0.09* 
 (0.04) (0.04) (0.04) (0.04) 
New CEO gender -0.03 -0.05 -0.06 -0.08 
 (0.07) (0.07) (0.07) (0.07) 
New CEO age -0.00 -0.00 0.00 -0.00 
 (0.00) (0.00) (0.00) (0.00) 
Board size 0.01 0.00 -0.00 -0.00 
 (0.01) (0.01) (0.01) (0.01) 
Average director age -0.02 -0.02 -0.02 -0.02 
 (0.01) (0.01) (0.01) (0.01) 
Average director tenure 0.01 0.00 0.01 0.00 
 (0.01) (0.01) (0.01) (0.01) 
Independent director ratio 0.01 -0.10 0.10 -0.02 
 (0.18) (0.18) (0.18) (0.18) 
Female director ratio 0.05 0.13 0.05 0.13 
 (0.16) (0.16) (0.16) (0.16) 
Non-CEO director ownership -0.25 -0.31 -0.27 -0.33 
 (0.22) (0.21) (0.21) (0.21) 
Institutional ownership -0.19 -0.15 -0.15 -0.11 
 (0.15) (0.15) (0.15) (0.15) 
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Diversification -0.05 -0.04 -0.04 -0.03 
 (0.03) (0.03) (0.03) (0.03) 
Inverse Mills Ratio -0.04 -0.03 0.00 0.02 
 (0.04) (0.04) (0.04) (0.04) 
Constant 1.53** 1.74** 1.44** 1.65** 
 (0.40) (0.40) (0.39) (0.40) 
Observations 109 109 109 109 
R2 0.29 0.32 0.32 0.35 
Adjusted R2 0.12 0.15 0.15 0.18 
F 1.67+ 1.86* 1.83* 2.03* 
a Standard errors in parentheses 
b + p<.10, * p<.05, ** p<.01 (all two-tailed tests). 
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Table 3.3: Regression results for H3-H6 a,b 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 
Residual of new CEO's early action plan  0.68* 0.70* -0.52 0.35 0.25 
  (0.33) (0.34) (0.67) (0.50) (0.38) 
New CEO's intra-industry experience   -0.03 0.02 -0.02 -0.04 
   (0.11) (0.11) (0.11) (0.10) 
New CEO's pre-CEO experience   0.01 -0.01 0.01 -0.03 
   (0.10) (0.10) (0.10) (0.10) 
New CEO's 'CEO factory' experience   -0.07 -0.05 -0.09 -0.06 
   (0.10) (0.10) (0.10) (0.10) 
Residual of new CEO's early action plan 
* Intra-industry experience 

   1.54*   

    (0.74)   
Residual of new CEO's early action plan 
* Pre-CEO experience 

    0.59  

     (0.62)  
Residual of new CEO's early action plan 
* Whether the CEO is from CEO factory 

     1.61* 

      (0.65) 
Pre-succession performance 0.25 0.30 0.32 0.29 0.35 0.41+ 
 (0.22) (0.22) (0.23) (0.22) (0.23) (0.22) 
Dismissal of predecessor CEO 0.08 0.07 0.05 0.06 0.05 0.02 
 (0.12) (0.12) (0.13) (0.12) (0.13) (0.12) 
Firm size 0.03 0.05 0.05 0.05 0.05 0.06 
 (0.05) (0.05) (0.05) (0.05) (0.05) (0.05) 
Postsuccession performance 0.41** 0.42** 0.43** 0.44** 0.43** 0.53** 
 (0.15) (0.15) (0.15) (0.15) (0.15) (0.15) 
Stock market reaction -0.95 -1.36 -1.31 -1.24 -1.33 -1.33 
 (0.90) (0.91) (0.92) (0.90) (0.92) (0.89) 
Peer firm analyst recommendation 
change 

0.66** 0.58* 0.59* 0.51* 0.57* 0.66** 

 (0.22) (0.22) (0.23) (0.22) (0.23) (0.22) 
Number of earnings conference calls -0.01 -0.01 -0.01 -0.01 -0.01 -0.04 
 (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) 
New CEO tenure 0.09 0.06 0.06 0.08 0.08 0.03 
 (0.08) (0.08) (0.08) (0.08) (0.09) (0.08) 
New CEO ownership 31.53 31.89 36.06 24.07 34.70 33.89 
 (32.61) (31.91) (32.95) (32.73) (33.00) (31.87) 
New CEO duality 0.03 0.08 0.09 0.10 0.10 0.10 
 (0.12) (0.12) (0.12) (0.12) (0.12) (0.12) 
New CEO gender 0.30 0.32 0.34+ 0.32 0.34 0.39+ 
 (0.20) (0.20) (0.21) (0.20) (0.21) (0.20) 
New CEO age -0.00 -0.00 -0.00 -0.00 -0.00 -0.00 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Board size -0.03 -0.03 -0.03 -0.04 -0.04 -0.01 
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 (0.04) (0.03) (0.04) (0.03) (0.04) (0.03) 
Average director age 0.00 0.01 0.01 0.01 0.01 0.02 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Average director tenure 0.01 0.01 0.01 0.00 0.00 0.00 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Independent director ratio 0.24 0.23 0.29 0.09 0.27 0.05 
 (0.52) (0.51) (0.54) (0.53) (0.54) (0.53) 
Non-CEO director ownership -0.31 -0.08 -0.12 -0.04 -0.23 0.05 
 (0.63) (0.63) (0.65) (0.63) (0.66) (0.63) 
Institutional ownership -1.03* -0.98* -1.10* -0.92* -1.17* -0.88* 
 (0.40) (0.39) (0.44) (0.44) (0.44) (0.43) 
Diversification -0.02 -0.00 -0.01 -0.06 -0.03 -0.04 
 (0.10) (0.10) (0.10) (0.10) (0.11) (0.10) 
Inverse Mills Ratio -0.07 -0.06 -0.08 -0.07 -0.08 -0.11 
 (0.12) (0.12) (0.12) (0.12) (0.12) (0.12) 
Constant 0.69 -0.17 -0.07 -0.13 -0.06 -0.46 
 (1.25) (1.29) (1.32) (1.29) (1.32) (1.29) 
Observations 98 98 98 98 98 98 
R2 0.35 0.39 0.39 0.42 0.40 0.44 
Adjusted R2 0.18 0.22 0.19 0.22 0.19 0.24 
F 2.07* 2.27** 1.95* 2.13** 1.90* 2.24** 

a Standard errors in parentheses 
b + p<.10, * p<.05, ** p<.01 (all two-tailed tests). 
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Table 3.4: Regression results of supplementary analysis a,b 

 Model 1 Model 2 Model 3 Model 4 
Presuccession performance   -0.16*  -0.15* 
  (0.08)  (0.07) 
Dismissal of predecessor CEO   0.12** 0.12** 
   (0.03) (0.03) 
New CEO's intra-industry experience 0.07* 0.07* 0.06* 0.06* 
 (0.03) (0.03) (0.03) (0.03) 
New CEO's pre-CEO experience -0.01 -0.02 -0.01 -0.02 
 (0.03) (0.03) (0.03) (0.03) 
New CEO's 'CEO factory' experience -0.04 -0.03 -0.03 -0.01 
 (0.03) (0.03) (0.03) (0.02) 
Quarterly firm ROA -0.58** -0.49* -0.63** -0.54* 
 (0.19) (0.21) (0.19) (0.21) 
Quarterly earnings surprise 0.04 0.03 0.03 0.01 
 (0.13) (0.13) (0.13) (0.13) 
Analyst forecast missing 0.06 0.04 0.04 0.03 
 (0.04) (0.04) (0.04) (0.04) 
Quarterly firm Size 0.01 0.01 0.00 0.00 
 (0.01) (0.01) (0.01) (0.01) 
Quarterly debt-asset ratio -0.03 -0.02 -0.07 -0.07 
 (0.07) (0.07) (0.06) (0.06) 
Sequence of conference calls 0.02* 0.02* 0.03* 0.03* 
 (0.01) (0.01) (0.01) (0.01) 
New CEO tenure 0.10** 0.10** 0.09** 0.09** 
 (0.03) (0.03) (0.03) (0.03) 
New CEO ownership -11.85 -9.46 -7.14 -4.76 
 (7.81) (8.07) (7.71) (7.91) 
New CEO duality 0.07 0.07 0.07 0.07 
 (0.04) (0.04) (0.04) (0.04) 
Board size -0.01 -0.01 -0.02* -0.02* 
 (0.01) (0.01) (0.01) (0.01) 
Average board tenure -0.00 -0.00 0.00 -0.00 
 (0.01) (0.01) (0.01) (0.01) 
Independent director ratio -0.15 -0.17 0.06 0.04 
 (0.21) (0.21) (0.17) (0.17) 
Non-CEO director ownership -0.42 -0.36 -0.53 -0.47 
 (0.41) (0.37) (0.40) (0.35) 
Institutional ownership -0.16 -0.15 -0.16 -0.15 
 (0.10) (0.10) (0.09) (0.09) 
Diversification -0.07 -0.07 -0.07 -0.07 
 (0.04) (0.04) (0.04) (0.04) 
Inverse mills ratio -0.01 0.01 0.06 0.07 
 (0.03) (0.04) (0.04) (0.04) 
Industry dummies Included Included Included Included 
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Year dummies Included Included Included Included 
     
Constant 0.28 0.33 0.18 0.22 
 (0.20) (0.20) (0.19) (0.19) 
Observations 406 406 406 406 
R2 0.33 0.34 0.36 0.37 
Adjusted R2 0.21 0.22 0.24 0.25 
a Clustered standard errors in parentheses 
b + p<.10, * p<.05, ** p<.01(all two-tailed tests). 
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Table 3.5: Regression results of supplementary analysis a,b 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 
Residual of CEO's early action plan  0.04* 0.04* 0.01 0.02 0.01 
  (0.02) (0.02) (0.03) (0.02) (0.02) 
Residual of CEO's early action plan * 
Intra-industry experience 

