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1 Introduction 

 

1.1 Statement of the problem 

A growing body of research shows that CEO departure from the firm is usually associated with the 

departure of other executives directly below the CEO in the corporate hierarchy (e.g. Friedman & 

Saul, 1991; Fee & Hadlock, 2004; Hayes et al., 2006). The ultimate aim of the present study is to 

examine the determinants, moderators and especially performance consequences of turnover among 

upper-echelon organization members after a new CEO has been appointed. 

For the purpose of examining the antecedents, moderators and effects of the turnover among corporate 

officers following a transition in the CEO’s position, it does seem essential and meaningful to 

highlight the significance of the role of the non-CEO senior executive personnel in the organizational 

context. Numerous studies conducted over the last decades have shown the particular importance of 

the top management team for tactical decision-making and strategic response, as well as for 

organizational operations as such (Messersmith et al., 2013). The structure and composition of the 

TMT is one of the crucial determinants for organizational success, seeing that top management team 

members are responsible for the supervision and decision-making processes within the company. As 

such, they can directly affect firm’s business performance by means of developing and implementing 

strategies, building an appropriate corporate culture, as well as promoting organizational mission and 

goals (Gupta & Govindarajan, 1984; Hambrick & Mason, 1984; Helmich & Brown, 1972; Pfeffer & 

Davis-Blake, 1986). Moreover, as reported by Carpenter et al. (2004), the fact that TMT connects the 

particular organization with its task environment even strengthens the important position of the 

members of senior management team within the firm.  

According to the most recent meta-analysis on turnover rates and organizational performance (Park & 

Shaw, 2013) as well as numerous other studies on this topic conducted over the past decades (e.g. 

Messersmith et al., 2013), the relationship between turnover among top executives and the subsequent 

organizational performance is negative, moderated by numerous internal and external factors. 
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However, prior research (e.g. Keck, 1997) indicates that under specific circumstances, alterations in 

the management ranks may be beneficial for the company. Combining these two opposite views, some 

researchers (e.g. Kesner & Dalton, 1994) hypothesize that moderate levels of turnover are the key to 

success.  

Based on the premise that top executive turnover resulting from a change of the CEO induces changes 

in company’s performance, the present analysis is primarily concerned with investigation of 

performance consequences of the turnover among upper-echelon organization members that occurs 

after the CEO succession. Thereby, the relationship between turnover in upper level management 

positions and firm’s performance is expected to be moderated by high-tech (vs. non-high-tech) 

industry, the number of replaced executives having a seat on the board of directors and the incoming 

CEO origin. Moreover, it is controlled for company’s prior performance, age of the departing 

managers (CEOs, CFOs and COOs) at the time when they left the respective company, industry type, 

company size and the year of the new CEO appointment in order to obtain accurate results. 

Concerning the research gap, there is only limited and rather weak evidence in the existing scientific 

literature relating to the replacement of top managers directly resulting from the appointment of a 

company’s new CEO, showing the relationship between changes in the composition of the TMT 

and/or replacement of company’s COO/CFO and organizational performance. The main focus of the 

studies concerning top executive turnover is set on the analysis of consequences on firm profitability 

resulting from the departure of company’s CEO. Alternatively, scientific researchers focus at the 

investigation of performance consequences connected with the turnover of company’s top 

management team members. Yet other studies are concerned with the relationship between the change 

of CEO and the consequent departure of the non-CEO senior executive personnel from the firm. The 

present study is unique in the sense that the companies under study are all affected by the same event – 

the CEO succession. The performance consequences of top executive turnover are then examined in 

these very specific settings, so far neglected in prior research. To my knowledge, there is no research 

focusing on the analysis of performance consequences of the turnover among upper-echelon 

organizational members that would define these changes in the management ranks as a direct result of 
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leadership transition in the company. More precisely, the present study analyzes performance effects 

of the departure of organization’s top executives, namely CFOs, COOs and the TMT members, that is 

induced by a new CEO appointment. The study is also original in terms of the distinction among three 

different turnover events, meaning that it investigates the consequences of the turnover among 

company’s top three highest-paid executives, turnover among CFOs and turnover among COOs 

separately. The decision to examine CFO and COO departure from the firm as separate events is 

contingent on the very special position that the individuals executing the role of CFO and COO have 

in the company, determined by their power to directly influence company’s financial results. Prior 

research considers company’s TMT team as one entity and examines changes in the structure and 

composition of the top management team without setting its focus on individual changes in the CFO 

and/or COO position respectively.  From a more general perspective, the existing literature concerned 

with the upper echelons research (e.g. Carpenter & Fredrickson, 2001) defines company’s TMT as the 

two highest levels of its management, usually including, among others, the CFO and the COO of the 

firm.  

By means of statistical analysis, this research aims to investigate whether it is beneficial for the 

company that has recently gone through a CEO change to change its non-CEO senior executive 

personnel as well. Despite the fact that the more recent literature supports the belief that managerial 

turnover has adverse implications on organizational effectiveness, there is some research evidence to 

suggest that in some cases reshuffle in the management ranks has positive impact on firm’s operating 

behavior. It is thus interesting and very relevant to analyze and determine the specific conditions under 

which changing of the guard at the top turns out to be beneficial or, on the contrary, harmful for the 

company. Therefore, the ultimate aim of this study is to contribute to the current research on the top 

executive turnover in the wake of new CEO appointments and to fill the recognized research gap by 

means of new relevant findings. 
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1.2 Purpose and significance of the research 

 
Due to diverging opinions about the determinants, moderators  and consequences of the top executive 

turnover following a new CEO appointment, it is reasonable and much needed to further analyze the 

underlying aspects influencing the replacement at the top ranks as well as to examine the various 

effects of post-succession managerial turnover. Responding to the above described research gap and 

building on the existing research findings, the central research question can be formulated as follows: 

What are the performance consequences of the turnover among upper-echelon organization members 

that occurs after the CEO succession? With the view of examining the relationship between rates of 

post-succession managerial turnover and subsequent organizational performance, alterations in the 

management ranks are divided into TMT turnover, CFO departure and COO departure. Each of these 

turnover events is then examined individually. In addition, the relevant scientific literature suggests 

that this relationship is moderated by various factors. Consequently, I formulate the sub-question 

specifying the moderating factors influencing the relationship between top executive turnover and firm 

performance as follows: Which factors moderate the relationship between managerial turnover and 

organizational performance? Thereby, the effect of high-tech industry, number of departing 

executives that were also active as directors and CEO origin on the turnover-performance relationship 

is analyzed and evaluated. Taking into consideration contradictory evidence in the existing literature, I 

do not develop any particular assumption concerning the relationship between managerial turnover 

and subsequent firm performance. Similarly, the effects exercised by the selected moderating factors 

are investigated without predefining specific assumptions. As a result, I prefer to formulate research 

questions rather than hypotheses. 

The existing literature on the topic of organizational implications of top executive turnover is 

inconclusive. Considering the fact that company’s top managers influence and partly determine the 

enterprise value, it seems essential to examine the underlying factors determining alterations in the top 

ranks as well as to study the consequences of post-succession top executive turnover. The main 

purpose of the research question, thus, is to examine the antecedents, moderators and primarily 

implications of managerial turnover following a new CEO appointment. By answering the above 
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specified questions, the current research aims to provide better understanding of how the TMT 

structure and composition affects and determines company’s performance and how the post-

succession departure of a firm’s COO and CFO influences organizational efficiency.  

In terms of statistical analysis presented below, the alterations in top management ranks are divided 

into three individual situations, namely the change of the top management team members, the change 

of the CFO and the change of the COO respectively. Out of these three events expected to determine 

organizational efficiency, only the COO departure shows positive significant influence on firm 

following performance. After testing the existence of a relationship between the independent variables 

and the dependent variable, three potential interactions were included. The moderating effects of the 

industry type, the number of departing executives with a seat on the board of directors and the 

incoming CEO origin were hypothesized and tested. However, none of these three interaction terms 

proved to be of a statistical significance. In terms of the control variables included in the analysis, all 

twelve models demonstrate positive significant influence of firm prior performance on its consequent 

performance. On the contrary, the six remaining controls – CEO age, CFO age, COO age, firm size, 

industry type and the year of the new CEO appointment – do not meet statistical significance.  

The rest of the paper is organized as follows. First, previous studies conducted in this research area 

over the past decades are summarized. Then, the methodology applied in the study is explained, the 

actual analysis results are presented and the resulting implications for organizations and their 

managers are discussed. 

 

2 Literature review 

 
The following literature review part summarizes findings from previous research, focusing on the 

reasons for the CEO succession and the circumstances that imply a new CEO appointment; underlying 

concepts and theories as well as evidence in the literature concerning the changes in the top 

management ranks after a new CEO appointment; reasons for  changes in the composition of the 
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TMT; factors and conditions that determine and moderate the post-succession turnover in the 

management ranks and its subsequent effects on organizational behavior; and the organizational 

implications of the managerial turnover following a CEO replacement. 

 

2.1 Context of CEO turnover 

Prior to the detailed analysis of the antecedents, moderators and consequences of the TMT turnover 

after a new CEO appointment, it is meaningful to analyze and briefly describe the context of the 

(forced) departure of the current CEO from the company. What are the hidden forces behind the CEO 

succession? Which circumstances and events provoke a new CEO appointment?  

Referring back to the previous literature, Kesner & Dalton (1994) analyze the determinants of CEO 

departure and support the common-sense theory that says that the decline in efficiency is the main 

factor causing the current CEO’s exit from the company. Consequently, his/her replacement induces 

an increase in efficiency. The authors point out that the replacement of the serving CEO is one of the 

most frequent responses of the organization to the long-lasting periods of economic stagnation or 

decline. Facing difficult financial situation, the organization strives for a change by the medium of a 

new CEO appointment. 

Referring to the power circulation theory of control Jackall (1988), Ocasio (1994) and Ocasio & Kim 

(1999) point out that CEOs have to deal with battles for power and control that are aroused by both 

insiders and outsiders competing for the prestige associated with the position of the CEO.  

The available evidence in the literature indicates that company’s TMT consists of competitive 

managers desiring authority, success and recognition and trying to reach and maintain certain status. 

Pfeffer (1992) underlines the fact that the current CEO’s leadership may be threatened by non-CEO 

executives’ aspirations to power. Moreover, as reported by Ocasio (1994), in the case that doubts 

about the CEO’s skills and competences coincide with the availability of a suitable successor, it is 

highly probable that a replacement of the existing CEO will follow. In addition, the results of the 

studies concerned with the appointment of a successor for the departing CEO (e.g. Dalton & Kesner, 
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1985; Friedman & Singh, 1989) indicate that insider succession is usually preceded by longer lasting 

times of decline in the economic efficiency. Parrino (1997) extends this hypothesis and argues that this 

is also the case when the CEO does not exit the company on the voluntary basis, but is rather obligated 

to leave. While some authors explain this phenomenon as the result of managerial entrenchment 

(Boeker & Goodstein, 1993) others claim that it can be interpreted as the result of internal fights for 

power between TMT members (Shen & Cannella, 2002). 

As reported by Shen & Cannella (2002), the event of outsider succession (rather than insider 

succession) is often perceived as the consequence of a failure to manage the company efficiently. 

Thereby, this lack of success or power can be attributed to the entire TMT, rather than to the CEO as 

an individual (Boeker & Goodstein, 1993). The appointment of an outside CEO brings about doubts 

concerning the capabilities of the senior executives as well as negative feelings towards the new CEO 

and overall unpleasant atmosphere within the TMT (Gouldner, 1954). 

 

2.2 Changes in the composition of the TMT after a new CEO appointment 

 

2.2.1 Underlying concepts and theories 

One of the underlying theories behind the research concerning the turnover among the company’s 

most powerful executives is the upper echelon theory developed by Hambrick & Mason (1984). This 

fundamental concept lays the grounds for further analysis of executives’ characteristics which are, to 

some extent, linked to organizational outcome, seeing that they shape the decision making process and 

significantly affect the decisions undertaken by the entity as a whole. As proposed by Hambrick & 

Mason (1984) and supported by numerous other authors (e.g. Dooley & Fryxell, 1999; Hambrick et 

al., 1996), organizational strategic behavior and the resulting performance is determined by the actions 

of the entire TMT, rather than by those carried out by the CEO as an individual. Moreover, as 

indicated by Wagner et al. (1984), the formation and structure of the top management team is strongly 

affected by the replacement of people at the highest level of responsibility. This shift in personnel in 
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turn influences the actions taken by the firm and thus shapes the business performance (Virany et al., 

1992). 

 

2.2.2 Evidence in the literature 

Referring to the existing literature, there is increasing evidence that CEO departure from the firm is 

usually associated with the departure of other members of the TMT. Fee & Hadlock (2004) document 

a higher likelihood of the turnover among TMT members in the event of a new CEO appointment. 

These findings are also supported by Hayes et al. (2006) who suggest that rates of turnover among 

managers tend to grow during periods of the CEO replacement and interpret this phenomenon as a 

result of complementarities between executives in the top management team.  Friedman & Saul (1991) 

suggest that the event of CEO succession is not only associated with dismissal of top managers 

initiated by the newly appointed CEO, but also directly linked to changes in the nature of the social 

environment within the company, implying voluntary departure of TMT members from the firm. 

As reported by Barron et al. (2011), turnover in the top management team is affected and determined 

by the concrete circumstances of the specific case of the CEO succession, rather than by the departure 

of the former CEO as such. This view is also supported by the existing body of literature. Vancil 

(1987), among others, defines follower succession as an intended and envisaged action, whereby he 

refers to the contender succession as the representation of a change, possibly indicating shift in the 

TMT composition. Shen & Cannella (2002) extend this interpretation by an assumption that those 

managers who do not identify themselves with the upcoming action plan exit the company. The results 

of the study of Friedman & Saul (1991) emphasize that the specific aspects of the succession event 

(such as the new CEO origin) determine the extent of changes in leadership at the top. The authors 

claim that it is vital to analyze and understand TMT members’ response to changes in CEO position, 

as it may significantly affect the subsequent organizational performance. 

Kesner & Dalton (1994) note that the research on the TMT turnover and on its consequences for a 

firm’s operating behavior is not conclusive. Researchers’ opinions about the need for substitution of 
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top executives when the company is facing difficult times diverge widely. Some argue that extensive 

replacement of personnel in upper level management positions is a precondition for a positive trend 

reversal and thus cannot be avoided in case that the company endeavors to reshape its strategy. Others, 

however, are skeptical about this proposition and underline its limitations by claiming that the 

organization goes through periods of increasing disorder as the level of managerial turnover increases. 

Numerous studies carried out in the 1970s and 1980s support the view that it is necessary to replace 

(some of) the members of the top management team in order to be able to emerge from a long phase of 

decline in profitability. Previous research suggests that when putting all its efforts into achieving a 

turnaround, the organization should start with a turnaround in the composition of the TMT so that it 

can be successful. According to Hofer (1980), the transformation of the structure of the existing TMT 

team is the basic prerequisite for an effective reversal in operational performance. The author’s 

explanation is based on the premise that the upper-level managers who are working for the company 

for several years usually share the same vision about the future of the company as well as the same 

opinion about the strategies used to get where they intended to go. There is an assumption that the 

knowledge and skills of senior executives became obsolete and that the practices used by the company 

are already outdated. Therefore, it is vital to take on new executives bringing fresh ideas and new 

perspectives in order to see things in a new light.  

As reported by Kesner & Dalton (1994), several researchers agree with Hofer’s (1980) opinion about 

the need for a turnover in the upper level management positions. Relying on the results of their study 

examining the cases of more than fifty firms that succeeded in reversing the negative business trend, 

Schendel et al. (1976) conclude that a set of correct measures initiated by the newly appointed 

managers at the top of the company is a vital precondition for the upswing. The results of the research 

conducted by Bibeault (1998) indicate that managers in companies experiencing a downturn are 

commonly laid off, as they are either not able to deal with the ongoing issues or they lack the required 

competences and are thus themselves (part of) the issue. Moreover, he underlines the fact that three-

fourths of executives that initiate the change are newcomers. Starbuck & Hedberg (1977) highlight the 

need for a turnover in the TMT, claiming that the first step to achieve a turnabout is to reshape the way 
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the company perceives problems and consequently deals with them. Since these views and practices 

are typically represented by firm’s top executives, it is unavoidable to change the composition of the 

top management team in order to change them. 

 

2.3 Determinants of the turnover in the TMT after a new CEO appointment 

In their research, Shen & Cannella (2002) point out that there are various aspects that can induce 

turnover among members of the TMT and that, when taking into account the related circumstances, it 

can result in either boost or decline in performance. The underlying causes of post-succession 

executive turnover are manifold (and often difficult to exactly determine) and range from the intended 

departure from the firm after reaching the standard pension age to the forced departure from the 

company induced by the newly appointed CEO. Moreover, there are numerous reasons for executive’s 

voluntary departure such as the availability of better-paid or more interesting position elsewhere, 

associated with improved career prospects and/or the opportunity for personal growth and positive 

development, or his/her disagreement with the resolution concerning the nomination of the company’s 

new CEO. Fee & Hadlock (2004) suggest that companies tend to reshuffle their TMTs in order to 

eliminate inferior top executives on a regular basis. Thereby, their individual performance and 

contribution to the corporate performance as well as their suitability for the team is assessed. 

In terms of determinants of the turnover in the TMT, Kesner & Dalton (1994) suggest that the 

replacement of company’s CEO as such cannot be seen as the direct cause of the replacement of the 

TMT members. In fact, it is usually the ongoing negative situation combined with the aspiration to 

achieve the desired reversal of the trend that result in CEO succession and in turn lead to the TMT 

turnover. Kesner & Dalton (1994) suggest that the likelihood of turnover resulting from the CEO 

succession increases in the event of a preceding decline in performance experienced by the company 

prior to the actual replacement of its CEO. Indeed, the results of the study conducted by the authors 

indicate that pre-succession organizational performance determines the level of post-succession 

executive turnover, such that lower business performance indicates higher rates of manager turnover.  
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Nevertheless, it is the prevailing opinion in the relevant scientific literature that the shift in executive 

personnel is, in the most cases, the ultimate result of the nomination of a new CEO (Shen & Cannella, 

2002). In their research, Kesner & Dalton (1994) theorize that the successor origin determines the 

extent of turnover among non-CEO top executives after a new CEO appointment, meaning that the 

outside succession provokes higher levels of TMT turnover than the inside succession. Karaevli 

(2007) underlines the positive relationship between the level of CEO outsiderness and the extent of 

changes made in the TMT composition in the wake of his/her appointment. Friedman & Saul (1991) 

suggest that especially in the case that the company is going through a period of decline in 

performance, outside successors induce high rates of turnover of the non-CEO senior executive 

personnel, resulting either from their dismissal initiated by the CEO, or from the turbulences following 

the CEO appointment, triggering voluntary departures from the company. According to Fee & 

Hadlock (2004), turnover within TMT is to some extent contingent on corporate performance, 

however the likelihood for a departure of (a group of) corporate officers increases in the times of CEO 

succession, especially in the event of outsider succession.  

The results of the study conducted by Boyne et al. (2010) confirm that organizational performance 

influences the turnover of senior executive personnel in a negative way and that the level of turnover 

increases in the periods after a new CEO appointment. The underlying reason is that the incoming 

CEO associates weak performance with the limited abilities and competences of top managers and 

he/she thus initiates their replacement. Hilger et al. (2013) suggest that not only weak organizational 

performance, but also unsatisfactory personal performance raises the probability of executive’s forced 

departure from the company. Wagner et al. (1984) observe a negative relationship between 

organization’s financial efficiency and the extent of subsequent changes in the management team 

composition.  

Numerous research studies conducted in the past show that the turnover among top managers after the 

arrival of a new CEO clearly demonstrates his/her energy and power. Park et al. (2014) even 

hypothesize that CEO celebrity manifesting his/her dominance increases the probability of 

management dismissal (and at the same time decreases the probability that the CEO himself/herself 



12 

 

leaves office). From the general perspective, the appointed CEO ultimately aims to improve firm’s 

performance by means of developing and adopting a new plan of action. In order to reach this 

fundamental goal, he/she perceives the replacement of executive personnel that is no longer effective 

or valuable for the organization by a group of more qualified or innovative executives as the best and 

most straightforward approach (Friedman & Saul, 1991; Helmich & Brown, 1972; Kesner & Dalton, 

1994; Wiersema, 1995). Especially for the contender or outsider successor, the appointment as CEO of 

the company tends to be directly associated with the mission to satisfy the urgent need for strategic 

shift and reorientation. Therefore, with the view of introducing radical changes, the newly nominated 

CEO endeavors to make changes in the composition of the top management team directly after his/her 

appointment, as this is usually the first concern (Helmich & Brown, 1972; Wiersema, 1995). Such 

conduct is in accordance with the evidence in the literature. Referring back to the work of Hambrick & 

Mason (1984), Keck & Tushman (1993) and Wiersema & Bantel (1993) highlight the fact that 

executives who have been working for the success of the company for many years are affected and 

somehow limited by their knowledge and involvement. For this reason, successful implementation of 

changes and of new strategies calls for substantial adjustments in the work force.  

Wiersema & Bird (1993) emphasize the significance of TMT demographic makeup as another 

predictor of senior manager turnover and suggest that heterogeneity on aspects such as age, team 

tenure, and the prestige of the visited university determine changes in the management ranks. Wagner 

et al. (1984) observe a positive relationship between the probability of executive departure and the 

team member’s demographic dissimilarity in terms of person’s age and date of entry. Godthelp & 

Glunk (2003) theorize that managerial turnover at the individual level is contingent on the individual- 

as well as team-level demographic heterogeneity.  

The next antecedent of TMT turnover are issues related to the executive compensation. Pay dispersion, 

dissatisfaction with the level of remuneration and the involved degree of uncertainty lead to higher 

turnover activity (Messersmith et al., 2011). Moreover, wage gap between managers in equal positions 

either within or outside the company is another reason for the voluntary departure of corporate officers 

from the company (Kale et al., 2014).  
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The power dynamics at the top of the corporate hierarchy (Park et al., 2014), the succession following 

the departure of long-tenured CEO from the company (Friedman & Saul, 1991), as well as higher 

outsider control of the board and changes in the firm’s strategic focus (Barker et al., 2001) are other 

causes of higher turnover activity within TMT. In addition, the environmental aspects such as 

munificence, stability and complexity also determine the extent of TMT turnover (Wiersema & 

Bantel, 1993). 

 

2.4 Moderators of the performance consequences of the turnover in the TMT 

after a new CEO appointment  
 
From a general point of view, there are various aspects inside and outside the organization moderating 

the link between turnover of the upper-echelon organizational members and the following firm 

performance. The most important ones are described below in more detail, including, among others, 

average organizational tenure of the TMT, environmental munificence, tenure of the departing CEO, 

prior firm performance and environment conditions. 

The results of the most recent study on this topic carried out by Messersmith et al. (2013) indicate that 

as the average organizational tenure of the top management team members increases, the negative 

influence exerted by top executive turnover on firm performance decreases. Moreover, the authors 

examine several industry characteristics and observe a similar pattern also in the case of increasing 

environmental munificence. In an earlier study, Shen & Cannella (2002) analyze the moderating 

effects of tenure of the leaving CEO on organizational performance, suggesting that the replacement of 

a CEO with both too long and too short organizational tenure can have negative implications in terms 

of firm subsequent performance. The authors explain this hypothesis by means of the influence of 

CEO tenure on organizational inertia and the disorganization associated with the change of company’s 

current CEO. In addition, they rely on evidence provided in prior studies to suggest that in the 

framework of a new CEO appointment, factors such as size of the company, governance structure and 

industry environment may affect organizational performance. Concerning former studies conducted in 

the 1990s, Kesner & Dalton (1994) suggest that prior organizational performance may influence 
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subsequent performance in the sense that pre-succession performance determines the extent of post-

succession TMT turnover. These changes in leadership, in turn, shape firm profitability. The earlier 

research carried out by Virany et al. (1992) examines the executive succession and organization 

outcomes in turbulent environments. The authors argue that especially in turbulent environments 

succession may turn out to be crucial for improving or sustaining the organizational performance. 

Therefore, the environment conditions (stable vs. turbulent) may be an important factor moderating 

the relationship between turnover and performance.  

Going a bit beyond the scope of this research, in their recent meta-analytical study, Park &Show 

(2013) suggest considering several moderating factors when assessing the effects of overall turnover 

on firm performance. The results obtained from their analysis indicate that the negative relationship 

between levels of total turnover and organizational performance may be influenced, among other 

factors, by the type of turnover in the sense that voluntary turnover and turnover resulting from the 

reduction in force strengthen the negative relationship between turnover and performance more 

significantly than involuntary turnover. Earlier meta-analytic review of Hancock et al. (2013) 

primarily focuses on the turnover among employees, rather than the top executives, as a suitable 

predictor of firm performance. The authors find out that this relationship is moderated by several 

variables, such as industry, location, job level, firm size, turnover type and performance measurement 

method. In addition, Shaw et al. (2005b) investigate the link between voluntary turnover and firm 

performance. The results of their study indicate that, to a modest extent, personnel performance serves 

as a mediator between voluntary turnover and financial performance. Even though all of these studies 

deal with the relationship between workforce turnover and firm performance, it can be assumed that 

some of the above-mentioned variables may also influence the relationship between managerial 

departure and firm subsequent performance. 

Despite this wide range of factors that may influence firm profitability in the top executive turnover 

context, the main focus of the relevant studies concerned with the elements that influence the extent of 

the turnover and moderate the resulting consequences of alterations in the management ranks is set on 
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the effects exercised by the origin of the newly appointed CEO. In what follows, the moderating effect 

exercised by the CEO successor type is thus discussed in more detail. 

 

2.4.1 CEO successor type as the moderator 

Shen & Cannella (2002) suggest that the event of CEO departure followed by the loss of some of the 

most important managers demonstrates the behavioral relationships between top executives and that 

such joint turnover can have various consequences on the resultant organizational performance, 

depending on the successor origin. The main focus of their research is set on the analysis of the 

particularities of the event of CEO succession, whereby the authors underline the significance of the 

successor type as the predictor of the TMT turnover. They define three different cases of CEO 

succession – the follower, contender and outsider succession – and analyze the impact of the successor 

type on the departure of non-CEO top managers as well as the ultimate effect of the joint departure of 

top executives on company’s performance.  Thereby, each successor type does not only manifest the 

circumstances under which the former CEO had been succeeded, but it also influences and determines 

efficiency of company’s following operations in an extensive way.  

The authors suggest that the framework of CEO’s succession, referring to the circumstances under 

which the incoming CEO took the place of his/her predecessor, is one of the most fundamental 

determinants moderating the TMT turnover resultant from the CEO departure as well as the effects of 

the turnover on the corporate result. This phenomenon can be explained by the fact that there is a 

direct relation between the unique features of the succession event and the successor type. It is 

therefore straightforward that different successor types affect the post-succession executive turnover 

differently, as they may determine for example the extent of the turnover. Consequently, the successor 

type moderates the relationship between the change in the structure of the TMT and organizational 

behavior (Shen & Cannella, 2002). 

According to Shen & Cannella (2002), it is rather improbable that the TMT turnover resultant from the 

follower succession will substantially shape business performance of the firm either in a positive or a 
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negative way. There is evidence from research that the event of follower succession is to a large extent 

characterized by managers’ expected departures after reaching the pension age. Hence, this is an 

example of a succession situation that is characterized by continuous and peaceful replacement of all 

members of the TMT. Another kind of the turnover among top executives after a new CEO 

appointment is the one caused by the contender succession. In this case, the newly appointed CEO 

comes into the company with new goals, visions and intentions to introduce and implement significant 

changes. The expected outcome of such attempts is restructuring of management team that may result 

in either forced or voluntary departures from the company. As a consequence, the time periods after 

the executive turnover may be associated with improvements in business performance. Indeed, the 

results of the research carried out by Shen & Cannella (2002) reveal that a positive effect of the TMT 

turnover on company’s operational performance can be identified, as far as the succession by a 

contender is concerned. Moreover, the authors of the study also underline the positive relationship 

between the contender (as well as the outsider) succession and the non-CEO executive turnover after a 

new CEO appointment. This finding is of particular importance since the post-succession turnover has 

been adopted as a factor signaling process of strategic transformation in the previous literature 

(Friedman & Saul, 1991; Helmich & Brown, 1972). From the general perspective, Sakano & Lewin 

(1999) suppose that change of management at the top of the corporate hierarchy brings about the 

strategic and organizational changes, introduced from the top down. The third type of the turnover 

classified by Shen & Cannella (2002) is the TMT turnover in a wake of outsider succession. Outsider 

successors share some of the general features and functions with contender successors, as their 

appointment is likewise associated with innovation and anticipated success. The typically very tense 

relationship between non-CEO top managers and the newly elected CEO makes the composition of the 

top management team predestined for adjustments and changes. Generally, restructuring follows in 

two ways; it is either encouraged by the CEO with the ultimate aim to replace superfluous senior 

executives by new managers bringing valuable expert knowledge, experience and fresh energy 

(Helmich & Brown, 1972; Wiersema, 1995), or is caused by the individual TMT members, as an 

expression of frustration, disagreement with the new CEO nomination and/or concern about their 

personal future in the company (Friedman & Saul, 1991). As a result, Shen & Cannella (2002) 
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emphasize that the turnover of the firm’s most important personnel succeeding the appointment of an 

outsider has negative effects and can be associated with drop in operational output.  

Barron et al. (2011) build upon the theoretical concepts developed by Shen & Cannella (2002) and 

analyze three distinct events of contender, follower and outsider succession aligned with the departure 

of other top management team members from the firm. The authors suggest that the consequences of 

the departure of the most powerful executives on strategic changes and organizational performance 

vary depending on the successor type as well as on the fact whether other executives also exit the firm. 

Specifically, the authors find out that discontinued operations are conditional on the collective 

departure of the CEO and other top executives from the company; that CEO departure and 

discontinued operations are correlated only in the event of contender succession; and that in the event 

of outsider succession, the probability of discontinuing operations increases only in the case of loss of 

other important personnel.  