   0.05   

    (0.04)   
Residual of CEO's early action plan *  
Pre-CEO experience 

    0.04  

     (0.04)  
Residual of CEO's early action plan *  
'CEO factory' experience 

     0.08* 

      (0.04) 
New CEO's intra-industry experience   -0.01 -0.01 -0.01 -0.01 
   (0.01) (0.01) (0.01) (0.01) 
New CEO's pre-CEO experience   0.00 0.00 0.00 0.00 
   (0.01) (0.01) (0.01) (0.01) 
New CEO's 'CEO factory' experience   0.00 0.00 0.00 0.00 
   (0.01) (0.01) (0.01) (0.01) 
Presuccession performance  0.02 0.02 0.01 0.02 0.02 0.02 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Dismissal of predecessor CEO 0.02* 0.02+ 0.02* 0.02* 0.02* 0.02* 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Quarterly firm ROA 0.18* 0.19* 0.18* 0.18* 0.18* 0.19* 
 (0.09) (0.08) (0.09) (0.09) (0.08) (0.09) 
Quarterly earnings surprise 0.10+ 0.10+ 0.10+ 0.10+ 0.10+ 0.11+ 
 (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) 
Analyst forecast missing -0.00 -0.00 -0.00 -0.00 -0.01 -0.00 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Quarterly firm Size -0.00 -0.00 -0.01 -0.01 -0.01 -0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
Quarterly debt-asset ratio -0.02 -0.02 -0.03+ -0.03 -0.03+ -0.03+ 
 (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) 
Sequence of conference calls 0.00 0.00 0.00 0.00 0.00 -0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
New CEO tenure 0.01 0.00 0.00 0.00 0.00 0.00 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
New CEO ownership -3.40 -3.42 -3.49 -3.48 -3.51 -3.57 
 (2.10) (2.14) (2.12) (2.09) (2.11) (2.07) 
New CEO duality -0.02 -0.02 -0.02 -0.03 -0.02 -0.02 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Board size -0.00 -0.00 -0.00 -0.01 -0.01 -0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
Average board tenure 0.00 0.00 0.00 0.00 0.00 0.00 
 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
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a Clustered standard errors in parentheses 
b + p<.10, * p<.05, ** p<.01 (all two-tailed tests) 
 

Independent director ratio 0.10* 0.10* 0.11* 0.11* 0.11* 0.11* 
 (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) 
Non-CEO director ownership 0.03 0.05 0.05 0.06 0.06 0.04 
 (0.12) (0.12) (0.12) (0.12) (0.12) (0.12) 
Institutional ownership -0.05 -0.05 -0.05 -0.05 -0.05 -0.04 
 (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) 
Diversification 0.01 0.02+ 0.02+ 0.02* 0.02+ 0.02+ 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Inverse mills ratio -0.00 -0.01 -0.00 -0.00 -0.00 -0.00 
 (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) 
Industry dummies Included Included Included Included Included Included 
       
Year dummies Included Included Included Included Included Included 
       
Constant -0.02 -0.02 -0.01 -0.02 -0.01 -0.02 
 (0.06) (0.06) (0.06) (0.06) (0.06) (0.06) 
Observations 406 406 406 406 406 406 
R2 0.18 0.19 0.19 0.20 0.20 0.20 
Adjusted R2 0.08 0.10 0.10 0.10 0.10 0.12 
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Figure 3.1: The theoretical framework 2

                                                        
2 The figure presents the antecedents and consequences of the outside CEO’s early action plans. The theoretical model does not propose any mediating 

effects. In addition, empirically no mediating effect is found.    
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Figure 3.2: The moderating effect of the new CEO’s intra-industry experience 

 



129 
 

 
 

Figure 3.3: The Moderating Effect of the New CEO’s Experience in CEO Factories 
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Appendix 1: The List of CEO Factories  

Company Name 
GENERAL ELECTRIC CO  
INTERNATIONAL BUSINESS MACHINES (IBM) 
CORP  
PROCTER & GAMBLE CO  
AT&T CORP  
HEWLETT-PACKARD (HP) CO  
PEPSICO INC 
FORD MOTOR CO  
HONEYWELL INTERNATIONAL INC  
MOTOROLA INC  
LUCENT TECHNOLOGIES INC  
GENERAL MOTORS CORP (GM)  
JOHNSON & JOHNSON  
XEROX CORP 
EXXON CORP  
MACY'S INC  
AMERICAN EXPRESS CO  
INTEL CORP  
KRAFT FOODS INC  
ROCKWELL AUTOMATION INC  
UNITED TECHNOLOGIES CORP (UTC)  
BRISTOL-MYERS SQUIBB CO  
SEARS ROEBUCK & CO 
BAXTER INTERNATIONAL INC 
DOW CHEMICAL CO  
DUPONT(E.I.)DE NEMOURS & CO  
INTERNATIONAL PAPER CO  
SPRINT CORP  
TEXAS INSTRUMENTS INC  
ALBERTSONS INC  
CORNING INC  
EASTMAN KODAK CO  
EMERSON ELECTRIC CO  
KROGER CO  
ELI LILLY & CO  
MERRILL LYNCH & CO INC  
SARA LEE CORP 
Data sources: Cai, Sevilir, and Yang, 2015 “Are they different? CEOs made in CEO factories” 



131 
 

 
 

 

Appendix 2: Regression Results for First-stage Probit Model 

 Model 1 
Dismissal of predecessor CEO 0.48+ 
 (0.26) 
Presuccession performance -0.88* 
 (0.37) 
Board size -0.10+ 
 (0.06) 
Female director ratio 1.61 
 (1.39) 
Average director tenure -0.10* 
 (0.04) 
Independent director ratio 1.42 
 (1.05) 
CEO duality 0.08 
 (0.30) 
Average number of outside directorship -0.16 
 (0.24) 
Number of directors appointed after CEO -1.22* 
 (0.52) 
Constant 0.23 
 (1.19) 
Observations 411 
Pseudo R2 0.073 
Log Likelihood -220.27 
Chi-squared 34.94** 

Standard errors in parentheses 
+ p<.10, * p<.05, ** p<.01 
All hypotheses testing are two-tailed tests. 
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Chapter 4 

4.1. ABSTRACT 

Dismissal of newly appointed CEOs has become increasingly prevalent and has attracted 

significant research attention. Prior studies on this topic have mainly focused on its implication for 

the focal firm. This study extends the extant research by investigating how a focal firm’s dismissal of 

its newly appointed CEO may influence its competitors. I argue that as the focal firm may experience 

organizational disruption from dismissing its newly appointed CEO, its competitor firms may benefit 

from the focal firm’s disruption. With data on 218 dismissals of newly appointed CEOs in S&P 1500 

firms from 1996 to 2012, I find that the focal firm’s competitor firms experience a positive stock 

market reaction upon the announcement of the focal firm’s dismissal of its newly appointed CEO. 

Moreover, I find that competitor firms that are closer to the focal firm in the amount of sales revenue, 

and have greater analyst overlap and geographic market overlap with the focal firm experience 

greater positive market reactions. These results suggest that closer competitors to the focal firm 

benefit more from the focal firm’s disruption. This study contributes to the CEO dismissal literature 

by demonstrating the impact of CEO dismissal beyond the focal firm.  
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4.2. INTRODUCTION 

Dismissal of newly appointed CEOs has become increasingly prevalent (Khurana, 2001; 

Lucier, Schuyt, & Tse, 2005; Wiersema, 2002). A number of studies have shown that compared to 

long-tenured CEOs, newly appointed CEOs face a higher risk of dismissal in the first few years of 

tenure (Gabarro, 1987; Ocasio, 1994; Shen & Cannella, 2002a; Zhang, 2008).  

Unlike the dismissal of long-tenured CEOs which could be driven by the need to realign 

CEOs’ capabilities with dynamic environments (Henderson, Miller, & Hambrick, 2006) and could 

bring benefits for the focal firm, the dismissal of a newly appointed CEO is generally considered a 

failure of the firm’s CEO succession process (Khurana, 2001; Wiersema, 2002). The dismissal of 

newly appointed CEOs results in unexpected and frequent leadership changes at the top of the 

organization. It causes a variety of negative consequences, including lowered organizational member 

morale and increased executive turnover (Ballinger & Schoorman, 2007; Friedman & Saul, 1991; 

Shen & Cannella, 2002b; Staw, 1980), organizational instability and chaos within internal 

management (Charan, 2005; Ballinger & Marcel, 2010; Shen, 2003), uncertainty regarding 

subsequent leadership, and a “vicious cycle” in CEO succession (Mooney, Semadeni, & Kesner, 

2013; Wiersema, 2002).  

While the implications of CEO early dismissal for focal firms has been explored, current CEO 

succession literature has not examined whether the CEO early dismissal will allow rival firms to 

benefit from the disruption in the focal firm. Extant literature on CEO succession and dismissals 

generally consider the focal organization as the boundary of the influence of a particular succession 

or dismissal, while neglecting the possibility that leadership change at the top of highly visible firms 

may not only influence the focal organization but also have impacts on industry-wide competitive 



134 
 

 
 

balance and the performance prospects of its rival firms. In this study, I aim to fill the gap by 

exploring whether leadership transition failure such as the dismissal of a newly appointed CEO 

impacts the focal firm’s competitors.  

I argue, when the focal firm dismisses a newly appointed CEO, competitors may take 

advantage of the disruption to initiate attacks and take market share from the focal firm. Therefore, 

the announcement of the CEO early dismissal may evoke investors to re-evaluate the current 

competitive balance and influence investors’ valuation change not only to the focal firm, but also to 

the rival firms. I propose that the focal firm may experience a negative stock market reaction when it 

dismisses a newly appointed CEO while its rival firms may experience a positive stock market 

reaction to the same news.  

In addition, within the group of rival firms, the influence of the early dismissal of the focal 

firm’s CEO is not uniform to all rival firms. Greater overlap in resources and markets between the 

focal firm and the competitor firm increases the competitive tension at the dyad level (Cool & 

Schendel, 1987; Goins & Gruca, 2008), thus influencing the degree to which an individual competitor 

benefits from the early dismissal of the focal firm’s CEO. In this study, I propose that competitor 

firms that are closer to the focal firm in the amount of sales revenues, have greater analyst coverage 

overlap and greater geographic market overlap with the focal firm will benefit more from the focal 

firm’s disruption and thus have a greater positive stock market reaction upon the announcement of 

the dismissal of the focal firm’s newly appointed CEO.  