In their research, Kesner & Dalton (1994) analyze and compare the two distinct events of insider and 

outsider succession. They point out that for the purpose of organizational turnaround, the insider 

successor might be less inclined to change the structure and the composition of the TMT than the 

outsider successor. As a result of this reasoning, the findings of the study carried out by the authors 

suggest that succession by an outsider causes higher turnover activity when compared to the insider 

succession. 

Similar results can be also found in a study concerned with management turnover for the top corporate 

officers carried out by Fee & Hadlock (2004). The authors find out that the probability that a non-CEO 

senior manager exits the company increases in the times of CEO departure, especially in the events of 

outsider succession. The freshly elected outside CEO is more inclined to replace the current executives 

directly below him/her in the corporate hierarchy in order to create a new team of executives, seeing 

that he/she does not feel particularly connected with the current team. As a result, it can be 

hypothesized that the CEO origin moderates the relationship between turnover and performance. The 

authors also underline that these findings may suggest that the assessment of top executives’ 
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performance happens on a collective basis, implying that a poorly performing team is treated as an 

entity and is thus usually replaced by entirely new team of executives. 

Moreover, Kesner & Dalton (1994) underscore the effects of outsider succession on voluntary 

departure of managers, which may result from the disagreement with company’s decision as well as 

from concerns about the new situation in the company. However, the likelihood that a new CEO 

appointment arouses similar feelings is much lower in the event of insider succession. Thereby, it is 

important to point out that the insider successors are expected to continue with the plan of action of 

his/her predecessor, while the outsider successors tend to bring significant changes to the current 

strategy.  

 

2.5 Consequences of the turnover in the TMT after a new CEO appointment  

In terms of organizational implications of the change in the structure and composition of the TMT 

team, some researchers (e.g. Keck, 1997) argue that organizational performance increases after the 

TMT turnover, while the more recent literature (e.g. Messersmith et al., 2013) suggests that the exact 

opposite is true. Yet, others (e.g. Virany et al., 1992) claim that there is no relationship between TMT 

turnover and firm’s performance after a new CEO appointment, when studied in isolation.  

The existing literature on the topic of TMT turnover and its organizational implications is inconclusive 

(Kesner & Dalton, 1994). On the one hand, there is some evidence in the literature to support the 

opinion that the extensive post-succession top executive turnover initiated by the newly appointed 

CEO is an inevitable step in organizational efforts aimed at implementing changes and thus improving 

performance.  On the other hand, the results of numerous studies imply that the direct consequence of 

changes in the TMT composition following the CEO succession are turbulences resulting in even more 

severe decline in operations.  

Relying on the upper echelons theory (Hambrick & Mason, 1984), Shen & Cannella (2002) analyze 

the consequences of changes in the composition of the TMT resulting from the appointment of a new 
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CEO on company’s operating behavior. As reported by the authors, the evidence in the existing 

literature suggests that company’s performance after the new CEO appointment is highly contingent 

on the framework of the succession, and not on the occurrence of the situation of CEO departure as 

such. 

Shen & Cannella (2002) make an important contribution to the existing research relating to post-

succession executive turnover and its impacts on business development by revealing their findings 

indicating that the turnover among top executives not only determines organizational future, but its 

effects vary significantly depending on the successor origin. While the results demonstrate that the 

replacement of executives at the top company level positively influences firm’s performance 

(measured as the return on assets) in contender succession, it has a negative influence in the event of 

outsider succession.  Moreover, the authors find out that the detrimental influence on organizational 

performance caused by the outsider succession can be attributed to a large extent to the substantial 

increase in executive turnover rate after the appointment of a new CEO. This implies that even though 

the appointment of an outside CEO as such can be the right decision, the damage caused by the 

departure of valuable personnel is bigger than any potential benefits that can be derived from his/her 

appointment.  

In terms of positive impacts of TMT turnover on organizational behavior, Barker et al. (2001), claim 

that the reshuffle in the TMT induces the much-needed upturn in poorly performing companies, seeing 

that high rates of turnover are directly related to considerable organizational changes (e.g. in terms of 

structure, strategy and control). Virany et al. (1992) highlight the positive consequences of the 

replacement of the upper-echelon organization members on organizational efficiency, particularly in 

unstable environment. By means of alterations in leadership at the top, the company can improve its 

TMT members’ abilities and intercommunication processes, which in turn enables the corporate 

officers to analyze the situation correctly and act accordingly.  

Kesner & Dalton (1994) emphasize the significance of the concept of escalating commitment for the 

assessment of attempts for organizational turnabout. They underscore the fact that company’s top 
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executives might be so confident about the efficiency of the plan of activities that they are no more 

able to objectively judge the accuracy of their decisions. As a result of the early commitment, it is very 

likely that managers are willing to keep spending organizational resources for exactly those business 

activities that have led to decrease in operational performance. Eventually, this type of behavior may 

destroy the company as such. However, the likelihood of similar behavior determined by the 

commitment to the past decisions and operations is considerably lower for newly appointed outside 

managers. It can be expected that they are more able to assess the current company situation without 

bias. As a result, TMT turnover has beneficial implications for the company. 

With regard to the negative consequences associated with the TMT turnover, there is a large body of 

research supporting this view. As is documented by the increasing amount of more recent literature on 

the effects of TMT turnover (Messersmith et al., 2013; Hancock et al., 2013; Hausknecht & Trevor, 

2011; Nyberg & Ployhart, 2013; Park & Shaw, 2013), the increasing levels of (collective) replacement 

of top executives decrease organizational efficiency. Some authors explain the decline in performance 

following the departure of corporate officers as the result of deterioration or loss of human and social 

capital that represents one of the most valuable organizational resources (Messersmith et al., 2013; 

Shaw et al., 2005a, b; Dess & Shaw, 2001; Shaw et al., 2013). The results of the study conducted by 

Fee & Hadlock (2004) also indicate that the TMT disposes of valuable human capital that is 

characteristic and unique for the particular team of managers. 

Messersmith et al. (2013) incorporate the concept of loss of human and social capital that is associated 

with the departure of personnel in their study concerned with the collective-level turnover. The main 

focus of the authors’ analysis is set on the examination and determination of the effects of various 

levels of TMT turnover on the consequent organizational operating behavior. Thereby, they first 

analyze the relationship between both variables and then test whether there are moderators influencing 

the relationship between them. From a general perspective, they find out that a major reshuffle of 

personnel at the top ranks is harmful for the organization. The findings of the study carried out by the 

authors indicate that excessive turnover at the TMT level erodes firm’s performance. Thereby, this 

phenomenon can be explained by the fact that companies with a constant team of top managers are 
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more likely to successfully create and follow a suitable strategy thanks to the collective human and 

social capital that is guided and adjusted to the personal abilities of the organizational members as well 

as to the external requirements. However, according to the results of their study, the negative 

relationship between TMT turnover and organizational performance is non-linear, showing a 

decreasing tendency at higher rates of turnover. Moreover, this effect may be moderated by several 

aspects; the authors find out that high tenure of the members of the TMT as well as the environmental 

munificence weaken the negative effect.  

Besides human capital, Leana & Van Buren (1999) underscore the particular relevance of social 

capital for organizational efficiency and warn against the negative implications related to its loss. 

Thereby, the authors define social capital as an organizational resource indicating the nature of 

relationships among organizational members that are determined by the amount of mutual trust and the 

degree of clear orientation towards common goals shared by the individuals. 

Several researchers support the belief that one of the biggest issues related to the change in the 

structure and composition of the top management team is that the turnover may destroy the system of 

social connections that has been established in the company (Cao et al., 2006; Dess & Shaw, 2001; 

Shaw et al., 2005a). As a result, this reduction in social capital is identified with negative 

consequences such as lacking communication between individuals within the firm and problems with 

forming strategic partnerships outside the firm. Especially the events of high turnover activity may 

significantly deteriorate overall performance level as they destroy or exhaust the key resource of social 

capital. This in turn results in limited unification of the human capital, decreased knowledge-sharing 

both inside and outside the organization and reduced trust from organizational members (Messersmith 

et al., 2013). 

According to Kesner & Dalton (1994), the turnover among top executives is directly linked to the 

changes in informal connections and relationships, whereby the negative perception by managers 

staying in the company of such event becomes ever stronger as the number of departing executives 

increases. Widespread replacement of senior executives arouses bad feelings and causes worries about 
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the position, competences and authority among the non-departing managers. Thus, the consequence of 

extensive turnover among the TMT members caused by the CEO succession is a barrier to achieving a 

positive reversal in the trends of the preceding periods. This view is in accordance with more recent 

research. Hilger et al. (2013) propose that dismissal of senior executive personnel is harmful for the 

organization due to the perception by those executives who remain in the company of such happening. 

It is very likely that the forced departure causes negative feelings and disruption within the team, 

ultimately having negative impact on firm’s performance. 

Messersmith et al. (2013) refer back to Kor & Mahoney (2005) and Grant (1996) and emphasize the 

importance of firm-specific and team-specific knowledge for organizational success as well as the 

problem of loss of such valuable knowledge resulting from the TMT turnover. Research has proven 

that as far as the members of the top management team are concerned, higher firm- and team-specific 

knowledge leads to better operating performance. As the people disposing of in-depth knowledge of 

the organization exit the firm, their know-how is no more available. Therefore, the turnover in the 

upper level management positions is in many cases directly linked to the loss of individual implicit 

(also known as tacit) knowledge. Incoming executives’ missing general knowledge that is usually 

shared at the team level is one of the most important issues related to the turnover, since this kind of 

knowledge is necessary for mutual sharing and incorporating information, experience and know-how 

that is not familiar to all involved managers. Supporters of this theory suggest that increasing levels of 

TMT turnover can exhaust this valuable organizational resource which in turn may lead to a downturn 

in performance.  

According to Shaw et al. (2005a), the adverse consequences of TMT turnover on the business 

performance are twofold; firstly, it induces deficiency of firm-specific skills and knowledge connected 

with the loss of important personnel and, secondly, it generates changes in the existing social structure 

of the firm. Taking these arguments into consideration, it seems vital for the successful existence of an 

organization to secure and expand human and social capital at the TMT level by means of promoting 

experience and knowledge sharing. However, widespread replacement of the upper-level managers 

works against these attempts and is thus harmful for the firm. Specifically, Shaw et al. (2005a) explain 
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that TMT turnover is disadvantageous for organizational performance for two particular reasons. The 

first reasoning is that high levels of turnover may restrict the growth of the important organizational 

capital. The second reasoning is that the TMT turnover may destroy or exhaust the already existing 

sources of human and social capital.  

While the substitution of individual corporate officers is an advantageous approach from both TMT 

and organizational point of view, Messersmith et al. (2013) rely on the existing literature and claim 

that widespread replacement of upper managers (at the collective level) hurts operational performance, 

particularly when assessed from a human and social capital viewpoint. More generally, Hausknecht & 

Trevor (2011) claim that the consequences of turnover at the collective level (when compared to 

turnover at the individual level) on firm’s performance not only occur right away, but they also last for 

longer periods. In addition, Hilger et al. (2013) mark that even individual dismissal of management 

team members can be relatively costly for the organization because of the compensation for the 

dismissed manager as well as the expenditures related to the search and appointment of his/her 

successor. 

Meier & Hicklin (2008) are also concerned with diverse effects of varying levels of TMT turnover and 

explain the concept of “diminishing damage” which is based on the premise that organizational growth 

is being hampered as the rates of turnover move upwards from their low. The authors demonstrate that 

at some point the loss of additional managers resulting from the ever increasing levels of turnover 

changes from more and more detrimental to more and more insignificant. The results of the study 

carried out by Shaw et al. (2005b) support the argument that the negative impact of high turnover 

activities on organizational performance will be weakened at high levels of TMT turnover. Referring 

to the evidence in the literature, Messersmith et al. (2013) theorize that there is a negative relationship 

between turnover at the TMT level and organizational performance, whereby the negative effect of 

initial increase in the level of turnover weakens with the increasing rates of turnover. This hypothesis 

is also supported by the results of their research.  
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Several other researchers also suggest that the discussed variables demonstrate a non-linear 

relationship.  Kesner & Dalton (1994) hypothesize that the relationship between TMT turnover and 

firm’s post-succession business performance is curvilinear, claiming that both extremely high and low 

levels of turnover are detrimental for organization. While the widespread replacement may cause 

disruption, low turnover is not always desired, as it increases personnel-related costs and decreases the 

innovation potential. For that reason, a moderate extent of replacement of senior executives is essential 

for efficient introduction of organizational change. Yet, extensive replacement at the top ranks can 

have damaging consequences for the organization. However, according to the results of their analysis, 

there is no evidence of a curvilinear relationship between managerial turnover and post-succession 

performance. 

Nevertheless, there is evidence in the literature that moderate levels of the TMT turnover have 

favorable impact on the operating behavior, seeing that they can help to boost performance as a result 

of improved innovativeness, flexibleness and versatility (Abelson & Baysinger, 1984; Dalton & 

Todor, 1979). Research suggests that negative implications are associated with both too low and too 

high levels of turnover. Supporters of this view believe that particularly low turnover activities 

contribute to a performance decrease resulting from the inability or unwillingness of the TMT 

members to improve their existing competences and think outside the box. Moreover, it is very likely 

that executive officers working for the company for several years stick to the (outdated) decisions that 

are based on their previous experiences and obsolete knowledge. This scenario might be especially 

dangerous for the future of the company, ending up with a downturn. Messersmith et al. (2013) also 

argue that in the case that the company misses the opportunity to substitute some of its top executives 

it may face serious problems related to the degradation of human and social capital. There is evidence 

in the existing literature (Miller, 1991) that when being in the same company for a long period of time, 

managers can become “stale in the saddle”, meaning that they fail to adjust firm’s structure and 

strategy such that it corresponds to the changing environment, which in turn leads to a decrease in 

financial performance. Moreover, balanced reshuffle in higher management positions helps to 

eliminate inefficient managers, to prevent stagnation and to support the development of new and 
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innovative ideas (Walsh & Ellwood, 1991). Some research even suggests that the replacement of the 

upper-level managers is not equally advantageous for companies operating in different industries; it 

may turn out to be a very appropriate strategy in branches with fast changing knowledge requirements 

(Virany et al., 1992; Keck, 1997). In his work, March (1991) suggests that low turnover rates are 

especially beneficial for companies that follow exploitation rather than exploration strategy. On the 

other hand, however, extensive levels of TMT turnover have contradictory effects on firm’s operating 

behavior because they engender loss of human and social capital (Hausknecht & Trevor, 2011). 

Referring to the studies promoting the positive effects of the moderate levels of the turnover at the 

TMT level, Messersmith et al. (2013) suppose that both too low and too high rates of turnover lead to 

a decline in organizational performance. Thereby, they refer back to Hausknecht & Trevor (2011) who 

cite some other researchers proposing an inverted-U curvilinear relationship between the turnover 

among TMT members and organizational effectiveness, meaning that low rates of turnover increase 

firm’s performance but a reversed effect can be observed as the level of turnover increases.   

Yet, there are theories in the literature suggesting that there is no direct link between the replacement 

of the upper-level managers and firm’s operating performance. As reported by Kesner & Dalton 

(1994), one of these theories is the so-called ritual scapegoating. Proponents of this theory identify the 

times of downturn as periods that last only a short while and are followed by a boost in performance. 

For this reason, the (post-succession) positive turnaround is characterized as a common phenomenon 

rather than the result of replacement of incompetent executive(s). Their involuntary departure is the 

company’s manifestation of disagreement with and/or disappointment about the current situation, 

where the manager(s) can be identified as the ‘scapegoat(s)’. 
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3 Methodology 

 

3.1 Databases 
 
Similarly to numerous other studies conducted in this research area, the present analysis applies 

secondary data that is drawn from large financial databases. The two principal data sources used to 

fulfill the main purpose of this paper – examination of the performance consequences of the changes 

in leadership at the top that occur as a direct consequence of a new CEO appointment – are 

Execucomp and Compustat databases. Thereby, the necessary information on the new CEO 

appointment and the alterations in the management ranks among top executives is derived from 

Execucomp and the data on firm performance (return on assets) is gathered from Compustat. In what 

follows, both databases and their corresponding suitability for the purpose of this research are 

described in more detail. In terms of the choice of Execucomp, the database is suitable for answering 

the formulated research question, providing several benefits. From a general perspective, Execucomp 

database includes information about upper-level managers in the publicly traded companies in the 

United States (S&P 1500 firms) during a period of several years. This panel data set contains thorough 

data on individual corporate executives, including their total compensation. As reported by 

Messersmith et al. (2013), companies are obligated to disclose individual compensation of at least five 

most highly paid managers. As a result, numerous researchers (e.g.  Bloom & Michel, 2002; Carpenter 

& Sanders, 2002; Fredrickson et al., 2010; Henderson & Fredrickson, 2001; Main et al., 1993) refer to 

the group of the highest-paid executives as the TMT, seeing that this group represents, by its very 

nature, the most important organizational personnel.  With the aim of promoting comparability 

between individual companies, I take into account data on the CEO and the three highest-paid non-

CEO executives in each firm and define this group of individuals as the TMT. A more precise 

definition of the structure and composition of the TMT can be found in the section describing selected 

variables. Moreover, Execucomp distinguishes between CEO and non-CEO senior executive 

personnel and thus enables to assess year-to-year changes in the leadership at the top, identifying the 

distinct events of CEO departure and replacement of the non-CEO top managers. In addition, the 

database also specifies whether the senior executive served as a director, CFO or COO of the company 
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respectively. Availability of this information enables clear determination of turnover among 

company’s executives serving on the board of directors, as well as Chief Financial and Operating 

Officers, which is also of particular interest for this study. The data on firm performance is obtained 

from Compustat, a database consisting of financial and market data on publicly traded companies, 

covering a time span of numerous years. The database contains, among others, information regarding 

total assets and income before extraordinary items – two variables that are essential for calculation of 

firm performance, measured as return on assets. The panel data allows assessing fluctuations in firm 

performance and thus enables defining companies as having improving or declining performance. 

 

3.2 Data and sample 

The population for this research is large, publicly traded companies in the United States. The available 

Execucomp dataset contains information on corporate officers for the period from 2002 through 2016. 

The initial sample consists of 2791 publicly traded companies, resulting in a panel of 162,221 firm-

year observations. However, a closer look at the dataset reveals that the fiscal year 2016 contains 

disproportionately low number of observations and is therefore excluded from further analysis. 

Considering the research question and the ultimate goal of this paper, the event of CEO succession is 

the basic prerequisite for the sample. Therefore, as the first step in the analysis, it is necessary to sort 

out those companies that experienced a new CEO appointment during a particular time period, 

precisely the time horizon between 2003 and 2011. The choice of this time span is contingent on the 

definition and measurement of top executive turnover and subsequent organizational performance. As 

explained in more detail in the subchapter dedicated to variables and their measurement, assuming that 

the CEO change happens in 2008, one can assign responsibility for the post-succession managerial 

turnover that occurs within subsequent 2-year period (years 2008 and 2009) to the freshly appointed 

CEO. In order to assess performance consequences of this event, it is essential to determine average 

firm return on assets over the three years after the turnover period (namely the years 2010-2012) and 

thereby to control for firm performance before the turnover period (namely in the years 2007, 2008 

and 2009), which explains the undertaken restriction of the sample (see Figure 1). Following this 
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reasoning, it is necessary that the new CEO appointment occurs between the years 2003 and 2011, 

seeing that there is no data available neither for the assessment of pre-turnover firm performance for 

the CEO appointments that occur before the year 2003, nor for the measurement of post-turnover firm 

performance for the CEO appointments after the year 2011. 

 

Figure 1: Logic behind the time span 

 

After several modifications (e.g. deleting observations due to missing data), the adjusted Execucomp 

dataset is merged with the Compustat dataset that includes, among others, information regarding firm 

financial performance. The Compustat dataset contains data on 21,493 firms during the years 2001-

2016, creating 185,689 firm-year observations in total. Similarly as in the case of Execucomp, the first 

and the last year are not taken into account, seeing that the amount of observations corresponding to 

the two respective fiscal years is relatively little. In the following, the sample is further limited to those 

observations where there is complete information on firm ROA for six subsequent fiscal years, with 

the view of determining organizational performance. Merging the two datasets into one single data 

base and further adjustments yield a final sample of 1310 unique firms, representing companies with 

complete data that experienced a CEO change within the given time span, namely from 2003 to 2011. 

 

3.3 Research design 

 
There are some aspects of the research design that help meaningfully supplement the general 

definition of the adopted approach. Firstly, the research design applied in the present study is panel, 

also known as longitudinal, indicating a data set in which the performance of individual firms is 
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observed across time. Thereby, correlations between turnover rates and average organizational 

performance across several years are paramount. Moreover, the data structure is lagged, implying time 

distance between the assessment of the turnover rates of the most important managers and the 

evaluation of subsequent firm profitability. The structure of time lags of the variables measuring 

managerial turnover is applied because firm performance is measured using data from the preceding 

years. As explained by Boyne et al. (2011), application of a lagged structure is relevant and 

appropriate seeing that the effects of the magnitude of alterations in the upper level management 

positions directly below the CEO in the corporate hierarchy on firm profitability might be visible one 

or more years after the actual reshuffle of the management team. 

 

3.4 Variables and their measurement 

 

3.4.1 Dependent variable 

Firm performance (ROA) 

 
As already mentioned several times, the main focus of this study is set on the analysis of the effects of 

turnover in upper level management positions on organizational efficiency. Thereby, firm financial 

performance after the top executive turnover that is induced by the CEO succession is measured as 

return on assets (ROA), calculated annually for all companies in the sample. The choice of ROA as the 

variable representing firm performance is based on its understandability and wide acceptance as 

accounting measure of organizational performance in the related research (Zajac, 1990). Moreover, 

this accounting-based measure of firm profitability shows medium and longer-run consequences of 

happenings, actions and changes in the company (Hilger et al., 2013). Seeing that this study relies on 

data available in two particular financial databases, return on assets is calculated as income before 

extraordinary items divided by total assets in a given fiscal year as reported by Compustat.  

The measurement of ROA, representing financial performance of a firm, refers back to the existing 

research. In a study concerned with performance consequences of CEO succession carried out by Shen 

& Cannella (2002), the authors refer back to Kesner & Dalton (1994) and explain that with the view of 
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smoothing variations in return on assets that are characteristic for each fiscal year and capturing the 

consequences of the leadership transition completely, it is essential to consider average ROA during 

the period of the first three post-succession years. In addition, more recent studies (e.g. Messersmith et 

al., 2013) also rely on performance data covering a multiple-year period in order to avoid biased 

results that may be caused by significant year-to-year variations. Similarly to the approach employed 

by Shen & Cannella (2002), I calculate the post-turnover firm performance as the average ROA during 

the first three years following the (second year of the) two-year period of the TMT turnover. This 

implies that TMT turnover that occurs in the years 2008 and 2009 predicts firm performance in the 

years 2010-2012 (see also Figure 1). The time horizon of three consecutive years was chosen to assess 

the performance consequences of the alterations in the management ranks, long enough to capture the 

direct effects of the turnover, but short enough not to be influenced by other (unrelated) aspects. 

In accordance with the work of Kesner & Dalton (1994), in terms of measuring firm financial 

performance, this study relies on data on six subsequent fiscal years. Specifically, three years for the 

performance following the post-succession TMT turnover (dependent variable ROA_new) and three 

years for the performance in the three preceding years (control variable ROA_old). 

As explained by Hausknecht & Trevor (2011), the applied approach of measuring organizational 

performance is a reasonable one for the purpose of this paper, as it takes into account both direct and 

longer-run performance consequences that may be caused by collective organizational turnover.  This 

fact is also emphasized by Messersmith et al. (2013) who remark that the utilized method allows for 

evaluation of performance consequences over time, such that the temporary decreases in performance 

related to the introduced shift in company strategy are not judged as the direct outcome of changes in 

leadership at the top. 

 

3.4.2 Independent variables  

Before defining the independent variables used in the present analysis, is seems meaningful to 

examine and describe the underlying situation of CEO succession, shared by all companies in the 
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sample, more closely. As reported by Barron at al. (2011), the prevailing view in the relevant literature 

is that the event of CEO succession covers both the departure of the current CEO from the formal post 

of CEO and from the firm as such. Indeed, it is often the case that the departing CEO assumes another 

leadership position within the company – either his/her previous position or an entirely new function, 

the very common example being the Chairman of the Board of Directors. Referring to the approach 

commonly used in the existing research, I do not differentiate between the case when the CEO actually 

exits the company after leaving office and the case when he/she continues holding other posts in the 

firm, and I refer to both scenarios as CEO change. Thereby, the relevant variable for the analysis is the 

date when the newly appointed Chief Executive Officer enters his office (becameceo).  

With respect to the factors that are expected to exert a significant influence on firm’s post-turnover 

performance, three independent variables can be determined in this study: top management team 

turnover (num_execleft); COO departure (COO_left); and CFO departure (CFO_left) from the 

company. The definition and measurement of each of these variables is provided below. 

 

3.4.2.1 TMT turnover  

 
Prior to the definition of the TMT turnover and the explanation of its measurement, the interpretation 

and clarification of a firm top management team is essential. With reference to the study conducted by 

Barron et al. (2011), the definition of the company’s top management team is based on the total 

compensation – including salary, bonuses, other annual and restricted stock grants and long term 

incentives – reported by Execucomp. Specifically, the members of the TMT are the three highest-paid 

non-CEO top managers in the respective company. Except of the research of Barron et al. (2011), a 

comparable method can be found in the previous literature, such as the work of Fee & Hadlock (2004) 

and Hayes et al. (2006). In addition, the assessment of the TMT in this study is also contingent on the 

data available in the Execucomp data set. Referring to other studies conducted in this research area, 

defining TMT based on the total compensation of the corporate officers is a widely used method 

especially in studies using financial statements as their primary data source. Some researchers 
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determine the composition of the TMT by means of assessing those five managers, including the CEO, 

that receive the highest compensation, as specified in the financial statements of the respective 

company (e.g. Carpenter et al., 2001 and Carpenter et al., 2003). Others, similarly to the approach 

adopted in this study, define TMT as consisting of those executive officers that are declared as the top 

five in the Execucomp database (Bertrand & Schoar, 2003). Taking into account evidence in the 

literature, the determination of the composition and the size of the top management team is in 

accordance with other related studies. 

With regard to the turnover in the management ranks, I use the approach applied by Barron at al. 

(2011) and conclude that in the case that the name (or the respective ID) of the manager does not 

appear in the record of the company’s top three non-CEO corporate officers receiving the highest 

compensation in the subsequent year, the manager exited the company. Seeing that this study is 

concerned with post-CEO-succession managerial turnover, the period of two subsequent years 

following the departure of the CEO is of particular interest. In other words, in the case that the CEO 

exits the specific company in 2008, the changes in the list of the top three corporate officers in 2008 

and 2009 are examined (see also Figure 1 for better understanding).  TMT turnover is then defined as 

the sum of those executives that left the company in one of the two years following the CEO 

succession. This way of measurement of post-succession TMT turnover is in line with the approach 

applied by Shen & Cannella (2002) and Kesner & Dalton (1994). As the authors explain in their work, 

a time span of two years after the new CEO appointment is chosen in order to entirely capture the 

consequences of the transition in the CEO’s position on the turnover among upper managers (Wagner 

et al., 1984) and the time usually necessary for the newly appointed CEO to get in the lead and to 

assume control of the company (Gabarro, 1987). Hayes et al. (2006) also argue that the impact of CEO 

replacement on the probability that a particular manager or a group of managers exits the company 

endures for approximately two years.  

As far as the turnover patterns of the firm’s most important personnel are concerned, each and every 

change in the list of the top three highest-paid non-CEO executives is classified as TMT turnover and 

included in the analysis, without taking into consideration the reason for the departure of the 
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individual manager from the company that is indicated in the Execucomp. Regarding the fact that 

Execucomp distinguishes only between four individual reasons for executive departure, namely 

“deceased”, “resigned”, “retired” and “unknown”, whereby the data on the reason is missing by 

numerous observations, I consider this method to be appropriate. 

 

3.4.2.2 COO turnover 

 
Contrary to the description of the TMT, the definition of a firm COO (and CFO) is self-explanatory 

and does not require any further explanation. In terms of the definition and measurement of COO 

turnover, the departure of the manager serving in this position is determined as follows. Just as in the 

case of the TMT members, the manager is assumed to leave the company provided that his/her name 

could not be associated with the position of the COO in the respective year. In the statistical analysis, 

the change of COO is defined in the case that, within a predefined period of time, two (or more) 

different executives serving as COOs in a particular company could be identified in the database. On 

the contrary, there is no change of company’s COO if there is only one officer in this position during a 

given time horizon. Again, the actual reason of the departure is not of particular interest.  

 

3.4.2.3 CFO turnover 

 
The definition and measurement of CFO turnover is analogous to the approach adopted for the 

determination of COO turnover (see above). 

 

3.4.3 Moderators 

From a general perspective, there are numerous aspects inside and outside the firm that moderate the 

relationship between the turnover of the upper-echelon organizational members and the subsequent 

organizational performance. However, as already discussed in the literature review part, researchers 

(e.g. Barron et al., 2011) mainly focus on the effects exercised by the CEO origin. The present analysis 
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extends the scope of existing research by means of investigating the effects of two additional 

moderating factors – board membership of the departing executives and high-technology industry.  

I suppose that the strength of the relationship between managerial turnover and subsequent 

organizational performance is dependent on three main factors: the CEO origin referring to the fact 

whether the CEO is an insider or an outsider – insider; the fact whether the departing managers 

(including CFOs and COOs) were also active as directors – execdir; and the fact whether the particular 

company is operating in high-tech or non-high-tech industry – hightech. As a result of these 

interactions, the change of TMT would yield different performance consequences (1) in the case that 

the incoming CEO is an insider (vs. when he/she comes from outside the firm); (2) in the case that the 

CFO/COO/ the departing corporate officers are also on the board of directors (vs. when the 

CFO/COO/leaving managers are not board members); and/or (3) depending on the industry (high-tech 

vs. non-high-tech), represented by the SIC code, the company is operating in. 