Using a novel dataset that identifies competitor firms based on comparing the textual 

similarity of each pair of firms’ product descriptions in their 10-K reports from Hoberg and Philips 

(2010), I found consistent empirical support for my hypotheses. Specifically, I found that competitors 
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on average have a positive stock market reaction upon the announcement of the dismissal of a newly 

appointed CEO of the focal firm. Moreover, the degree of market share closeness, analyst coverage 

overlap, and geographic market overlap between the focal firm and a competitor firm are positively 

associated with the competitor firm’s stock market reaction.  

4.3. THEORY AND HYPOTHESES 

CEO dismissal has been an important topic in CEO succession literature. While earlier 

research has documented poor organizational performance (Boeker & Goodstein, 1993; Tushman, 

Virany, & Romanelli, 1985) and corporate misconduct (Arthaud-Day et al., 2006; Cowen & Marcel, 

2011) as primary reasons that drive the dismissal of CEOs, recent research pays attention to the 

dismissal of newly appointed CEOs. Scholars typically define “early dismissal” as CEO dismissal 

within three years of the new CEO’s tenure (Khurana, 2001; Shen & Cannella, 2002a; Zhang, 2008). 

Unlike dismissals of long-tenured CEOs that could be driven by the need to realign the CEO’s 

capabilities with the changing environment (Tushman & Rosenkopf, 1996; Wiersema & Bantel, 

1993) or the need to transfer a stigma to a tainted executive (Wiesenfeld, Wurthmann, & Hambrick, 

2008; Arthaud-Day et al., 2006), the dismissal of a newly appointed CEO is usually considered a 

failure of the firm’s CEO succession process (Khurana, 2001; Wiersema, 2002; Zhang, 2008). Such 

frequent leadership changes are disruptive to the firm because the associated turbulence hinders the 

establishment of reliable and predictable routines that are highly regarded by inside and outside 

organizational stakeholders (Hannan & Freeman, 1984; Shen, 2003).  

Recent studies generally agree that the dismissal of a newly appointed CEO has a number of 

negative consequences in the focal organization. The early dismissal of a CEO causes a decrease in 
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employee morale because uncertainty surrounding the firm’s future leadership and direction increases 

organization members’ sense of instability and insecurity (Ballinger & Schoorman, 2007; Ballinger & 

Marcel, 2010; Friedman & Saul, 1991). In addition, the early dismissal of the CEO causes frequent 

leadership changes at the top of the organization, impeding the establishment of reliable 

organizational routines and resulting in organizational instability and chaos in internal management 

(Ballinger & Marcel, 2010; Shen, 2003; Shen & Cannella, 2002a). The disruption of organizational 

routines not only delays the firm’s decision-making processes, but also raises doubt about the firm’s 

reliability from external organizational constituents (Hannan & Freeman, 1994). Moreover, the 

dismissal of a newly appointed CEO often causes a firm to bypass the normal succession process and 

forces the firm to select the subsequent CEO in an unplanned manner. This forced approach may 

result in a suboptimal selection of a successor and may lead to a “vicious cycle” (as a suboptimal 

successor is more likely to result in another CEO early dismissal) in the firm’s CEO succession 

(Wiersema, 2002; Zhang, 2008).  

While extant literature addresses the impact of the dismissal of a newly appointed CEO on the 

focal organization, we know little about whether and how the CEO’s early dismissal influences the 

focal firm’s competitor firms. As documented by prior literature in competitive dynamics, firms and 

their rivals are interdependent as they compete for scarce resources (Chen, 1996; Chen & MacMillan, 

1992; Chen, Kuo-Hsien, & Tsai, 2007). Therefore, a firm-specific event may not only influence the 

focal firm but also influence the focal firm’s competitor firms by decreasing or increasing the focal 

firm’s competitive advantage over its rivals.  

The finance literature has documented “the information transfer effect.” This effect means 

that investors make use of information released by a particular firm to make inferences about other 
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firms related to the focal firm (Firth, 1996; Foster, 1981; Joh & Lee, 1992; Lang & Stulz, 1992). 

They argue that information could overflow the boundary of the focal organization and influence the 

focal firm’s rivals because the information revealed may indicate a change in the competitive balance 

between the focal firm and its rivals. For example, negative news indicating a weakening of 

competitive advantage in the focal firm may create opportunities for competitors and vice versa. 

Empirical results showed support for this rationale. Scholars in finance have found that the focal 

firm’s positive news, such as the announcement of a new product development (Chen, Ho, & Ik, 

2005), an IPO (McGilvery, Faff, & Pathan, 2012), or an investment analyst upgrade (Akhigbe, 

Madura, & Newman, 2006), result in a negative stock market reaction for the focal firm’s competitor 

firms. The focal firm’s negative news, such as the announcement of the delayed introduction of a new 

product (Chen et al., 2007), bankruptcy (Lung & Stulz, 1992; Ferris et al., 1997), and layoffs (Goins 

& Gruca, 2008) evoke positive stock market reactions for the focal firm’s rivals.  

In this study, I focus on examining whether the influence of the dismissal of a newly 

appointed CEO overflows the organizational boundary and affects the focal firm’s rival firms. By 

understanding the influence of the dismissal of a newly appointed CEO on the focal firm’s 

competitors, we gain a more comprehensive picture of how failures in CEO succession may exert 

impact on the firm’s external competition. In the following paragraphs, I will first discuss how the 

dismissal of a newly appointed CEO generally influences the focal firm and its competitors, 

respectively, and then examine how the level of competitive tension between the focal firm and the 

individual rival firm at the dyad level influences the degree of stock market reactions on individual 

competitor firms.  

Stock Market Reactions to Competing Firms upon Dismissal of the Focal Firm’s CEO 
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Since the dismissal of newly appointed CEOs often causes negative consequences for the 

organization, the focal firm’s rivals may fully exploit such opportunities to seize profits and market 

share from the focal firm. In this study, I argue that the announcement of the early dismissal of the 

focal firm’s CEO will lead to positive stock market reactions to competitor firms because of the 

following reasons. 

First, the dismissal of a newly appointed CEO often causes low morale and the loss of 

employee talent, which damage decision-making and endanger the firm’s competitiveness in the 

battle with its rival firms (Hambrick, 2015). The dismissal of newly appointed CEOs  usually forces 

organizational members to adapt to frequent changes in behavioral norms and leadership styles 

(Friedman & Saul, 1991), which increases organizational members’ sense of instability and insecurity 

and leads to a lack of cohesiveness (Cannella & Rowe, 1995; Friedman & Saul, 1991; Rowe et al., 

2005). Several studies have found that reduced employee morale will decrease customer satisfaction 

(Abbott, 2003) and result in disadvantages in competition with rivals (Bowles & Cooper, 2009). In 

addition, when the early dismissal of a CEO leaves organizational control and influence at stake 

(Pfeffer, 1981), members of the top management teams are likely to protect their own interests by 

making political trade-offs and building competing coalitions (Stevenson, Pearce, & Porter, 1985). 

Such internal power politics may drive away important executive and employee talent either because 

the winner of the power battle wants to restructure the team or because talented employees are 

disappointed with the chaos in the organization (Helmich & Brown, 1972; Shen & Cannella, 2002b). 

The loss of valuable employee talent will render the firm disadvantaged in competition with its rivals 

(Gardner, 2002). Most importantly, the lost employee talent could be absorbed by competitor firms, 

and prior studies have documented that losing human assets to competitors will lead the focal 

organization to disadvantages in competition (Somaya, Williamson, & Lorinkova, 2008).  
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Secondly, the dismissal of a newly appointed CEO causes frequent leadership changes at the 

top of the organization. The associated organizational instability hinders the establishment of 

predictable and reliable organizational routines, which are highly evaluated by internal and external 

organizational constituents (Hannan & Freeman, 1984). In addition, the disruption of organizational 

routines and instability often results in delayed decision-making in market competition. Prior studies 

have documented that prolonged decision-making time may undermine the value of any decisions 

when in fierce competition with rival firms (Miller & Chen, 1994; Bogner & Barr, 2000). Prior 

research has also documented that the dismissal of newly appointed CEOs often causes the focal firm 

to lack a consistent and coherent long-term strategy (Mooney et al., 2013), which allows competitors 

to obtain advantages in the accumulation of technological strengths and absorptive capacity (Cohen 

& Levinthal, 1991). Thus, the dismissal of a newly appointed CEO in the focal firm enables investors 

to predict a future competitive disadvantage for the focal firm, creating a positive reaction for the 

focal firm’s rivals.  

Thirdly, fierce competition with rival firms causes the CEO of the focal firm to have onerous 

information processing challenges (D’Aveni, 1994). Successfully dealing with management tasks 

under such conditions requires the CEO to be familiar with the context of business operations 

(Bogner & Barr, 2002), be capable of considering more alternatives, and to interact more frequently 

with other top executives (Eisenhardt, 1989). However, when the newly appointed CEO is dismissed, 

the board is under pressure to choose a successor within a short period of time (Wiersema, 2002). It 

has limited time to groom the new CEO (Zhang, 2008) and, as documented above, the new CEO is 

less likely to perform the job at the required level, thus allowing the competitor firm to take an 

advantage in the inter-firm rivalry. In addition, the research documents that the board often selects an 

interim CEO after dismissing a newly appointed CEO (Charan, 2005). The temporary nature of the 
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interim CEO position makes the interim CEO hesitate to develop strategic actions in a well-planed 

strategic direction and hesitate to respond to the rival firm’s competitive actions. This hesitation 

could also lead investors to expect a potential competitive advantage for the rival firms (Miller & 

Chen, 1994; Havement, 1993).  

In sum, the dismissal of a newly appointed CEO will cause the focal firm to lose (relative) 

advantages in multiple aspects in the competition. Therefore, I argue that the focal firm will 

experience a negative stock market reaction upon the announcement of the dismissal of its newly 

appointed CEO while its competitors will experience positive stock market reactions upon the same 

announcement. Based on the above argument, I propose the following:  

H1: When a firm dismisses its newly appointed CEO, the focal firm will experience a 

negative stock market reaction to the announcement.   

H2: When a firm dismisses its newly appointed CEO, its competitor firms will 

experience a positive stock market reaction to the announcement.   

The Influence of the Degree of Competition Intensity 

In addition, within the group of competitor firms, the influence of the early dismissal of the 

focal firm’s CEO is not uniform. While the dismissal of a newly appointed CEO in a firm may lead to 

positive stock market reactions to the focal firm’s rivals, the degree of positive abnormal returns may 

vary considerably according to the competitive tension that exists between the focal firm and the 

competitor firm. Specifically, I examine the degree of dyad-level competitive tension along three 

different dimensions: the degree of market share closeness, analyst coverage overlap, and geographic 

market overlap.  
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The degree of market share closeness. I argue that the focal firm’s rivals will have a more 

positive stock market reaction with a higher degree of market share closeness between the focal firm 

and the competitor firms. The degree of market share closeness reflects the relative market position 

between the focal firm and the competitor firm in that a closer degree of sales revenue represents 

more direct competition between the two firms. Since firms of similar size are more likely to compete 

for homogenous resources, accordingly, the rival firms most able to take advantage of the disruption 

caused by the early dismissal of the focal firm’s CEO should be firms with similar sales revenues 

with the focal firm. Prior studies have documented that the competition among organizations is 

fiercer within groups of similar-sized firms than across different-sized groups (Caves & Porter, 1977; 

Gimeno, Hoskisson, Beal & Wan, 2005; Hannan & Freeman, 1984; Porter, 1979). For example, size-

localized competition model has found that competition among large firms is more direct compared 

with the competition between large-share generalists and small-share specialists (Baum & Mezias, 

1992). Thus, competitor firms with higher degrees of market share closeness with the focal firm tend 

to benefit more from the announcement of the early dismissal of the focal firm’s CEO. Based on the 

above argument, I propose the following:  

H3: A competitor firm’s stock market reaction to the announcement of the dismissal of 

the focal firm’s newly appointed CEO will be positively associated with the degree of market 

share closeness between the two firms.  

The analyst coverage overlap. In this section, I argue that the overlap of analyst coverage 

between the focal firm and the competing firm will be positively associated with the stock market 

reaction of the competitor firm. Since investment analysts specialize in particular industries, 

researching multiple firms within an industry and issuing industry-wide overviews, they have the 
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opportunity to analyze the information of one firm relative to its rival firms and then form judgments 

regarding the intrinsic value of the firm’s stock (Akhigbe et al., 2006). Accordingly, a larger overlap 

of analyst coverage between the focal firm and the rival firms increases awareness about the focal 

firm’s leadership problems and its potential impact on improving the rival firm’s competitive 

advantage. I argue that while the dismissal of a newly appointed CEO of the focal firm brings a 

number of competitive advantages for its rival firms, the analyst coverage overlap between these two 

firms will allow their shared investment analysts be more aware of the potential benefit rival firms 

will obtain. They then will disseminate the news through commenting on the CEO early dismissal 

and evaluating its influence on industry-wide competitive balance, thus positively influencing the 

shareholders’ prospects about the competing firm.  Based on the above argument, I propose the 

following:  

H4: A competitor firm’s stock market reaction to the announcement of the dismissal of 

the focal firm’s newly appointed CEO will be positively associated with the analyst coverage 

overlap between the two firms.  

The geographic market overlap. In this section, I argue that the overlap of the geographic 

market between the focal firm and the competing firms will be positively associated with the stock 

market reaction of the competitor firm. Geographic market overlap is defined as the degree of 

presence that a competitor firm manifests in the geographic markets in which it overlaps with the 

focal firm. Two firms will experience greater competitive tension if they compete directly in many 

geographic markets (Chen, Kuo-Hsien, & Tsai, 2007; Chen, 1996; Luo, 2007). While prior studies in 

competitive dynamics suggest that higher market overlap will make firms less likely to initiate 

competitive actions toward rivals in fear of retaliation in another market, they have also found that 
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firms are most aware of the actions of other firms that are present in the same markets (Gimeno, 

Hoskisson, Beal & Wan, 2005) and actions from rivals with high market overlap have direct and 

immediate implications for market share (Chen, 1996; Chen & MacMillan, 1992). The former 

rationale emphasize the firm’s attack motivation will be decreased with high level of market 

commonality under the fear of retaliation while the latter stresses that the awareness and 

consequences of firm-specific actions are more significant to rival firms which share more common 

markets. Since CEO early dismissal is not related to attack motivation to the rival firms but has 

important performance implication to the rival firms, the latter rationale is more applied to the 

context of this study . In addition, prior studies have documented that the degree to which firms 

overlap in geographic markets will be visible to investors (Chen, 1996). Because of the visibility 

associated with this high geographic market overlap, investors will be more aware of the influence of 

the early dismissal of the focal firm’s CEO on the competitor firm, and will react more positively to 

the announcement of the CEO’s early dismissal. Based on the above argument, I propose the 

following:  

H5: A competitor firm’s stock market reaction to the announcement of the dismissal of 

the focal firm’s newly appointed CEO will be positively associated with the geographic 

market overlap between the two firms.  

4.4. METHOD 

Sample  

This study aims to explore the influence of the dismissal of a newly appointed CEO in a focal 

firm on its competitors. Identifying the sample requires two steps. First, I identified the sample of 
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firms that have dismissal of newly appointed CEOs . Second, I identified competitor firms of the 

sampled firms in the above step. The following paragraph describes details of the procedures for 

sample identification.  

CEO turnover data was obtained from ExecuComp for all public firms listed in Standard & 

Poor’s 1500 List (S&P 1500) from 1996 to 2012. However, CEO turnover may include both 

voluntary turnover such as retirement or accepting a new job and involuntary turnover such as 

dismissal. Identifying CEO dismissals is a major challenge in CEO succession literature because 

firms seldom fully disclose the true reasons behind CEO turnover (Jenter & Kanaan, 2015; Shen & 

Cannella, 2002; Zhang, 2008). I followed existing research to identify CEO dismissal based on firm 

press releases and news reports (Jenter & Kanaan, 2015; Zhang, 2008; Shen & Cannella, 2002). 

Specifically, a CEO turnover is classified as dismissal if (1) the CEO was fired, forced out from the 

position, or departed due to policy differences; or (2) the departing CEO’s age is less than 60, and the 

announcement does not report that the CEO died, left because of poor health, or accepted another 

position elsewhere or within the firm, or (3) the CEO “retires” but leaves the job within six months of 

the “retirement” announcement. The circumstances surrounding CEO turnovers in the third group are 

further investigated by reading press articles to reduce the likelihood that a turnover is misclassified 

as dismissal. The departures are reclassified as voluntary if the incumbent takes a comparable 

position elsewhere or departs for previously undisclosed personal or business reasons that are 

unrelated to the firm’s activities. Following the procedures, 720 CEO dismissals were identified for 

S&P 1500 firms from 1996 to 2012.  

Since prior studies in the CEO succession literature suggest the use of three years after 

succession to examine executives’ early survival prospects (Finkelstein & Hambrick, 1996; Shen & 

Cannella, 2002; Zhang, 2008), I define the dismissal of a newly appointed CEO as the dismissal of a 
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CEO within the first three years (operationalized by 36 months after the month when succession 

happened) of tenure (Zhang, 2008). Accordingly, I distinguish CEO dismissal that happened within 

three years of the CEO’s tenure and exclude CEO dismissals that happened after the CEO’s first three 

years of tenure. Among the 720 CEO dismissals, 226 of them were identified as dismissals of newly 

appointed CEOs.  

A follow-up step is to identify the focal firm’s competitors. I used the Hoberg-Phillips TNIC-

3 data to identify the competitor firms of the focal firm that dismissed its CEOs early. Hoberg and 

Philips (2010) apply a text-based analysis of firms’ 10-K filings to determine the product similarity 

between firms and to estimate the degree of competitiveness between two firms. The firm-by-firm 

similarity measure is based on firm product descriptions. Since Item 101 of Regulation S-K requires 

that public firms describe the significant products they offer and requires that these descriptions must 

also be updated and representative of the current fiscal year of the 10-K, such descriptions of firm 

products are legally accurate and can be utilized as a reliable measure to identify competitors.   

The rival firms of a focal firm are identified by calculating each pair of firms’ common 

number of words in their product description. The higher the number of common words, the more 

likely it is that two firms are competitors of each other. Hoberg and Philips (2010) use a 21.3% 

threshold to define rival firms because this threshold will give the same average number of 

competitors per firm as the SIC-3 measure would imply. For more detailed information about the 

TNIC-3 data, readers can refer to Hoberg and Phillips (2010). Based on the TNIC-3 data, I identify 

competitor firms for each focal firm-year that has dismissal of a newly appointed CEO. I then obtain 

rival firms’ financial data from Compustat and stock price data from CRSP. The average number of 

competitors for all focal firms amounts to 88. In total, 19,782 competitor firms were identified. 

Measurement 



146 
 

 
 

Dependent variables. I used an event study approach (Friedman & Singh, 1989; Westphal & 

Zajac, 1998; Zhang & Wiersema, 2009) to calculate stock market reactions to the focal firm and its 

competitor firms, respectively, upon the announcement of the dismissal of the focal firm’s newly 

appointed CEO.  

The event study approach estimates a firm’s abnormal stock return, or the cumulative difference 

between the firm’s observed return and its expected return, during a specific period surrounding the 

announcement date. The earliest day that an announcement of the dismissal of a newly appointed 

CEO was released was recorded as the event date, or day 0. I collected data on each firm’s daily 

return over a 251-day window (from 295 days prior to the announcement date to 45 days prior to the 

announcement date) from the CRSP. I calculated the expected return of a firm during the period 

surrounding the announcement date using the rate of return on the CRSP equally weighted market 

index (Equation I). I then calculated its daily abnormal returns (AR) by subtracting the expected 

return from the actual return (Equation II). The abnormal return represented the return earned by the 

firm after it was adjusted for the market “normal” return.  