The influence of the three above-described moderating factors on the relationship between each 

independent variable and the dependent variable can be determined by means of interaction terms. For 

example, the moderating effect of CEO origin on the relationship between turnover in upper level 

management positions and organizational performance is defined as the interaction terms: TMT 

turnover (num_execdirleft) x CEO origin (insider); CFO departure (CFO_left) x CEO origin (insider); 

and COO departure (COO_left) x CEO origin (insider) respectively. The moderating effect of the fact 

whether the departing executive holds a directorship position in a specific year and the moderating 

effect of industry characteristics on the relationship between changes in the leadership at the top and 

firm performance is assessed analogously. 

 

3.4.3.1 Successor type 

 
With reference to the existing literature (e.g. Shen & Cannella, 2002; Barron et al., 2011), successor 

type is expected to moderate the relationship between top executive turnover and organizational 

performance. As explained by the authors, successor type determines the specific circumstances that 
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shape the subsequent turnover process and thus affects the extent of the actual turnover among top 

executives. These changes in the management ranks, in turn, influence firm post-turnover 

performance. Similarly to the approach applied by Kesner & Dalton (1994), this study differentiates 

between two types of successors, namely insiders and outsiders. In terms of distinction between CEO 

insider vs. outsider, insider succession (internal promotion) occurs when the name of the freshly 

appointed CEO can be found in the set of company’s top executives (as reported in Execucomp) for a 

period of at least two years before his/her appointment as CEO. Otherwise, the incoming CEO can be 

characterized as an outside successor and it is the event of external recruitment. This approach is 

applied by Barron at al. (2011) and it enables to eliminate those situations when a candidate from 

outside the enterprise concerned first takes over a lower position in the corporate hierarchy. After this 

transition phase, the candidate is usually nominated as the new CEO. In the analysis, the coding of 

CEO origin (successor type) is binary, whereby the variable “insider” defines those CEOs that fulfill 

the above mentioned criteria. A similar approach is adopted by Virany et al. (1992), whereby the 

authors specify the distinction between insider and outsider successors taking into consideration the 

individual’s employing company one year prior to the new CEO appointment. 

 

3.4.3.2 Number of departing executive directors 

 
There is an assumption that the number of executive officers serving as directors that left the particular 

company may considerably influence the relationship between top executive turnover and subsequent 

firm performance. Numerous researchers (e.g. Shen & Cannella, 2002) suggest that formation and 

construction of the board of directors are significant determinants of organizational financial 

performance. Moreover, Vafeas & Vlittis (2012) underline that firm performance is to a wide extent 

contingent on the accurate choice of the members of board of directors, as they can significantly 

determine the aspects of corporate management and thus influence its quality. Therefore, taking into 

consideration particular responsibilities of the firm’s executives that have a seat on the board of 

directors and the specific role that they play in the company, it seems self-evident that a departure of a 

manager exercising such position cannot be equated with a departure of an executive that is not active 
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as a director. The variable specifying number of directors that left the company (num_execdirleft) 

defines all those relevant executives exiting the company within two years after a CEO succession that 

served on the board of directors during the reported fiscal year. The information on executive 

directorship (expressed by means of binary variable execdir) can be drawn from Execucomp database. 

 

3.4.3.3 High-tech vs. non-high-tech industry 

 
The type of the industry in which the company operates is also included as a moderator of the 

influence of turnover of executives directly below the CEO in the corporate hierarchy on the following 

firm profitability. As pointed out by Virany et al. (1992), the replacement of the upper-echelon 

organization members may turn out to be more beneficial for those companies that operate in unstable, 

constantly changing markets. This phenomenon can be explained by the fact that companies operating 

in these volatile markets aim to stay updated and thus seek to introduce changes, innovations and 

modernizations more often. In order to fuel the company with valuable human capital bringing new 

ideas, the CEOs tend to replace the top executives more often. By means of the management reshuffle, 

the company can improve its TMT members’ abilities and intercommunication processes, enabling the 

managers to analyze the situation correctly and then act in an appropriate, suitable way (Virany et al., 

1992). From the other perspective, March (1991) underlines the fact that especially companies 

following exploitation rather than exploration strategy should focus on retaining their upper-echelon 

organization members, as this may have positive consequences on firm performance.  Seeing that the 

high-tech industry is fast-changing, characterized by high instability on the demand side and ever 

developing technological requirements on the supply side, and taking into consideration that 

companies operating in this industry usually pursue exploration strategies, managerial turnover might 

have more positive consequences for the companies operating in high-tech environment.  

As far as the distinction between high-technology and non-high-technology firms is concerned, SIC 

codes are employed to assign companies to one of the two groups. From a general perspective, SIC 

codes are commonly utilized in scientific research to determine high-tech companies. In their study, 

Kile & Phillips (2009) provide a list of individual three-digit SIC code combinations to identify 
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corporations operating in high-tech industries, on the basis of their main business activities. Based on 

the results of the research conducted by the authors, they created a framework for a correct 

classification in terms of high-tech vs. non-high-tech industries. Seeing that appropriate categorization 

is a prerequisite for accurate conclusions regarding the moderating effect of industry on the 

relationship between top executive turnover and subsequent firm profitability, I rely on the study of 

Kile & Phillips (2009) that includes, to my knowledge, the most recent and reliable analysis on this 

matter. Figure 2 presents the SIC codes and the corresponding names of those industries that can be 

classified as “high-technology”. In the statistical analysis, the companies operating in high-tech 

environment are defined by means of a binary variable hightech. 

 

Figure 2: High-tech industries  

SIC Code Industry Name 

283 Drugs 

357 Computer and Office Equipment 

366 Communication Equipment 

367 Electronic Components and Accessories 

382 Laboratory, Optic, Measure, Control Instruments 

384 Surgical, Medical, Dental Instruments 

481 Telephone Communications 

482 Miscellaneous Communication Services 

489 Communication Services, NEC 

737 Computer Programming, Data Processing, etc. 

873 Research, Development, Testing Services 
 

Source: Kile & Phillips (2009) 

 

 

3.4.4 Control variables 
 

As far as control variables are concerned, it is necessary that other factors affecting organizational 

efficiency are covered in the evaluation of the relationship between turnover and performance in order 

to avoid false and erroneous findings. Each variable that is anticipated to exert significant influence on 

firm post-turnover performance is included in the regression as a control variable. Specifically, these 
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variables are firm prior performance (ROA_old), age of the departing managers, namely CEOs, CFOs 

and COOs, at the time when they exited the respective company (ceo_age, cfo_age and coo_age), firm 

size (size), industry type (industry_type) and the year of a new CEO appointment (dum*). By means of 

including these control variables in the analysis it can be assured that the results of the regressions are 

not being biased by the correlation of both the independent variable (turnover in upper level 

management positions) and the dependent variable (firm performance) with a third variable such as 

industry type (Wonnacott & Wonnacott, 1981). This implies that the identified turnover-performance 

relationship is statistically valid. 

 

3.4.4.1 Firm prior performance (pre-turnover firm ROA) 

The first and the most significant control variable is firm prior performance. Existent literature 

indicates that organizations are autoregressive systems (O’Toole & Meier, 1999), which implies that 

firm current performance is largely contingent on its previous rates. For that reason, it is very likely 

that the results obtained from the analysis are biased in the case that firm prior performance is 

excluded from equations defining firm performance. Past performance may exert a significant 

influence on the effect of the turnover of non-CEO executive personnel on organizational efficiency. 

Boyne et al. (2011) refer back to Meier & O’Toole (2002) and explain the choice of firm prior 

performance as the control variable. They suggest that the probability that the performance 

consequences of the turnover of senior executives are contingent on the performance of the respective 

firm before the change is very high. Seeing that previous performance determines current performance 

to a large extent, it is necessary to control for this very relevant factor. 

Referring to previous research, in their work concerned with performance consequences of CEO 

succession, Shen & Cannella (2002) calculate pre-succession company ROA as the average firm 

return on assets over the period of three subsequent years preceding the event of a new CEO 

appointment. As explained by the authors, incorporation of this control variable in the analysis helps 

to prevent the problem of regression to the mean (Brown, 1982). Similarly to the approach applied by 
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Shen & Cannella (2002), I control for firm prior performance and include pre-turnover firm ROA 

(ROA_old) as one of the seven control variables in the analysis. It is calculated as the average ROA 

over the three years before the completion of the two-year period of turnover in the management 

ranks. This means that in the case that the new CEO is appointed in 2008, years 2008 and 2009 are 

defined by the top executive turnover in the wake of that new CEO appointment and performance 

consequences of this event are then determined by means of calculating the average of firm ROA in 

the three upcoming years (2010-2012). Firm prior performance, similarly, covers a period of three 

subsequent years and is in this case assessed as the average organizational performance in the previous 

years, namely 2007, 2008 and 2009. Specifically, this three-year period can be closer defined as one 

year before the CEO succession, the year of the CEO succession that is also the first year of the two-

year turnover period, and one year after the CEO succession that represents the second year of the 

two-year turnover period (see also Figure 1). 

I suppose that firms showing high performance before and during the period of reshuffle in the 

management ranks will continue to perform successfully also after the change of the senior executives. 

Similarly, companies initially recording a negative business performance are anticipated to perform 

badly after the period of alterations in the guard on the top as well.  

 

3.4.4.2 Firm size 

The next aspect known to generally influence organizational performance is the firm size (size). 

Therefore, I include a control for this factor in the analysis and calculate the size of the company as the 

natural logarithm of the total number of employees within the respective firm as stated in the available 

Compustat database. The underlying reason for logging the variable before entering it into the actual 

regressions is a large variance in size of companies included in the database (Barker et al., 2001). This 

very common way of measurement can be also found in the existing literature (e.g. Shaw et al., 2005b; 

Messersmith et al., 2013). 
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3.4.4.3 Industry type 

 
The control variable defining industry type relies on the SIC code classifications. Specifically, the first 

two digits of the SIC code classify the major industry group, whereby the 11 different divisions are 

agriculture, mining, construction, manufacturing, transportation, wholesale, retail, finance, services, 

public administration, and non-classifiable (Siccode, 2017). With reference to existing research 

conducted in this area, e.g. Park & Shaw (2013) divide all companies in their final sample into one of 

11 distinct groups characterized by different industry types. Analogously, the control variable 

industry_type is categorized into 11 groups based on the first two digits of the SIC code also in the 

current study. The number of companies operating in each specific industry is depicted in the Figure 3. 

As the table shows, there are six companies that could not be assigned to any of the ten concrete 

industry types (defined as non-classifiable) and there is no firm in the final sample representing public 

administration. The information on the representation of the other industry types can be found in the 

table below.  

 

Figure 3: Industry types 

 

 

With the view of incorporating non-numeric data types into regressions, it is essential to work with 

categorical data that symbolize distinct categories. Therefore, in the Stata analysis, industry types are 

defined by dummy variables ind1-ind9, whereby ind1 stands for agriculture, ind2 for construction, 

ind3 for finance, ind4 for manufacturing, ind5 for mining, ind6 for non-classifiable industry, ind7 for 

retail trade, ind8 for services, ind9 for transportation and ind10 for wholesale trade. However, there are 
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only nine industry types (ind1-ind9) included as control variables in the regressions (see Appendix 3: 

Regressions). This is the case because of the so-called “dummy variable trap”, describing the situation 

in which the explanatory variables are (multi)collinear. As a result, it is enough to define nine 

industries in order to be able to classify ten different ones, meaning that in the case that the company 

does not operate in the industry1-9, it is straightforward that it is operating in the industry10. Hence, 

deleting the ind10 from the regressions is reasonable. Otherwise, one of the variables ind1-ind10 

would be omitted because of collinearity. The variable omitted in the regression can be then 

considered as the base value and the coefficients of the other dummy variables show how the 

respective variable differs from this base variable. Changing the base value from ind10 to any other 

industry type (except of the ind6) does not change the regression results in terms of the 

(non)significant influence of the industry type exerted on the firm performance. The specific case of 

the six companies that represent ind6, standing for non-classifiable industries, is discussed in the 

results section in more detail. 

 

3.4.4.4 Year of the CEO change 

It is essential to control for the year of a new CEO appointment with respect to the fact that it is 

possible that the firm performs significantly better in one financial year than in another, as a result of 

various external factors that are beyond the control of the company and its managers, such as financial 

crisis. Despite the fact that organizational efficiency is highly determined by managerial decisions, it is 

to a certain extent affected by general market characteristics, varying from one year to another. As 

suggested by Kaplan (1993), including a year dummy variable in each regression can help to control 

for fluctuations in the market or in the economy. With reference to Kaplan (1993), for the purpose of 

controlling for the year of the change of the CEO in this study, one dummy variable (dum*) for each 

year in the sample (2003-2011) is created and controlled for in the regression analysis. 
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3.4.4.5 Age of departing managers 

In terms of the age of departing managers, this variable enables basic differentiation between 

dismissals and ordinary retirements of top executives. In their research, Shen & Cannella (2011) point 

out that the assessment of circumstances behind CEO replacement is rather problematic, seeing that 

companies are usually not willing to reveal the true reason of manager’s departure from the firm. Prior 

evidence from the academic literature suggests that the age of departing CEOs can be identified as a 

determinant of the distinction between retired and dismissed individuals. Thereby, the authors usually 

use the age of 65 as a benchmark for determining the reason of executive’s departure (e.g. Shen & 

Cannella, 2011). This implies that CEOs who left the company at the age of 65 or higher are defined 

as retired and those who exited the company before reaching the standard retirement age are 

considered as dismissed. It has to be pointed out that dismissal of a highly ranked officer is expected 

to be the result of his/her poor individual performance, associated with possible decline in 

organizational efficiency. In order to control for the fact whether the manager left the company at the 

age of 65 or higher, three variables controlling for the age of departing managers (CEOs, CFOs and 

COOs) at the time when they exited the company is included in the analysis, namely ceo_age, cfo_age 

and coo_age. Referring to existing research, variables controlling for a manager’s age are also 

included in previously conducted studies (e.g. Fee & Handlock, 2004; Hayes et al., 2006), whereby the 

authors also underline the fact that managers usually retire around the age of 65. From a general 

perspective, especially CEOs (but also CFOs and COOs) can be characterized as top executives of 

higher age holding senior positions within the company, who are expected to exit the company 

because of their health conditions rather than with the view of pursuing their careers elsewhere. 

Therefore, it seems reasonable to assume that managers departing from the company at the age of 65 

or higher retire in order to hand over the reins to their successors.  

 

3.5 Statistical analysis 
 
In order to put the above stated assumptions regarding turnover-performance relationship to the test, 

multiple linear regression analysis with post-turnover firm ROA as the dependent variable was used, 
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applying data on 1310 large U.S. companies experiencing a change of CEO during the period 2003 to 

2011. Thereby, it was controlled for other factors that are likely to influence firm performance – firm 

prior performance, age of the departing CEOs, CFOs and COOs at the time when they exited the 

company, industry type and firm size. The results of the regressions stated below refer uniquely to the 

final sample of companies without lacking information. 

With the view of assessing individual influence of the three distinct events of managerial turnover on 

the outcome variable (firm ROA), explanatory variables were inserted into separate regressions 

independently, one after another, in the following order (see Appendix 3: Regressions): number of 

executives that left the company (reg1), the change of CFO (reg2), and the change of COO (reg3). 