𝑅𝑖𝑡 = 𝛼𝑖 + 𝛽𝑖 × 𝑅𝑚𝑡 + 𝜀𝑖𝑡                      (I) 

Where t = -295, ….,-45 days, Rit is the return of stock i at time t, and Rmt is the return of an 

equally weighted CRSP market index at time t.  

𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − (𝛼𝚤� + 𝛽𝚤� × 𝑅𝑚𝑡)                (II) 

Where 𝛼𝚤�  and 𝛽𝚤�  are the ordinary least squares parameter estimates from equation (I). 

I cumulated the abnormal return over a number of days in the event window to derive the 

cumulative abnormal return (CAR) for each firm. In an event study, a short window is generally 

preferred in order to avoid the possible effects of confounding events and to accurately capture the 

impact of the event of interest (McWilliams & Siegel, 1997). I first calculated a firm’s abnormal 
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return on day -1, day 0 (the announcement date), and day +1, respectively. I then calculated the CARs 

during a two-day (-1, 0) and a three-day window (−1, + 1). 

Following McWilliams and Siegel’s (1997) suggestions, I checked for confounding events such 

as declarations of dividends, mergers and acquisitions, announcement of earnings, top executive 

appointments or departures (excluding the announcements of dismissing the focal CEO), major 

contract awards and new product announcements, and litigation announcements for both the 

announcing firms and the competitor firms. I obtained information about confounding events from 

the Capital IQ database, which recorded the firm’s various press releases. To avoid any confounding 

events that could distort the measurement of the valuation effects on the announcing firms and the 

competitor firms, I excluded those announcing firms that have other announcements as stated above 

10 days before and after the date of the CEO early dismissal announcements. 8 early dismissals were 

found to have confounding news (including 2 dismissals with announcement of earnings, 1 dismissal 

with major contract awards, 1 dismissal with merger and acquisition announcement, 2 dismissals with 

new product announcement, and 2 dismissals with litigation announcements). All competitor firms 

corresponding to these 8 focal firms were dropped because prior literature has documented that 

events such as merger and acquisition, new product announcement will also influence stock market 

reactions to the focal firm’s competitor (Chen et al., 2005; Gaur, Malhotra, Zhu, 2013), thus dropping 

the sample size to 18,929 competitor firms.  I also excluded those competitor firms that have other 

announcements as stated above 10 days before and after the date of the announcing firm’s CEO early 

dismissal announcements. 2,604 competitor firms were identified to have confounding events, 

resulting a final sample of 16,325 firms. CARs during the three-day window for the rival firms were 

used as the dependent variables in the later analyses, but using CARs during alternative windows 

produced virtually the same results.  
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Independent variables. The variable degree of market share closeness shows the degree of 

closeness between the focal firm’s sales revenue and the rival firm’s sales revenue. To measure this 

variable, the focal firm and all of its rival firms are ranked by sorting their sales revenue. The 

absolute value of the difference between the focal firm’s ranking and the competitor firm’s ranking 

shows the degree of market share distance (in contrast to market share closeness). Hence, the degree 

of market share closeness is measured by reverse coding the absolute value of the difference between 

the focal firm’s ranking and the competitor firm’s ranking divided by the number of total 

competitors. To give an example, assume the focal Firm A has three industry rivals: Firm B, Firm C, 

and Firm D, and the ranking based on sales revenue in descending sequence is B (1) A (2) C (3) D 

(4), then the sales closeness between the focal Firm A and the rival Firm B is calculated as the 

following: 

 [-1 (reverse coding) × | 2 (represents focal firm A’s ranking) - 1 (represents rival firm 

B’s ranking)|] / 3 (the number of total competitors) 

It is important to note that while the rival Firm B (ranking No.1) has a larger sales revenue 

than the focal Firm A (ranking No.2) and the rival Firm C (ranking No.3) has a smaller sales revenue 

than the focal Firm A, the degree of market share closeness with the focal Firm A is the same for 

these two rival firms.  

Analyst coverage overlap is measured by the number of analysts that cover both the focal firm 

and the competitor firm divided by the number of analysts that cover the competitor firm. I obtained 

information about analyst coverage from the IBES database. I then wrote a python program to extract 

the set of analysts that cover both the focal firm and the rival firm and counted the number of this set. 

If either the focal firm or the competitor firm has no analyst coverage, the analyst coverage overlap at 

the dyad level is recorded as 0.  
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While the geographic market may also include the firm’s international market operations, in 

the study I only focus on the firm’s geographic dispersion in United States and examine the focal 

firm’s and the rival firm’s market overlap at the state-level. This focus is because not all firms have 

international operations and data on international markets reflects, at best, country-level overlap. 

Hence, geographic market overlap is measured by the number of states in which both the focal firm 

and the rival firm operate divided by the number of states in which the rival firm operates. I obtained 

information about firms’ geographic dispersion from Garcia and Norli’s paper (2012), which 

measured public firms’ geographic dispersion of business operations by counting the number of 

different states mentioned in sections “Item 1: Business,” “Item 2: Properties,” “Item 6: Consolidated 

Financial Data,” and “Item 7: Management’s Discussion and Analysis” in the firm’s 10-K filings. 

These filings compose the annual report required by the Securities and Exchange Commission that 

gives a comprehensive summary of a public company’s performance and operations. I wrote a python 

program to extract the set of states in which both the focal firm and the competitor firm operate and 

counted the number of this set.  

Control variables. I controlled for important variables at dismissed CEO-level, focal firm-

level, and competitor firm-level that may affect the stock market’s reactions to rival firms upon the 

announcement of the dismissal of the focal firm’s newly appointed CEO. I also controlled industry 

dummy and year dummy effect.  

Firstly, I controlled the focal firm’s CAR upon the announcement of the dismissal of its newly 

appointed CEO. The stock market reaction of the focal firm is calculated by following the same 

procedure as described above to calculate stock market reaction for competitor firms.  

In addition, I controlled the reason why the CEO is dismissed because underlying reasons 

accounting for CEO early dismissal inevitably influence how investors reevaluate the focal firm and 
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the rival firms’ competitive advantage. Following prior studies exploring reasons that may cause the 

dismissal of CEOs (Arthaud-Day et al., 2006; 2004; Ertugrul & Krishnan, 2011), I included three 

types of reasons: poor organizational performance, corporate misconduct, and shareholder activism. 

Following Ertugrul and Krishnan (2011)’s method, I calculated the firm’s stock performance as 

 

Where rf,t refers to monthly return for firm f in month t prior to the CEO early dismissal 

announcement date and ri,t refers to monthly median return of all firms in the same four-digit SIC 

industry code as the sample firm in month t prior to the date of the announcement of the CEO’s early 

dismissal.  

Poor performance is coded as 1 if the firm’s stock performance in the 12 months prior to 

the CEO dismissal, calculated by using the above equation, is below zero (Ertugrul & Krishnan, 

2011).  

Firms may dismiss a CEO in the absence of poor performance if there is evidence of ethical 

and legal misconduct. Corporate misconduct is coded as 1 if the focal firm was disclosed to have a 

financial restatement (Arthaud-Day et al., 2006) or stock option backdating scandal (Wiersema & 

Zhang, 2013) in the year prior to the CEO dismissal and 0 otherwise. I obtained information about 

financial restatements from the Audit Analytics database and information about stock option 

backdating from the Glass, Lewis & Co’s report (2007).  

In addition to poor performance and corporate misconduct, intervention by the shareholders 

of the firm may also lead to the dismissal of the CEO. Large shareholders may react to certain 

actions taken by the CEO that they perceive as value reducing and exert pressure on the board to 

dismiss the CEO (Ertugrul & Krishnan, 2011). This reaction is usually expressed as shareholder 



151 
 

 
 

activism (Brav et al., 2008). Accordingly, shareholder activism is coded as 1 if there was 

shareholder activism related to management change to the firm in the year prior to the CEO 

dismissal and 0 otherwise. I obtained information about shareholder activism from the Audit 

Analytics database.  

Research documents that the firm’s governance structure also has a significant impact on 

CEO early dismissal, so I controlled for the following characteristics reflecting governance 

structure in this study. CEO duality is coded as 1 if the CEO also has the title of the chair of the 

board and 0 otherwise. Studies demonstrate that CEO duality decreases the likelihood of CEO 

dismissal because it enables the CEO to build strong, unambiguous leadership in the firm and 

decrease the board’s monitoring role (Finkelstein & D’Aveni, 1994). Independent director ratio is 

measured by the proportion of outside directors on the board. Director ownership is measured by 

the proportion of outstanding shares that are owned by the firm’s board of directors (Ertugrul & 

Krishnan, 2011). I also controlled for director average tenure, measured by the average tenure of 

the board members in the organization at the time of the CEO’s early dismissal. I collected 

information about the firm’s governance structure from the RiskMetric database.  

In addition, I controlled a number of variables of both the focal firm and the rival firm. I 

measured the focal firm’s and the competitor firm’s firm size as the logarithm of these firms’ total 

assets (Hansen & Wernerfelt, 1989). Because research documents that firm performance may 

influence how investors manage change in the focal firm (Bonnier & Bruner, 1989), I controlled 

the focal firm’s and the competitor firm’s performance. Since I used stock performance when 

measuring whether poor performance causes the early dismissal of the CEO, to avoid potential 

multicollinearity, here I used the firm’s accounting performance, which is measured by the 

industry-adjusted ROA in the year prior to CEO dismissal. I collected information about firm size 



152 
 

 
 

and firm performance from the Compustat database.  

Since the firm’s diversification level reflects the complexity of the firm’s business 

operations and the degree of importance of the CEO (Hoskisson & Hitt, 1990), the focal firm’s and 

the competitor firm’s diversification was controlled in this study. Diversification is measured by 

the entropy method (Palepu, 1985), such that diversification equals to ∑ P ia ln(1/Pia), where Pia is 

the proportion of a firm’s sales in business segment i across both related and unrelated 

components. In this study, I use the total diversification, which is the sum of the related and 

unrelated diversification components. 

Research indicates that the firm’s institutional ownership influences CEO dismissal decisions, 

as well as how investors react to and interpret the implications of the dismissal of a newly appointed 

CEO for the focal firm’s competitors (Helwege, Intintoli, & Zhang, 2012). Accordingly, I controlled 

the focal firm’s and the competitor firm’s institutional ownership. Institutional ownership is 

measured by the number of outstanding shares owned by institutional investors divided by the 

number of total outstanding shares of the firm. I focused on institutional owners with at least 1% 

equity, which allowed me to remove those owners with only marginal equity positions. This cutoff 

was consistent with prior research on the influence of institutional investors claiming that only those 

owners with sufficient holdings promote interest and activism (Tihanyi, et al., 2003; Connelly, et al., 

2010).  

The firm’s stock volatility influences the firm’s stock market reaction to particular events 

(Whittington, Yakis-Douglas, & Ahn, 2016; Kothari, Shu, & Wysocki, 2009). Following prior 

studies, the focal firm’s and the competitor firm’s stock volatility is controlled. I measured stock 

volatility as the standard deviation of monthly stock returns in a one-year period ending two months 

prior to the CEO dismissal.  
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Since the information about geographic market overlap only focuses on domestic markets, I 

controlled the international sales ratio for both the focal firm and the rival firms. International sales 

ratio is measured by the sales revenue from international markets divided by the total sales revenue.  

Prior studies have identified that the interpretation and consequences of CEO turnover are 

closely related to the firm’s external environment (Karaevli, 2007). Environments can be categorized 

along several dimensions. Following other researchers in organization theory (Dess & Beard, 1984; 

Boyd, 1990), I measured the dimensions of environment at the industry level. In this study, I focus on 

three major dimensions of environment: industry complexity, industry munificence, and industry 

dynamism since these are directly associated with the firm’s strategic decision-making process and 

competitive dynamics with its industry rivals (Dess & Beard, 1984; Karaevli, 2007). Each of these 

variables is calculated by defining industry as firms sharing the same four-digit SIC code. Since in 

this study competitors are defined by comparing the textual similarity of firms’ product description in 

10-k, the focal firm and the competitor firm are not necessarily in the same SIC industry. Therefore, I 

controlled both the focal firm’s and the competitor firm’s industry complexity, industry munificence 

and industry dynamism. Industry complexity generally implies a consideration of the number, 

diversity, and distribution of task-environment elements (Dess & Beard, 1984). Economic theory 

suggests two relevant variables: the number of firms in an industry group, and relative inequalities in 

market share. This variable is measured by the sum of squared market share for all firms in the 

industry group (Boyd, 1990). Industry munificence was measured by the growth in industry sales 

over a five-year period. Industry dynamism refers to volatility or difficult-to-predict discontinuities in 

a dominant industry. I operationalize this concept by regressing time on total industry sales for the 

last five years, then dividing the standard error of the regression slope coefficient by means of the 
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industry sales for the five-year period (Dess & Beard, 1984; Pathak, Hoskisson, & Johnson, 2014). 

Larger values of unpredictability indicated greater environmental dynamism. 

Industry dummies and year dummies are controlled. For industry dummies, I controlled for 

the focal firm’s 2-digit SIC and the competitor firm’s 2-digit SIC. For year dummies, I controlled for 

the year when the focal firm’s newly appointed CEO was dismissed. 

Since in my sample, multiple competitor firms are corresponding to the same focal firm, 

raising the concern of potential interdependence. I addressed this using robust standard errors 

combined with the clustering option, which relaxes the assumption of interdependence within the 

cluster (Petersen, 2009; Markoczy et al., 2013).  

4.5. RESULTS 

Stock Market Reactions for the Focal Firms and Competitor Firms  

Tables 4.1 and 4.2 report abnormal stock returns of the group of focal firms and the group of 

competitor firms, respectively, upon the announcements of the dismissal of a newly appointed CEO. 

For each event window, I conducted two significance tests. The first was a standard parametric 

significance test (t-test) for the null hypothesis that the average abnormal return is equal to zero. The 

second test was the generalized sign test (z-test), in which the null hypothesis is that the fraction of 

positive returns and the fraction of negative returns are the same. Relatively, the generalized sign 

tests are more robust to outliers than the parametric tests (Cowan, 1992). Both test statistics should be 

significant to conclude a statistical relationship (McWilliams & Siegel, 1997). 

Table 4.1 reports CARs of the 218 focal firms upon the announcement of the dismissal of their 

newly appointed CEOs. As shown in Table 4.1 (Panel B), they lose, on average, 2.05% over the two-
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day (0, 1) window (t-score = -3.36, p < 0.001; z-score = -3.97, p < 0.001) and lose 1.88% over the 

three-day (-1, +1) window (t-score = -3.01, p < 0.01; z-score = -3.53, p < 0.001). These results show 

support for Hypothesis 1, which suggest that focal firms on average receive negative market reactions 

upon the announcements of the dismissals of their newly appointed CEOs.  

Table 4.2 reports CARs of the focal firm’s competitors upon the announcement of the  dismissal 

of the focal firm’s newly appointed CEOs. Panel A in Table 4.2 reports the 16,325 competitor firms’ 

CARs. As shown in Table 4.2 (Panel A), the competitor firms on average gain 0.42% over the two-

day (0, 1) window (t-score = 9.25, p < 0.001; z-score = 7.71, p < 0.001) and gain 0.58% over the 

three-day (-1, +1) window (t-score = 10.64, p < 0.001; z-score = 7.83, p < 0.001). These results show 

support for Hypothesis 2, which suggests that competitor firms receive positive market reactions 

when the corresponding focal firm announces the dismissal of a newly appointed CEO.  

Since each focal firm has multiple competitor firms, for each group of competitor firms that 

correspond to the same focal firm, I also calculated the mean of CAR of competitor firms in the same 

group (weighted by each competitor firm’s size) and conducted significance tests for the group mean. 

I summarize the results in Panel B of Table 4.2. As shown in Table 4.2 (Panel B), each group of 

competitor firms gain, on average, 0.46% over the two-day (0, 1) window (t-score = 2.47, p < 0.01; z-

score = 2.35, p < 0.05), and gain 0.51% over the three-day (-1, +1) window (t-score =2.24, p < 0.05; 

z-score = 2.15, p < 0.05). These results further confirm that competitor firms receive positive market 

reactions when the corresponding focal firm announces the dismissal of a newly appointed CEO.  

[Insert Tables 4.1 and Table 4.2 about here] 

Table 4.3 summarizes the descriptive statistics and correlations of variables. 

[Insert Tables 4.3 and Table 4.4 about here] 
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Table 4.4 presents the results for Hypotheses 3 through 5. Hypotheses 3 through 5 suggest that a 

high degree of sales closeness, analyst coverage overlap, and geographic market overlap between the 

focal firm and the competitor firm will increase the competitor firm’s CAR upon the announcement 

of the dismissal of the focal firm’s newly appointed CEO. I used the competitor firms’ CAR during 

the event window [-1, 1] as the dependent variable. I also used competitor firms’ CAR during the 

event window [0, 1], event window [-2,2] and event window [-3,3]. The results of using the 

alternative measurement of CAR are shown are virtually the same the results shown by Table 4.4.  

In Table 4.4, Model 1 includes controls only. As shown in Model 1, the focal firm’s size has a 

negative and significant influence on the competitor firms’ CAR (b = -.004, p < 0.01), suggesting that 

competitor firms benefit less from the dismissal of a newly appointed CEO of a rival with a 

comparatively larger size. In addition, competitor firms’ size has a positive and significant influence 

on the competitor firms’ CAR (b = .002, p < 0.01), suggesting competitor firms with a  larger size 

tend to benefit more from the dismissal of the focal firm’s newly appointed CEO. The competitor 

firms’ performance has a negative and significant influence on the competitors’ CAR (b = -.025, p < 

.001), suggesting that competitor firms with lower performance tend to benefit more from the 

dismissal of a newly appointed CEO of the focal firm. The competitor firms’ industry dynamism has 

a positive and significant influence on the competitors’ CAR (b = .001, p < .05), suggesting that 

competitor firms in industries with higher levels of industry dynamism tend to benefit more from the 

focal firm’s dismissal of a newly appointed CEO.  

Model 2 adds to Model 1 the degree of the sales closeness between the focal firm and the 

competitor firm. The coefficient of sales closeness is significant and positive (b = .009, p < 0.05). 

This result supports Hypothesis 3, proposing that if the competitor firm has a market share position 

close to that of the focal firm, the stock market reaction for the competitor firm will be stronger.  
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Model 3 adds to Model 1 the analyst coverage overlap between the focal firm and the 

competitor firm. The coefficient of analyst coverage overlap is significant and positive (b = 0.010, p 

< 0.05). These results support Hypothesis 4, which proposes that the extent to which the focal firm 

and the competitor firm have analyst coverage overlap will have a positive impact on the stock 

market reaction for the competitor firm.  

Model 4 adds to Model 1 the geographic market overlap between the focal firm and competitor 

firms. I obtained the information about firms’ geographic dispersion from Garcia and Norli’s (2012) 

database. One limitation of this database is that it only provides geographic dispersion information 

from 1994 to 2008. Since the sample in this study covers the period from 1996 to 2012, I could only 

obtain firms’ geographic dispersion information from 1996 to 2008, and hence calculate the 

geographic market overlap variable accordingly. Therefore, the sample size dropped from 16,325 to 

10,203 in Model 4. As shown by Model 4, the coefficient of the geographic market overlap between 

the focal firm and the competitor firm is significant and positive (b = 0.007, p < 0.05). This result 

supports Hypothesis 5, proposing that the extent of the geographic market overlap between the focal 

firm and the competitor firms will have a positive impact on the stock market reaction for the 

competitor firm.  