Subsequently, the effect of the three moderating factors was examined. In the nine regression 

equations with moderators (reg4-reg12), the moderators – high-tech industry, number of departing 

executives that are members of the board of directors, CEO origin – and their interaction with the 

respective independent variable were entered subsequently. Thereby, the seven control variables – 

firm prior performance, age of top managers (CEOs, CFOs and COOs) leaving the company, industry 

type, firm size and the year of CEO turnover – were entered after the respective independent variable/ 

interaction term in all regressions. 

 

4 Results 

 

4.1 Regression results 
 
For the regression outputs, please see Appendix 3: Regressions (reg1-12). 

 

4.2 Description of the results 

 
The following subchapter discusses the results of the conducted statistical data analysis with the 

ultimate aim to provide adequate answers to the main research question - namely what are the 
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performance consequences of the post-CEO-succession turnover of the upper-echelon organization 

members. Specifically, the three main regressions (with three different independent variables: number 

of departing executives – num_execleft; the change of CFO – CFO_left; and the change of COO – 

COO_left), the interaction effects between managerial turnover and the three chosen moderating 

factors (whether the company operates in high-tech industry – hightech; whether the departing 

managers were also serving as directors – num_execdirleft; and whether the newly appointed CEO is 

insider – insider), as well as the influence of the seven control variables (firm prior performance – 

ROA_old, age of the departing executives at the time when the left the company – ceo_age, cfo_age, 

coo_age, industry represented by the SIC code – ind1-ind9, the firm size – size, and the year of the 

CEO change – dum*) are examined, presented and interpreted. 

A linear relationship between three distinct events and firm performance was estimated. However, 

such relationship has proven to be statistically significant only in one of the three hypothesized events. 

The present findings demonstrate a positive significant relationship between the change of a COO and 

organizational profitability. Yet, they do not validate the significance of the other two hypothesized 

events – the departure of the TMT members and the change of the CFO – on firm ROA. Moreover, 

seeing that the moderating factors are not significantly associated with the post-turnover performance, 

the mediating role of industry, number of departing executive directors and CEO origin is not 

supported. In addition, six out of seven control variables – age of the managers leaving the company, 

industry type, firm size and the year of the CEO change – fail to reach the expected level of statistical 

significance. As expected, firm previous performance is positively correlated with its subsequent, 

post-turnover performance. 

The main effects of the three distinct events following the new CEO appointment – the TMT turnover, 

the CFO departure and the COO departure – on firm ROA were tested in the regressions 1-3. 

Subsequently, the interactions with high-tech industry, the number of departing executives that served 

on the board of directors and the CEO origin were tested in models 4-12. Outcomes of all regressions 

suggest that the change of the members of the senior management team preceded by a change of the 

company’s CEO, with the exception of the COO, has no significant impact on firm subsequent 
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efficiency measured as ROA.  The regression results clearly demonstrate that the COO change, 

together with the firm prior performance, is positively correlated with firm ROA following the 

turnover among executives directly below the CEO in the corporate hierarchy, resulting from a 

leadership transition. 

By looking at the outcomes of the regressions (reg1-12, see Appendix3: Regressions), that constitute 

the main results of this research, the most important conclusions can be summed up as follows. 

Overall, the p-value (Prob > F) of the F-test (for example F (23, 1259) = 8.04 in reg1) is smaller than 

5% (Prob > F = 0.0000 < 0.05) in all regressions 1-12, showing strong model significance and thus 

demonstrating good results. The p-value indicates that the constructed model is an appropriate one, 

suggesting that at least one coefficient is a non-zero number. From a more general perspective, this 

test allows evaluation of the proposed model and indicates whether the applied set of predictors is 

relevant for the model. As a result, the Null Hypothesis (H0: coefficients for the variables of the model 

are equal to zero) can be rejected, implying that the chosen variables do correlate with firm post-

turnover performance. 

The value of the R-squared indicates how much of the variability of the dependent variable (firm post-

turnover performance) is accounted for the variance of the variables in the model. So, put simply: R-

squared determines how “good” the conducted regressions are. The R-squared values in the 

regressions depicted below are relatively low – around 13%, ranging from 12.80% for example in reg1 

to 13.21% in reg12. These results indicate that approximately 13% of the variability of firm ROA is 

explained by the variability of the variables in the model. Considering the obtained results, it can be 

assumed that some important predictors may be omitted in the model. The problem may lie for 

example in failing to take into consideration other relevant variables, such as different general 

situation on the specific markets corresponding to the particular years, or in neglecting different parts 

of the firm’s lifecycle. 

In terms of the two-tail p-values test, comparison of the values in the column P>|t| with 5% tests the 

hypothesis whether there is a correlation between predictor and the dependent variable in the 
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corresponding row. In the case that the p-value is lower than 0.05 (for the 95% confidence interval), it 

can be concluded that the specific variable has a significant influence on the dependent variable – firm 

ROA. Alternatively, 99% (p < 0.01) or 90% (p < 0.1) confidence levels can be used in the statistical 

analysis. However, here the focus is on 95% confidence level, as this approach represents the most 

common one. The p-values in the column P>|t| are higher than 0.05 in all twelve regressions, except of 

the p-values of the variables ROA_old and ind6 in both the three main regressions and the nine 

regressions with the interaction terms. Moreover, the p-value of the variable COO_left is smaller than 

0.05 in two out of four regressions where the departure of the COO is included (reg6 and reg12). This 

implies that the only three variables that significantly correlate with firm post-turnover performance 

are firm prior performance, the departure of the COO from the company, and the industry type. Seeing 

that the p-value of each of these three predictors has always the same (positive) sign across all 

regressions (meaning that the number sign does not change from a positive to a negative one when 

looking at the particular models), it can be concluded that there is a positive correlation between each 

predictor and the dependent variable. However, the results concerning ind6 require closer attention. It 

is essential to take into consideration that ind6 stands for non-classifiable industries that are 

represented by the SIC code 9900-9999 and that there are only 6 companies out of 1310 (less than 

0.005%) that represent this industry type. The results obtained for the variable ind6, namely the p-

value = 0.000 in all twelve models, is not unexpected regarding the fact that the firms in this 

“industry” are considerably different from all the other firms in the sample. A closer look at the 

business activities of the six firms belonging to the non-classifiable industry type does not reveal any 

significant characteristics that are common to all of them. As a result, no conclusion can be drawn 

with regard to the effect of ind6 on organizational efficiency.   

At this point, it is also important to underline that if I would choose ind6 instead of ind10 as the 

reference variable, meaning that the dummy variable ind6 would be omitted in the regression analysis, 

the regression results regarding the effect of industry type on firm performance would change 

considerably (more detailed information on this matter can be found in the description of the control 

variable industry type). More precisely, under these circumstances, the results indicate that all industry 
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types (ind1-5 and ind7-10) have significant influence on organizational performance (P>|t| = 0.000 for 

all industry types in all twelve regressions). However, such results are misleading and do not reflect 

the real correlation between the specific industry type and the dependent variable. In fact, these results 

have to be interpreted with reference to the variable chosen as the base value, which is in this case a 

variable representing non-classifiable industry type that differs from the remaining industry types 

significantly.  It seems therefore reasonable to choose as the baseline the industry type that is more 

representative for the sample. This implies dropping e.g. ind10, rather than ind6 from the regression 

model. 

As an alternative to the p-values test described above, the t-values test can be also used to judge the 

regression outcomes. By means of examining the t-values, it can be stated whether the corresponding 

predictor variable influences the dependent variable. In the case that the t-value of the regressor is 

higher than 1.96 (for a 95% confidence interval), it can be suggested that the variable has a significant 

influence on the dependent variable – in this case firm performance. The relevance of the variable is 

the greater, the higher the t-value is. By looking at the results of the regression analysis, the t-values 

can be interpreted as follows. Similarly as in the case of the p-value test, the only three variables 

exercising significant influence on corporate post-turnover performance are firm prior performance, 

departure of the COO from the company and the industry type. 

Overall, based on the regression results, it can be concluded that the firm prior performance as well as 

the departure of the COO from the company that is preceded by a change of the firm’s CEO have 

significant positive influence on firm performance after the turnover among upper-echelon 

organization members. Even though the results also suggest that the variable ind6 has a significant 

influence on firm ROA, it can be assumed that such results are caused by other factors. For the reasons 

outlined above, the positive significant relationship between ind6 and firm ROA will not be discussed 

in any further detail. 

After discussing the (non-)significant influence of the predictor variables on the dependent variable, it 

is equally important to take a closer look at their coefficients. From a broader perspective, the 
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coefficients of the predictor variables indicate how much Y (post-turnover ROA) changes when X 

(moderator or control variable) increases by one unit. In addition, they show the direction of the 

relationship between the two variables, which can be either positive or negative. 

In the third regression for the moderator hightech (reg6, see Appendix 3: Regressions), the coefficient 

value for the variable representing COO departure (COO_left) is 0.1836718. It is a positive value, 

suggesting that the departure of the firm’s Chief Operating Officer following the change of the CEO in 

the respective company causes an increase in the profit generated by that company. Moreover, the p-

value for this variable is significant (0.025), which shows that the variable COO_left does indeed have 

an effect on the company’s profitability after the turnover of the upper managers, induced by the CEO 

succession. For the interaction term COOhightech (generated as COO_left * hightech) the coefficient 

value is -0.2644065, indicating a negative relationship between COOhightech and ROA.  However, 

the variable COOhightech has no significant influence on ROA (p-value = 0.125). In addition, by 

looking at the regression results, it can be seen that the impact of COO departure from the company on 

corporate performance is not affected by its interaction with the moderating factors – hightech, 

num_execdirleft, and insider – and that it remains positive in all regressions (whereby it is significant 

in reg6 and reg12). Following the same logic, the coefficients for other independent variables, 

moderators and control variables can be interpreted. 
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4.3 Descriptive (correlations and descriptive statistics) table and results table 

 
Table 1 shows the means, standard deviations and the Pearson correlation coefficients between the 

pairs of variables that were used in the analysis. 

 

 
Table 1: Descriptive table (correlations and descriptive statistics table) 

 

VARIABLES mean std.dev. 1 2 3 4 5 6 7 8 9 10 11 12 

1. ROA_new  0.1061018  0.9771684 1.0000 
           

2. num_execleft  1.791603  1.042309 0.0375 1.0000 
          

3. CFO_left  0.3267176  0.4691921  -0.0126 0.2257 1.0000 
         

4. COO_left  0.1587786   0.3656091 0.0565 0.2181 0.0501 1.0000 
        

5. hightech  0.2282443   0.4198612 -0.0282 -0.0046 0.0353 -0.0092 1.0000 
       

6. num_execdirleft  0.5374046  0.6153543 0.0243 0.4256 0.0633 0.1276 -0.0725 1.0000 
      

7. insider  0.2648855  0.4414407 0.0020 0.0045 0.0226 -0.0094 0.0815 0.0241 1.0000 
     

8. size  1.475015  1.856791 0.0063 0.1734 0.0388 0.0115 -0.1636 0.1142 0.0872 1.0000 
    

9. ROA_old  0.0736997  0.3605337 0.0370 -0.0697 -0.0002 -0.0421 -0.0986 0.0194 0.0887 0.1974 1.0000 
   

10. ceo_age  0.0206107  0.1421313  -0.0072 0.0278 0.0046 0.0430 0.0008 -0.0280 -0.0371 0.0090 -0.0298 1.0000 
  

11. cfo_age  0.0045802  0.0675474 -0.0049 -0.0000 0.0091 0.0069 0.0256 0.0467 -0.0379 -0.0470 -0.0645 0.0798 1.0000 
 

12. coo_age  0.0030534  0.0551945 0.0022 0.0108 0.0201 0.0519 0.0362 0.0189 -0.0023 0.0264 -0.0425 -0.0080 -0.0035 1.0000 
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The results are reported in Table 2, containing the outputs of all twelve regressions and showing the 

relationship between the dependent variable – firm ROA – and the independent variables, moderators 

and control variables used in the models. 

 

Table 2: Results table 

 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

 reg1 reg2 reg3 reg4 reg5 reg6 reg7 reg8 reg9 reg10 reg11 reg12 
VARIABLES ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new ROA_new 

             

CFO_left  0.00766   0.00697   0.00694   0.0115  

  (0.0804)   (0.0856)   (0.0940)   (0.0856)  

ROA_old 0.180** 0.178** 0.182** 0.178** 0.177** 0.179** 0.179** 0.178** 0.178** 0.180** 0.178** 0.181** 

 (0.0744) (0.0741) (0.0740) (0.0746) (0.0743) (0.0742) (0.0745) (0.0742) (0.0742) (0.0746) (0.0744) (0.0742) 

ceo_age -0.244 -0.243 -0.254 -0.244 -0.244 -0.249 -0.244 -0.243 -0.263 -0.239 -0.242 -0.267 
 (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) (0.186) 

cfo_age 0.0600 0.0609 0.0608 0.0638 0.0644 0.0448 0.0708 0.0605 0.0686 0.0656 0.0630 0.0615 

 (0.424) (0.424) (0.423) (0.425) (0.424) (0.424) (0.425) (0.425) (0.424) (0.424) (0.424) (0.423) 
coo_age 0.103 0.105 0.0621 0.110 0.111 0.161 0.109 0.105 0.0485 0.105 0.102 0.0952 

 (0.468) (0.468) (0.468) (0.469) (0.469) (0.472) (0.468) (0.469) (0.468) (0.468) (0.469) (0.468) 

size 0.0170 0.0176 0.0173 0.0160 0.0166 0.0173 0.0178 0.0175 0.0183 0.0168 0.0173 0.0169 
 (0.0157) (0.0154) (0.0154) (0.0161) (0.0158) (0.0157) (0.0158) (0.0156) (0.0155) (0.0157) (0.0155) (0.0154) 

num_execleft 0.00567   0.00601   0.000438   0.0170   

 (0.0274)   (0.0306)   (0.0332)   (0.0301)   
COO_left   0.126*   0.184**   0.0489   0.198** 

   (0.0724)   (0.0816)   (0.104)   (0.0838) 

hightech    -0.0193 -0.0226 0.0176       
    (0.131) (0.0855) (0.0767)       

exechightech    -0.00135         

    (0.0603)         
CFOhightech     0.00252        

     (0.131)        

COOhightech      -0.264       
      (0.172)       

num_execdirleft       -0.0524 0.000508 -0.0298    

       (0.131) (0.0552) (0.0489)    
execexecdir       0.0220      

       (0.0538)      

CFOexecdir        0.00110     
        (0.0900)     

COOexecdir         0.115    

         (0.109)    
insider          0.118 0.0196 0.0578 

          (0.129) (0.0733) (0.0646) 

execinsider          -0.0578   
          (0.0634)   

CFOinsider           -0.0181  
           (0.125)  

COOinsider            -0.276* 

            (0.162) 

Constant 0.140 0.148 0.134 0.141 0.150 0.124 0.152 0.147 0.153 0.121 0.144 0.130 

 (0.190) (0.185) (0.185) (0.192) (0.186) (0.185) (0.192) (0.187) (0.187) (0.191) (0.186) (0.185) 

             
Observations 1,283 1,283 1,283 1,283 1,283 1,283 1,283 1,283 1,283 1,283 1,283 1,283 

R-squared 0.128 0.128 0.130 0.128 0.128 0.132 0.128 0.128 0.131 0.129 0.128 0.132 

  Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Regressions 1-3 report the main results concerning the analyzed relationship between top executive 

turnover and firm post-turnover performance, including the number of departing executives, the 

change of CFO, and the change of COO respectively.  Regressions 4-12 report the results with the 

addition of the three interaction terms (moderators) – high-tech (vs. non-high-tech) industry, the 

number of executives also active as board members that left the company and the fact whether the 

newly appointed CEO was insider or outsider respectively. These variables are expected to moderate 

the relationship between the number of executives that left the company and the firm performance, the 

change of CFO and the firm performance, and the change of COO and the firm performance. In order 

to test this assumption, the interactions between individual moderators and independent variables are 

generated. By this means, the three moderators are added separately into each of the three regressions 

testing the effect of the particular turnover situation. More detailed description of the generation of the 

respective interactions can be found in Appendix 3: Regressions.  

When interpreting the results from the Table 2, the value corresponding to the respective variable in 

each row represents the estimated coefficient while the number underneath this value, depicted in 

parentheses, demonstrates the standard deviations (standard errors). As the results show, the variable 

ROA_old that stands for firm performance before and during the turnover period is, as expected, 

significantly positively correlated with firm performance in all carried out regressions, on the 5% 

significance level (p<0.05). The coefficient for ROA_old is positive across all models, ranging from 

0.177 to 0.182. In addition, the variable COO_left, representing the departure of the COO from the 

company, shows significant positive relationship with organizational performance in three out of four 

regressions containing this variable; on the 10% significance level (p<0.1) in reg3 and on the 5% 

significance level (p<0.05) in reg6 and reg12 respectively. The variable COO_left does not display 

significant impact on firm ROA in reg9, where the interaction between the departure of the COO and 

the number of departing managers serving as directors (COOexecdir) is included. This can be 

explained by the fact that both variables are highly correlated (the value of the correlation coefficient 

between COO_left and COOexecdir is 0.7017), suggesting that the interaction might be superfluous in 

this case. Overall, the coefficients for COO_left are strictly positive, ranging from 0.0489 to 0.198. 
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The last significant coefficient is the coefficient for COOinsider – the interaction term between COO 

change and the insider CEO successor, which is negative and significant on 10% level of significance  

(p<0.1) in reg12. Moreover, when looking at the multiple squared correlation coefficients (R-squared) 

in the results table, it can be also pointed out that that all twelve regression models explain about 13% 

of variance in post-turnover firm performance.  

 

4.4 ROS results 

In order to compare the obtained results concerning the consequences of top executive turnover on 

firm performance measured as return on assets with the results including another financial 

performance measure, the above-described statistical analysis was repeated with an alternative 

dependent variable – return on sales (ROS). The main findings relating to the relationship between 

managerial turnover and firm performance measured as ROS, computed as income before 

extraordinary items divided by total revenue as reported by Compustat, are summarized below. 

Descriptive table (correlations and descriptive statistics table) and results table are provided in 

Appendix 4: ROS results.  

Overall, the results obtained from the statistical analysis after changing the dependent variable from 

ROA_new to ROS_new, referring to firm financial performance after the top management turnover 

period, are significantly different than expected. As the results show, the variable ROS_old that 

represents firm prior performance is significantly positively correlated with its subsequent 

performance in all carried out regressions. Comparable results can be seen in the case of ROA_old, 

suggesting that firm prior performance largely determines its following performance. However, the 

remaining regression outputs are conflicting with the ROA results discussed above. The variable 

CFO_left that stands for the departure of the CFO from the company shows significant negative 

relationship with organizational performance in three out of four regressions containing this variable. 

Similarly, the variable num_execleft, representing the departure of the three highest-paid managers 

from the company, shows significant negative relationship with organizational performance in three 
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out of four regressions containing this variable. The other significant coefficients are the coefficients 

for three interaction terms, namely: CFOexecdir – the positive interaction term between CFO change 

and the number of departing managers that were also active as directors; execinsider – the negative 

interaction term between the number of departing top three highest-paid executives and the CEO 

origin; and CFOinsider - the interaction term between CFO change and the CEO origin, which is also 

negative. In addition, the variable insider, representing the fact whether the CEO comes from inside or 

outside the respective company, shows significant negative relationship with organizational 

performance in one out of three regressions containing this variable. 

From a general perspective, the obtained results seem relatively confusing and their interpretation is 

rather problematic. The key findings of the carried out analysis can be summed up as follows. The 

departure of the top management team members as well as the change of company’s CFO are, 

according to present results, significantly negatively correlated with firm post-turnover performance 

measured as return on sales. These findings are in accordance with evidence in the most recent 

relevant scientific literature, suggesting that the departure of top executives from the company has 

negative consequences on its subsequent financial performance (e.g. Messersmith et al., 2013). 

However, this conclusion has to be drawn cautiously, seeing that this model has several issues. When 

looking at the multiple squared correlation coefficients (R-squared) in the results table, it has to be 

pointed out that that all twelve regression models explain only about 2,6% of variance in post-turnover 

firm performance. These values are very low, suggesting that some important predictors may be 

omitted in the model. Another issue concerns the p-value of the F-test (Prob > F) in the carried out 

regressions (not included in the present study). The value of Prob > F is higher than 0.05 in almost all 

models. As already explained above, in the case that the p-value is lower than 0.05, it can be 

concluded that the presented model is an appropriate one and that the obtained results are satisfying. In 

terms of the evaluation of the suggested model, these results indicate that the applied set of predictors 

is not relevant for the model, meaning that the chosen variables do not correlate with firm post-

turnover performance, calculated as ROS. 
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From another point of view, substantial differences between results obtained in the case when the 

dependent variable is represented by post-turnover firm ROA and the case when the firm performance 

is calculated as ROS can be explained by limited suitability of the second mentioned measure for the 

purpose of this research.  

Organizational performance is a very complex phenomenon and researchers aiming to analyze the 

effects of various internal and external factors on firm profitability can choose from various ways of 

measurement. Seeing that this study is based on data available in two financial databases – Execucomp 

and Compustat, firm performance could be calculated either as income before extraordinary items 

divided by total assets (ROA) or as income before extraordinary items divided by total revenue (ROS) 

in a given fiscal year as reported by Compustat. Differences between both measures as well as their 

suitability for the ultimate purpose of this study are briefly discussed below. From a broader 

perspective, these two methods of financial performance measurement are widely applied in research 

concerned with organizational strategy. It has to be pointed out that neither ROA nor ROS takes into 

account non-financial performance measures. Moreover, both measures have their benefits and 

drawbacks and their appropriateness is largely contingent on the context of the particular study (Bierly 

& Chakrabarti, 1996). Return on assets is an accounting-based measure of firm profitability, 

demonstrating medium and longer-run consequences of happenings, actions and changes in the 

company (Hilger et al., 2013). Return on sales is an adequate measure of firm performance especially 

when assessing organizational profitability within the framework of merges and acquisitions 

(Krishnan et al., 2007). The underlying reasons for this approach are the decisive changes in assets and 

equity, resulting from the fusion and takeover processes. Therefore, while the results obtained from 

the analysis relying on the return on equity measure or on the return on assets measure might be 

biased, the return on sales measure is not associated with this issue. The final choice of ROA as the 

more appropriate variable representing organizational performance was based on its understandability 

and wide acceptance as accounting measure of firm performance in the existing research (Zajac, 

1990). In addition, this decision was also reinforced by the fact that the use of return on assets as a 

performance measure is widely supported by a majority of the relevant studies conducted in this 
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research area. As a result, when taking into consideration the present research settings, it seems 

accurate and reasonable to rely on ROA, rather than ROS, as the measure of firm performance.  

 

5 Discussion 
 

5.1 Summary 

Referring to the evidence in the current scientific literature and building on the existing research in the 

related field, the present study examines the relationship between turnover in upper level management 

positions resulting from a transition in the CEO’s position and the subsequent business performance. 

More precisely, the performance consequences of widespread replacement at the top ranks induced by 

a new CEO appointment are investigated, analyzed and evaluated and the relevant research findings 

are presented. Thereby, the reshuffle of the non-CEO senior executive personnel is subdivided into 

three distinct events – top management team turnover, CFO turnover and COO turnover – that are 

studied and assessed individually. In addition, moderating effects of high-tech industry, number of 

departing executives that are also active as directors and the incoming CEO origin are examined, while 

controlling for firm prior performance, age of departing managers at the time when they exited the 

respective company, industry type, firm size and the year of the new CEO appointment.  

One of the key findings of the statistical analysis is the fact that only the COO departure is associated 

with the increase in the firm subsequent performance. Neither the widespread replacement of the TMT 

executives nor the change of the CFO can be declared as a significant predictor of the firm’s post-

turnover profitability. The resulting conclusion can be thus formulated as follows.  

According to the present results, there is no linear relationship between the dependent variable (firm 

ROA) and the two independent variables (executive departure and CFO change). The results indicate a 

significant, positive correlation between higher rates of COO turnover preceded by a change of 

company’s CEO and the subsequent organizational profitability. In addition, as expected, firm prior 

performance is also positively associated with organizational post-turnover performance. On the 
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contrary, the six remaining control variables included in the analysis – age of the managers (CEOs, 

COOs and CFOs) leaving the company, firm size, industry type and the year of the new CEO 

appointment – do not meet statistical significance. Moreover, the interactions between the COO 

departure (as well as the departure of the CFO and the TMT members) and the three moderators – 

industry type, the number of departing executives with a seat on the board of directors and the 

incoming CEO origin – do not prove to be of a statistical significance. This implies that the new COO 

appointment as such is associated with contribution of adequate expertise and/or ability to induce 

appropriate changes in TMT processes, enabling the company to boost its current performance (Virany 

et al., 1992), regardless of other circumstances, such as industry type. 

 

5.2 Contributions and implications 

 
Overall, the results of the statistical data analysis suggest that post-CEO-succession turnover of the 

non-CEO top personnel does not fundamentally determine long-term corporate performance. Contrary 

to the formulated hypotheses concerning the expected outcomes, the obtained results indicate that 

neither the magnitude of turnover among TMT members nor the departure of the firm’s CFO exert a 

significant influence on the subsequent organizational performance. In terms of the three main events 

expected to determine firm ROA, the only variable that seems to essentially affect corporate post-

turnover profitability is the departure of the firm’s COO from the respective company. With respect to 

the control variables included in the analysis, the only variable that is significantly related to firm 

current performance is firm prior performance. This finding is not very surprising regarding the fact 

that organizations are usually characterized by a pattern of relatively sustained performance, especially 

when the observed period covers a time span of a few years. Generally, organizational performance 

does not increase or decrease significantly from one financial year to another, seeing that the projects 

and activities generating corporate income are defined by longer duration. It was therefore expected to 

observe a similar outcome regarding organizational performance, as dramatic fluctuations in firm 

profit are not very common and can be seen especially in the times of unexpected changes in the 

market environment, such as economic crisis. However, several interesting implications can be derived 
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from the fact that the change of company’s COO has significant, positive associations with corporate 

performance after the reshuffle in upper level management positions induced by a new CEO 

appointment. The present research provides evidence that the subsequent appearance of the event of 

CEO succession followed by a change of the COO has positive consequences on firm profitability 

measured as ROA. Thus, the results obtained suggest that after the CEO succession, the company 

should also aim to change its current COO, with the view of boosting its present and future business 

performance. When trying to reverse the negative business trend and endeavoring to reshape firm 

strategy, the company should not only replace its CEO but also the COO, as this might be a basic 

prerequisite for achieving the desired turnaround. Concerning the freshly elected CEOs, they should 

consider replacing company’s current COO after their appointment.  

With reference to the results obtained from the statistical analysis, possible explanations of the 

principle finding concerning the positive performance consequences of COO departure following CEO 

succession are provided below.  

From a general perspective, company’s chief operating officer is often defined as a co-leader and a 

direct successor of the departing CEO (Zhang, 2006), perceived as the most appropriate person to be 

in charge of strategic decision-making processes after the current CEO leaves the company. However, 

if the board decides to appoint a new CEO from outside the company, which is usually the case, the 

COO might choose to exit the company as well. The underlying reasons might be unfulfillment of 

his/her career expectations, or the fear of forced departure initiated by the newly elected CEO. 

Alternatively, COO departure might be involuntary, closely related to the change of CEO, seeing that 

both executives work as a team and cooperate closely. Therefore, in order to bring about a change in 

the company, it might seem insufficient to change only one of the two leading personalities, as they 

usually share the same vision about company’s future. 

At this point, I would also like to make clear that the following theoretical explanations and 

understandings of the obtained results are nothing else than hypothetical, cannot be analyzed and 

proven in these research settings and require more intensive research. 
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Firstly, the observed increase in firm performance can be explained by outside CEO succession 

followed by the appointment of a new COO of his/her choice. Indeed, there is evidence in existing 

research (Finkelstein & Hambrick, 1996; Friedman & Singh, 1989) to show that the probability to 

elect a new CEO from outside the company rises especially in the times of weak organizational 

performance. In turn, the outside CEO is expected to bring in “his/her” top executives who would take 

the place of the current officers. Concerning this matter, Zhang (2006) points out that when trying to 

assess the relationship between CEO and COO, it is essential to take into consideration previous 

research findings showing that in the most cases CEO has the decisive word in the COO appointment 

process. Moreover, Hayes et al. (2006) provide evidence that it is highly probable that freshly 

appointed CEOs bring in top managers from outside the company. Even though the results of the study 

conducted by the authors show that these executives usually do not have the same background as the 

CEO in terms of their previous employing company, I suggest that they may share a common 

demographic and/or academic and employment background. This implies that the incoming CEO 

chooses his/her closest coworker(s) based on subjective preferences, so that they can divide the tasks, 

cooperate, work effectively as a team and thus help to boost performance. Considering the high level 

of interconnection between individual tasks of the CEO and the COO, the relationship between both 

leaders can have considerable influence on the firm. Under these assumptions, the departure of the 

former COO resulting from a company’s CEO succession and the choice of the new COO influenced 

by the incoming CEO may be one of the explanations for the increase in organizational performance.  

Alternatively, the results of the statistical analysis could be interpreted as follows. Seeing that CEO 

and COO cooperate closely, it seems evident that it might not be enough to replace company’s CEO 

when trying to implement changes in the company. Rather, collective replacement of CEO and COO 

can be the right step in efforts to boost organizational performance. As explained by Hambrick & 

Cannella (2004), company’s CEO usually deals with external and strategic issues while a COO’s main 

focus is set on internal operating issues. From a broader perspective, COO is not responsible for a 

specific organizational entity, individual division or a particular department. Instead, he/she is more or 

less in charge of managing, coordinating and supervising all company projects and day-to-day 
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activities. Therefore, one could assume that if the company is facing difficult times, it lies in the 

responsibility of both CEO and COO to initiate and implement all necessary and appropriate measures 

to reverse the trend. Indeed, the evidence from research carried out by Fee & Handlock (2004) 

indicates that qualities and abilities of top executives are assessed by means of measuring 

performance, implying that managers exiting the company are often seen to be responsible for poor 

performance. Thereby, the responsibility for weak performance of a department or a division is 

directly attributed to the manager who is in charge of the respective organizational entity. In the case 

of COOs (and CFOs), the study results suggest that these top executives are criticized for total weak 

organizational performance. In terms of the results obtained in the present study, the increase in 

organizational performance resulting from a change of COO that was preceded by a company’s CEO 

succession could be explained by the particular importance of the role of the COO in the company’s 

key decision-making processes. As such, replacing COO can help to promote organizational growth. 