4.6. DISCUSSION 

The dismissal of newly appointed CEOs has become increasingly prevalent (Khurana, 2001; 

Lucier et al., 2005; Wiersema, 2002; Zhang, 2008). In this study, I focused on exploring how the 

dismissal of newly appointed CEOs affects not only the focal firm but also the focal firm’s 

competitors. While the dismissal of long-tenured CEOs is often  considered to be the board executing 
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its due diligence (Finkelstein, Hambrick & Cannella, 2009) to dismiss underperforming (Boeker & 

Goodstein, 1993; Tushman, Virany & Romanelli, 1985) or unethical CEOs (Arthaud-Day et al., 

2006; Cowen & Marcel, 2011), the dismissal of newly appointed CEOs with short tenures raises 

more doubt because CEOs with short tenures are not likely to be blamed for negative organizational 

consequences. Hence, the dismissal of newly appointed CEOs is more likely to be considered as a 

failure in the firm’s CEO succession process (Zhang, 2008).  

Prior studies have documented that the dismissal of newly appointed CEOs is accompanied by 

a variety of negative effects to the focal organization, including disruption to organizational routines 

(Shen, 2003), lowering employee morale (Ballinger & Schoorman, 2007), and resulting in a “vicious 

cycle” in the selection and succession of subsequent CEOs (Wiersema, 2002; Zhang, 2008). While 

these studies contribute to the understanding of CEO early dismissal, they all concentrate on the focal 

organizations and ignore the possibility that the leadership disruption at the top of the organization 

may have influence beyond the organization’s boundaries. Specifically, since firms are in constant 

competition with their rivals, the negative impact caused by leadership instability, such as delayed 

decision-making, loss of important talent, and lack of leadership, may allow rival firms to take 

advantage of the disruption in the focal firm. I examine under such circumstances how the dismissal 

of a newly appointed CEO influence investors’ reactions for both  the focal firm and its rival firms.  

As expected, I found that competitor firms have positive and significant cumulative abnormal 

return upon the focal firm’s announcement of the dismissal of a newly appointed CEO. To further 

validate the rationale that competitors may exploit the focal firm’s CEO succession problem, I 

examined whether competitor firms that have a higher level of competition intensity with the focal 

firm will benefit more from the focal firm’s announcement of the dismissal of a newly appointed 

CEO. The empirical results show that competitor firms that have closer sales revenues, more 
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common stock analysts, and more shared geographic markets will benefit more from the dismissal of 

a newly appointed CEO in the focal firm.  

Through my examination of the stock market reaction for both the focal firm and the 

competitor firms upon the dismissal of a newly appointed CEO, this study contributes to the literature 

by the following ways.  

Firstly, this study contributes to the CEO succession literature. While CEO is widely 

recognized as the most important position in the firm, the influence of CEO succession has been 

primarily examined within the boundary of the focal organization. However, little research has 

noticed that the dismissal of a newly appointed CEO may also affect rival firms and indicate potential 

changes in the industry-wide competitive balance. In this study, I aim to fill this literature gap by 

examining how the dismissal of a newly appointed CEO may influence investors’ valuation change to 

both the focal firm and its rival firms. The results of this study show support to the argument that 

CEO early dismissal not only influences the focal firm but also convey important message about rival 

firms’ performance prospects. This study opens the door to examine how CEO succession and 

dismissals may influence other firms related to the focal firm and how these influences will be 

interpreted by investors. Future research could examine whether rival firms are more likely to initiate 

competitive actions during the disruption period after the focal firm’s dismissal of a newly appointed 

CEO and how such competitive actions vary from competitive actions initiated in stable periods.  

 Secondly, prior literature in competitive dynamics (Chen, 1996; Chen & MacMillan, 1992; 

Chen, Kuo-Hsien, & Tsai, 2007) has documented that firms and their rivals are interdependent. They 

have found that actions of one firm may have performance implications for its rival firms (Ferrier, 

Smith and Grimm, 1999). However, this literature generally focuses on competitive actions such as 

pricing actions, new marketing and promotional actions, new product announcement (Chen & 
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MacMillan, 1992; Ferrier et al., 1999). In this study, by finding that the focal firm’s early dismissal of 

CEO results in positive stock market reaction to rival firms, I complements the competitive dynamics 

literature by suggesting firms’ management actions such as leadership change serve as another source 

that could change the competitive balance. Future research could identify whether other actions 

related with internal management, e.g., employee stock option plan, also affect the performance 

prospects of the rival firms.  

Thirdly, while studies have argued that the dismissal of a newly appointed CEO may have a 

negative impact on the focal organization, they only provide anecdotal examples and lack empirical 

evidence from large-sample data analyses. By collecting a sample of CEO early dismissals from S&P 

1500 firms from 1996 to 2012, I found empirical evidence that the stock market does react negatively 

to the focal firm upon the announcement of the dismissal of a newly appointed CEO. The empirical 

evidence shows that the dismissal of newly appointed CEOs not only influences the firm’s current 

and subsequent business operations, but also has direct and strong implications for the firm’s market 

valuation. Investors are concerned about the signals released by leadership disruption and such 

concerns influence their confidence in the firm’s future capability to stay competitive.
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a  *** p<0.001; ** p < 0.01; * p < 0.05; + p < 0.1 (one-tailed tests). 

Table 4.1: The Focal Firm’s Cumulative Abnormal Returns (CARs)a 

 
Panel A: CAR of focal firms  

Window N Mean Min Max No. of 
positive 

No. of 
Negative t-Test z-Test 

Day -1 218 .0017 -.1077 .3401 101 117 .64 -.41 
Day  0 218 -.0127 -.2779 .1513 92 126 -2.63** -2.65** 
Day  1 218 -.0078 -.2334 .2791 91 127 -1.64* -2.45* 
[0,1] 218 -.0205 -.2370 .2509 85 133 -3.36*** -3.97*** 

[-1, 1] 218 -.0188 -.2396 .2443 84 134 -3.01** -3.53*** 
[-2,2] 218 -.0107 -.2985 .3566 94 124 -1.24 -2.14* 
[-3,3] 218 -.0161 -.3927 .3972 100 118 -1.78* -2.91* 
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Table 4.2: Competitor Firms’ Cumulative Abnormal Returns (CARs)a 

Panel A: CAR of competitor firms 

Window N Mean Min Max No. of 
positive 

No. of 
Negative t-Test z-Test 

Day -1 16,325 .0016 -.1117 .1423 7,972 8,353 5.02*** -.26 
Day  0 16,325 .0029 -.1148 .1334 8,308 8,017 8.70*** 4.85*** 
Day  1 16,325 .0013 -.1198 .1325 8,372 7,953 3.72*** 2.91** 
[0,1] 16,325 .0042 -.1591 .1796 8,518 7,807 9.25*** 7.71*** 
[-1,1] 16,325 .0058 -.1924 .2217 8,513 7,812 10.64*** 7.83*** 
[-2,2] 16,325 .0046 -.2578 .2996 8,341 7,984 6.17*** 9.48*** 
[-3,3] 16,325 .0041 -.3174 .3298 8,278 8,047 4.77*** 4.47*** 

 
 
Panel B: Group mean of competitor firms’ CAR (weighted by firm size)a 

Window N Mean Min Max No. of 
positive 

No. of 
Negative t-Test z-Test 

Day -1 218 .0005 -.0955 .1807 103 115 .52 -.40 
Day  0 218 .0020 -.0622 .1838 120 98 1.87* 1.72+ 
Day  1 218 .0026 -.0332 .0791 123 95 1.97* 2.43* 
[0,1] 218 .0046 -.0743 .0515 120 98 2.47** 2.35* 
[-1,1] 218 .0051 -.0495 .1363 126 92 2.24* 2.15* 
[-2,2] 218 .0055 -.0670 .1034 125 93 2.45* 2.48* 
[-3,3] 218 .0045 -.0995 .1136 124 94 1.71* 1.99* 

a  *** p<0.001; ** p < 0.01; * p < 0.05; + p < 0.1 (one-tailed tests).  
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Table 4.3: Descriptive statistics and correlation table  a 
 Mean S.D. 1 2 3 4 5 6 7 8 9 10 
1 Competitor firms' CAR 0.006 0.071 1          
2 Market share closeness 0.361 0.252 0.038 1         
3 Analyst overlap 0.045 0.141 0.021 0.129 1        
4 Geographic market overlap 0.378 0.308 0.042 0.031  0.061 1       
5 Focal firm's CAR -0.013 0.093 0.004 -0.042 -0.033 0.057 1      
6 Poor performance 0.494 0.499 0.002 0.152 0.047 0.221 0.191 1     
7 Corporate misconduct 0.063 0.243 -0.014 -0.021 0.029 0.031 0.017 -0.036 1    
8 Shareholder activism 0.012 0.110 -0.003 0.069 0.015 0.011 -0.013 0.108 0.162 1   
9 Focal firm's CEO duality 0.375 0.388 -0.018 0.046 -0.052 -0.038 0.170 0.101 0.124 -0.018 1  
10 Focal firm's independent director ratio 0.680 0.132 0.011 0.046 0.048 -0.015 0.115 0.181 -0.108 0.031 0.204 1 
11 Focal firm's director ownership 0.160 0.227 -0.019 -0.071 -0.039 -0.049 -0.124 -0.137 -0.154 -0.061 -0.241 -0.184 
12 Focal firm's director average tenure 7.573 2.473 -0.001 -0.163 0.033 0.041 -0.005 0.012 -0.032 -0.015 -0.114 -0.292 
13 Focal firm's size 7.524 1.905 -0.023 -0.102 0.076 0.003 0.021 -0.011 0.045 -0.012 0.108 0.183 
14 Competitor firm's size 5.972 2.075 0.047 0.131 0.114 -0.097 0.013 -0.086 0.096 0.003 -0.016 0.145 
15 Focal firm's performance -0.004 0.120 -0.012 -0.035 0.044 0.105 -0.138 0.132 -0.099 -0.006 0.019 0.051 
16 Competitor firm's performance -0.013 0.165 -0.036 0.046 0.025 -0.018 0.019 -0.013 0.012 -0.003 0.012 0.009 
17 Focal firm's diversification 0.020 0.181 0.003 -0.105 0.023 -0.028 0.035 -0.114 -0.016 -0.124 0.122 0.017 
18 Competitors' diversification 0.017 0.203 0.001 0.023 -0.004 -0.045 0.026 0.004 0.008 -0.015 0.009 0.014 
19 Focal firm's institutional ownership 0.579 0.204 0.025 0.066 0.060 0.125 0.011 0.239 -0.018 0.032 0.176 0.278 
20 Competitors' institutional ownership 0.405 0.251 0.025 0.121 0.159 0.075 -0.074 0.047 0.065 0.075 -0.001 0.065 
21 Focal firm's stock volatility 0.146 0.090 0.039 0.187 -0.052 -0.048 0.049 0.025 -0.158 -0.001 0.082 -0.091 
22 Competitors' stock volatility 0.153 0.123 -0.005 0.083 -0.040 0.035 -0.085 0.016 -0.127 -0.015 0.068 -0.108 
23Focal firm’s international sale ratio 0.105 0.218 0.001 -0.109 0.075 -0.018 0.015 0.017 0.110 0.128 -0.050 -0.001 
24Competitors’ international sale ratio 0.081 0.204 -0.012 -0.109 0.077 0.008 -0.004 -0.007 0.112 0.100 -0.032 0.013 
25 Focal firm's industry complexity 0.576 0.242 0.006 -0.209 -0.018 0.086 -0.099 0.004 0.029 0.009 -0.135 -0.021 
26 Competitor firm's industry complexity 0.544 0.233 -0.018 -0.197 0.018 0.053 -0.042 -0.003 0.008 0.043 -0.055 -0.065 
27 Focal firm's industry munificence 13.992 23.501 0.014 -0.028 -0.033 -0.086 -0.062 0.033 -0.088 -0.043 -0.039 -0.15 
28 Competitor firm's industry munificence 16.482 26.735 -0.023 -0.094 -0.055 -0.019 0.031 0.046 0.079 -0.035 0.087 -0.165 
29 Focal firm's industry dynamism 4.364 5.013 0.057 -0.018 0.007 -0.041 -0.102 -0.034 -0.115 -0.034 -0.054 0.123 
30 Competitor firm's industry dynamism 5.166 6.149 0.084 -0.064 -0.023 0.023 -0.151 -0.004 -0.034 -0.053 -0.018 0.154 
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Table 4.3: Descriptive statistics and correlation table  (continued) a 

 11 12 13 14 15 16 17 18 19 
12 Focal firm's director average tenure 0.014 1        
13 Focal firm's size -0.186 0.115 1       
14 Competitor firm's size -0.085 0.023 0.421 1      
15 Focal firm's performance -0.003 0.069 0.178 -0.045 1     
16 Competitor firm's performance -0.046 0.006 0.085 0.261 0.065 1    
17 Focal firm's diversification 0.036 0.064 0.266 0.084 -0.016 0.023 1   
18 Competitors' diversification 0.012 0.001 0.048 0.175 0.028 0.051 0.027 1  
19 Focal firm's institutional ownership -0.387 -0.048 0.026 0.085 0.053 0.027 0.030 0.006 1 
20 Competitors' institutional ownership -0.102 -0.097 -0.127 0.311 -0.012 0.131 -0.042 0.040 0.231 
21 Focal firm's stock volatility -0.159 -0.053 -0.371 -0.146 -0.199 -0.022 -0.115 -0.024 0.096 
22 Competitors' stock volatility -0.053 -0.108 -0.291 -0.356 0.018 -0.187 -0.065 -0.067 -0.033 
23Focal firm’s international sale ratio -0.113 -0.050 0.071 -0.040 0.072 0.021 0.012 -0.009 0.141 
24Competitors’ international sale ratio -0.109 0.049 0.081 0.049 -0.004 0.052 -0.017 0.015 0.130 
25 Focal firm's industry complexity 0.021 -0.182 -0.162 -0.083 -0.044 -0.003 0.053 0.014 0.243 
26 Competitor firm's industry complexity 0.032 -0.063 -0.291 -0.189 0.002 -0.019 0.006 0.011 0.114 
27 Focal firm's industry munificence -0.032 0.088 -0.131 -0.245 0.235 0.011 -0.115 -0.031 -0.262 
28 Competitor firm's industry munificence 0.007 0.097 -0.069 -0.132 0.152 0.047 -0.051 -0.021 -0.172 
29 Focal firm's industry dynamism -0.103 0.069 0.133 0.168 0.054 0.009 0.073 -0.001 -0.079 
30 Competitor firm's industry dynamism -0.095 0.042 0.268 0.196 0.002 0.046 0.081 0.008 0.071 

a Absolute value of correlation coefficients larger than .008 is statistically significant at p<.05 level for two-tailed test. 
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Table 4.3: Descriptive statistics and correlation table  (continued) a 

 20 21 22 23 24 25 26 27 28 29 
21 Focal firm's stock volatility 0.109 1         
22 Competitors' stock volatility -0.013 0.412 1        
23Focal firm’s international sale ratio 0.130 0.135 0.061 1       
24Competitors’ international sale ratio 0.261 0.085 0.144 0.416 1      
25 Focal firm's industry complexity 0.138 0.065 0.056 0.049 0.056 1     
26 Competitor firm's industry complexity 0.207 0.087 0.159 0.147 0.1112 0.363 1    
27 Focal firm's industry munificence -0.105 0.029 0.093 0.081 -0.028 -0.306 -0.032 1   
28 Competitor firm's industry munificence -0.126 -0.096 0.044 -0.031 -0.071 -0.028 -0.365 0.487 1  
29 Focal firm's industry dynamism -0.116 0.064 -0.032 -0.094 -0.083 -0.593 -0.294 0.175 -0.063 1 
30 Competitor firm's industry dynamism -0.161 -0.024 -0.089 -0.091 -0.118 -0.236 -0.312 -0.065 -0.004 0.501 

a Absolute value of correlation coefficients larger than .008 is statistically significant at p<.05 level for two-tailed test.
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Table 4.4: Regression results for H3-H5 a,b,c 

 Model 1 Model 2 Model 3 Model4 
Market share closeness  0.009*   
  (0.004)   
Analyst coverage overlap   0.010*  
   (0.005)  
Geographic market overlap    0.008** 
    (0.003) 
Focal firm's CAR 0.028 0.028 0.028 0.026 
 (0.023) (0.023) (0.022) (0.014) 
Poor performance -0.001 -0.001 -0.001 -0.000 
 (0.003) (0.003) (0.003) (0.003) 
Corporate misconduct 0.002 0.002 0.001 0.005 
 (0.006) (0.005) (0.006) (0.004) 
Shareholder activism 0.007 0.006 0.007 0.004 
 (0.006) (0.005) (0.006) (0.005) 
Focal firm's CEO duality -0.006 -0.005 -0.005 -0.005 
 (0.004) (0.004) (0.004) (0.003) 
Focal firm's independent director ratio 0.018 0.015 0.017 0.015 
 (0.011) (0.011) (0.011) (0.010) 
Focal firm's director ownership -0.015 -0.016 -0.015 -0.014 
 (0.011) (0.011) (0.011) (0.009) 
Focal firm's director average tenure 0.000 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) (0.000) 
Focal firm's size -0.004** -0.004** -0.004** -0.002+ 
 (0.001) (0.001) (0.001) (0.001) 
Competitor firm's size 0.002** 0.002* 0.002** 0.002** 
 (0.001) (0.001) (0.001) (0.001) 
Focal firm's performance 0.019 0.020 0.019 0.024 
 (0.016) (0.016) (0.016) (0.014) 
Competitor firm's performance -0.022** -0.025*** -0.022** -0.019* 
 (0.007) (0.007) (0.007) (0.008) 
Focal firm's diversification 0.013+ 0.014+ 0.013+ 0.013+ 
 (0.007) (0.007) (0.007) (0.007) 
Competitors' diversification -0.002 -0.002 -0.002 -0.003 
 (0.003) (0.002) (0.003) (0.003) 
Focal firm's institutional ownership -0.009 -0.009 -0.009 -0.008 
 (0.009) (0.009) (0.009) (0.007) 
Competitors' institutional ownership 0.004 0.003 0.004 0.003 
 (0.004) (0.004) (0.004) (0.004) 
Focal firm's stock volatility 0.010 0.007 0.011 0.030 
 (0.026) (0.027) (0.026) (0.029) 
Competitors' stock volatility -0.005 -0.003 -0.004 -0.006 
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 (0.016) (0.016) (0.016) (0.017) 
Focal firm's industry complexity 0.019 0.019 0.019 0.010 
 (0.012) (0.012) (0.012) (0.010) 
Competitor firm's industry complexity 0.007 0.007 0.007 0.005 
 (0.007) (0.007) (0.007) (0.006) 
Focal firm's industry munificence 0.000 0.000 0.000 0.000 
 (0.000) (0.000) (0.000) (0.000) 
Competitor firm's industry munificence -0.000 -0.000 -0.000 -0.000 
 (0.000) (0.000) (0.000) (0.000) 
Focal firm's industry dynamism 0.000 0.000 0.000 0.001 
 (0.001) (0.001) (0.001) (0.001) 
Competitor firm's industry dynamism 0.001* 0.001* 0.001* 0.001 
 (0.000) (0.000) (0.000) (0.001) 
Focal firm's international sale ratio 0.013 0.013 0.013 0.003 
 (0.008) (0.008) (0.008) (0.011) 
Competitor firm's international sale ratio -0.007 -0.006 -0.007 -0.018+ 
 (0.006) (0.006) (0.006) (0.009) 
Industry dummies Included Included Included Included 
     
Year dummies Included Included Included Included 
     
Constant -0.001 0.002 0.002 -0.086** 
 (0.046) (0.046) (0.046) (0.021) 
Observations 16325 16325 16325 10203 
R2 0.046 0.048 0.048 0.036 
Adjusted R2 0.040 0.042 0.042 0.028 
a CAR [-1,1] was used as the dependent variable.  
b Clustered standard errors in parentheses 
c + p<.10, * p<.05, ** p<.01 (all two-tailed tests). 
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