The fact that COO change resulting from a new CEO appointment is positively correlated with firm 

subsequent performance might indicate that the new COO brings with him a wealth of knowledge, 

experience and expertise that is essential for successful company development. On the contrary, the 

change of company’s CFO and/or its TMT members may not be sufficient to boost performance, as 

supported by the present results.  

Another possible reason why COO departure from the company resulting from a CEO change might 

have beneficial consequences for the firm is the right timing of these succession events, in the sense 

that the company succeeds in completing the change of senior executive personnel before the expected 

change in organizational environment or in the respective industry, rather than attempts to change the 

guard at the top in reaction to these changes.  So, a key factor of organizational success may lie in its 

achievement of interconnecting reshuffle in leadership at the top with new strategic alignment. 

The following paragraphs summarize some interesting figures that can be derived from the data 

analysis, contributing to the overall picture of the phenomenon described and examined in this study. 

In terms of the firms constituting the sample, 26.49% per cent of the newly appointed CEOs were 

insiders – managers serving in the respective company for more than two years while 73.51% per cent 
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of the CEOs were outsiders – managers coming from outside the company. These results clearly 

demonstrate that when looking for a new leader, the vast majority of the companies tends to appoint a 

new CEO from outside the company, rather than to promote a manager from the firm’s upper 

management ranks. These findings contribute to the existing research by providing evidence that 

outsider succession is a widespread phenomenon that can be observed across large publicly traded 

companies in the U.S. This is particularly the case when the firm is facing difficult times and 

experiencing decline in profitability, aligned with the lack of suitable candidates in top management 

ranks (Finkelstein & Hambrick, 1996). Newly appointed CEOs coming from outside the firm are 

generally appreciated for their ability to provide new vision and direction for the company (e.g. 

Wiersema, 1995) and reorganize the company successfully (Shen & Cannella, 2002). As far as the 

departure of the corporate officers is concerned, the percentages of turnover vary between TMT 

members, CFOs and COOs respectively. The proportion of TMT turnover among the corporations in 

the sample ranged from a low of 0% in 14.66 per cent of the companies (meaning that none of the 

executives left the company) to a high of 100% in 31.37 per cent of all companies (meaning that the 

company changed all of its three highest-paid non-CEO managers within the two-year period) with a 

mean of 1.8 departing executives. The formulation of the departure of the CFO/COO is binary, 

implying that the company either changes its CFO/COO or not. In the case of the CFO, the turnover 

reaches as low as 0% (no CFO departure) for 67.33 per cent of the companies in the sample and as 

high as 100% (CFO departure) for 32.67 per cent of all companies, with a mean of 0.3. Similarly, in 

the case of COO, 84.12 per cent of the companies record no COO departure and 15.88 per cent of the 

companies indicate COO departure, with a mean of 0.2.  

Considering these results, the evidence suggests that the companies that have recently gone through a 

change of a CEO are very likely to reshuffle the team of its three highest-paid corporate officers as 

well. More precisely, approximately 85% of the companies in the sample changed at least one of its 

non-CEO top managers and more than 30% of the companies replaced all of its top three executives. 

These results suggest that one of the first organizational changes introduced by the freshly elected 

CEO consists of swapping out the top management team. Alternatively, another possible explanation 
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for the collective departure of the members of the senior management team is their voluntary decision 

to leave the company. As already explained in the section concerned with the underlying literature and 

concepts, the reasons for a voluntary departure from a company are manifold and vary from one case 

to another. These findings are in line with more recent scientific evidence on post-succession 

managerial turnover suggesting that the CEO departure from the firm is usually associated with either 

forced or voluntary departure of other members of the TMT (e.g. Fee & Hadlock, 2004; Hayes et al., 

2006; Friedman & Saul, 1991). 

Contrary to the alterations in the top management team, the change of a company’s CFO/COO 

resulting from a new CEO appointment is not that common. Only around 30% of all companies in the 

sample report a change in the CFO and less than 16% indicate a departure of the COO from the firm. 

The rather low turnover rates may indicate that both the CFOs and the COOs have relatively stable 

position that is not endangered by the arrival of a new Chief Executive Officer in the company. As the 

newly appointed CEO aims to boost organizational efficiency, he/she may attribute poor performance 

to the TMT members rather than to the COO/CFO and is thus more likely to replace (some of) the 

members of the top management team. Another possible cause of this phenomenon may be the fact 

that as a large number of the incoming CEOs are outsiders, they prefer to keep some of the most 

important managers, such as COOs or CFOs, in the company, serving as their “right hand”. Since their 

knowledge about the company is considerably limited, they may need someone who knows the 

company, its culture and the internal processes much better than they do. Furthermore, assuming that 

the freshly appointed CEO strives for a certain level of stability in leadership, he/she is inclined to 

keep some of the most important executives in the company. Moreover, an alternative interpretation 

can be derived from the research conducted by Meier & Hicklin (2008). The authors suggest that it is 

essential that the CEO takes charge of managerial turnover and that he/she supervises the process 

consciously. They claim that changing of the guard at the top is an organizational process that requires 

governing and regulation in order to achieve equilibrium between extensive turnover rates that are 

disruptive for the company and too low levels of turnover causing organizational inertia. Thus, CEOs 

should strive to reach moderate levels of turnover, reinforcing innovation and company development. 
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This implies that changing just some of the most important managers (e.g. TMT members) and 

retaining other key executives (e.g. COOs and CFOs) may have beneficial consequences for the 

company. Assuming that corporate leaders share the same view on the balance to be achieved between 

too high and too low turnover rates, it could be one of the possible explanations for the phenomenon 

observed in this study.  

 

5.3 Limitations 

It is essential to look at the results of the present analysis with regard to its limitations and to draw the 

resulting implications cautiously. One of the most important limitations concerns the measurement of 

firm return on assets, representing organizational performance. Despite the fact that the assessment of 

firm performance based on the three-year average ROA is very common in the scientific research, it 

determines organizational efficiency only in the three years after the two-year TMT turnover period 

and does not take into consideration firm performance in the following years. It is likely that the 

changes in leadership at the top lead to different performance consequences in the subsequent years, as 

the tenure of newly appointed managers increases. This fact has been also pointed out by Shen & 

Cannella (2002). 

As far as the definitions and measurement of the variables are concerned, one possible limitation 

regarding the changes of managers directly below the CEO in the corporate hierarchy is that the fact 

that the name of a particular manager does not appear in the list of the firm’s three highest-paid upper-

level managers does not necessarily imply that the manager really departed the firm. In fact, the 

elimination from the list of the top three non-CEO corporate officers from one year to another can only 

indicate a decline in total compensation of the specific manager, rather than his/her departure from the 

company. However, Barron et al. (2011) examined this issue in more detail by means of thorough 

analysis of the complete set of company’s executives that is available in the database, ranging from 

five up to eleven upper-echelon organization members.  They conclude that the upper-level managers 
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that disappear from the firm’s set of the three highest-paid non-CEO executives do indeed exit the 

specific company. 

In addition, it is apparent that the applied measure of TMT turnover and COO/CFO departure from the 

company covers also the change of those executives that would have departed from the company 

irrespective of the CEO’s departure. Examples include, among others, death of the manager, 

compulsory retirement, as well as turnover contingent on the structural changes in the organization 

(Kesner & Dalton, 1994). Nevertheless, I assume that such “ordinary” turnover events show a 

complete random distribution within the sample. 

Another issue that is closely related to the above described limitation has been expressed by Kaplan 

(1993) and concerns the fact that the information on the age of the departing corporate officers is 

missing in the databases. Given that the age of organizational top managers is provided in the 

database, it would be possible to exclude the case of decease of a manger as well as the occasion of the 

forced retirement. As a result, a more clear and accurate distinction between the turnover induced by 

the new CEO appointment and the turnover that is caused by other factors would be possible. Even 

though the involved data collection would be more extensive and would go beyond the scope of this 

paper, it is important to point out that by this means the validity of the research could be improved. 

The next possible limitation concerns the assumption that those managers who left the company at the 

age of 65 or higher are retired and those who exited the company at the age of 64 or lower are 

dismissed. Concerning the age of executives as the only determinant of this distinction might be 

incorrect in some cases. For example, Shen & Cannella (2011) report evidence of several CEOs who 

abdicate their position as company’s CEOs before the age of 65 but continue to serve in other 

important position, such as chairman of the board. It is very unlikely that these CEOs were really 

dismissed, seeing that the company has no motivation to keep dismissed officers in such a high 

position. Moreover, there are some other reasons for managerial departure at any given age, such as 

health problems, unexpected decease or executive’s voluntary decision to leave the company and 
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pursue his/her career elsewhere. Nevertheless, the approach used in this analysis finds support in prior 

literature evidence and is feasible in these research settings.  

Following possible limitation that can be identified in the present analysis concerns the reason for 

managerial departure from the firm. Indeed, prior research suggests that companies are generally not 

willing to disclose the true reason of executive’s departure from the company (Shen & Cannella, 

2011). Therefore, the very relevant question whether the departing CFOs, COOs and the TMT 

members exited the company voluntarily, or whether they were rather forced to leave remains 

unanswered. From a broader perspective, two types of turnover can be characterized depending on the 

reason for managerial departure – voluntary turnover (caused by the departure induced by the 

respective managers) and involuntary turnover (caused by the departure induced by the company). 

Reduction-in-force turnover represents a specific category (Park & Shaw, 2013). Seeing that these 

distinct types of managerial departure can have various effects on the turnover-performance 

relationship examined in this study, it is necessary to bear in mind that this aspect is not taken into 

consideration due to limited availability of the needed data. Despite the fact that Execucomp generally 

distinguishes between four possible reasons for departure – retired, resigned, deceased and unknown – 

this information is missing for the majority of companies under study.  

Referring to Denis & Denis (1995), in order to control for factors that determine revenues but are not 

connected with changing of the guard at the top, industry-adjusted changes in performance should be 

calculated. As explained by the authors, an industry-adjusted change in operating income can be 

characterized as the change in the ratio of operating income to total assets for the sample firm minus 

the same change for the median firm in the same industry, identified by a two-digit Standard Industrial 

Classification (SIC) code. Again, these calculations would go beyond the scope of the present study 

but it seems relevant to advise the reader of this matter.  
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5.4 Suggestions for further research 

 
Regarding suggestions for further research, it seems inevitable to highlight the gap in the existing 

research concerning the relationship between post-succession managerial turnover and the subsequent 

firm performance. This gap could be filled by means of analyzing various aspects of the post-turnover 

organizational performance, concentrating on determinants, moderators and consequences of top 

executive turnover after a new CEO appointment. Focusing on different factors that may exert an 

influence on the turnover-performance relationship enables better understanding of the phenomenon as 

such. Therefore, some recommendations for further, more specific theoretical and empirical research 

are summarized below. 

Taking into consideration the results of the current study, especially the nature of the relationship 

between COO departure and firm performance should be examined in more detail. Even though the 

present results suggest positive significant correlation between these two variables, more in-depth 

insides and knowledge about this interrelationship is needed, as it has been largely neglected in 

previous research. Hambrick & Cannella (2004) examine the internal and external aspects affecting 

the choice to nominate an executive who would fulfill the role of a COO in the company and then 

analyze the resulting implications and consequences of this decision on firm performance. However, 

to my knowledge, there is no study concerned with the effects of departure of company’s COO on 

organizational efficiency.  

In terms of the CEO successor type, the present study distinguishes between insider and outsider 

succession. However, a further distinction between follower and contender succession in the case of 

insider succession would be appropriate and advisable. Additional research could concentrate on 

performance implications resulting from alterations in the management ranks that are caused and 

determined by specific circumstances of the individual cases of the CEO succession, with the aim of 

answering questions such as: How does the CEO successor origin (when distinguishing between 

contender, follower and outsider successor) affect changes in the top management team composition 

and the following corporate performance? What are the consequences of the appointment of different 
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types of CEO successors on the COO and/or CFO replacement and the subsequent organizational 

efficiency? 

In addition, it would be very interesting and appropriate to explore the possibility of a non-linear 

relationship between post-CEO-succession managerial turnover and subsequent organizational 

performance, seeing that there is some evidence in the literature that top executive turnover is 

beneficial for the company only to some extent and only under specific circumstances, and that both 

too low and loo high levels of turnover might be detrimental to the company. The arising questions 

could be thus formulated as follows: What kind of relationship (e.g. linear, curvilinear, positive, 

negative) is there between top executive turnover and organizational performance? Which factors (e.g. 

tenure of the managers and/or of the departing CEO, external industry factors, and corporate strategy) 

moderate and determine this relationship? Under which conditions is the replacement of top 

executives advantageous vs. harmful for the company?  

Summarizing the above, I believe that examination of turnover of corporate officers under various 

circumstances and the consequent discussion regarding the implications of their departure from the 

company on corporate profitability could be a rewarding field of further research. Despite the fact that 

this study has shed some light on the phenomenon of managerial departure induced by a new CEO 

appointment, a more comprehensive investigation of the underlying causes and resulting effects is 

crucial for better understanding of this occurrence and its impact on corporate future, focusing on 

suitable managerial actions that have to be undertaken to boost efficiency.  
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7 Appendix 
 

7.1 Appendix 1: Abstract (English) 

Building on existing research concerned with the analysis of departure of the upper-echelon 

organization members from the company, the ultimate aim of the present study is to examine 

performance consequences of the top executive turnover resulting from a CEO succession. Thereby, 

the focus is set on the three distinct turnover events – change of COO, change of CFO and turnover 

among company’s top three highest-paid executives. In addition, the moderating effects of high-tech 

industry, number of departing executives who were also active as directors and CEO origin on the 

relationship between turnover in the management ranks and firm subsequent performance are analyzed 

and evaluated. Using a sample of 1310 U.S. publicly traded companies experiencing a change of CEO 

during the period 2003 to 2011, this study extends the existing research by means of providing 

evidence that a change of COO following a new CEO appointment has beneficial consequences for the 

company in terms of increase in organizational performance, measured as return on assets (ROA). The 

contributions and managerial implications resulting from this principal finding are summarized and 

presented. 
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7.2 Appendix 2: Abstract (German) 

Aufbauend auf den bestehenden Forschungsarbeiten zur Analyse des Ausscheidens der Mitglieder der 

oberen Führungsebene aus dem Unternehmen besteht das Ziel der vorliegenden Studie in der 

Untersuchung der Leistungskonsequenzen der Fluktuation unter den Führungskräften, die sich aus 

einer CEO-Nachfolge ergibt. Dabei liegt der Fokus auf den drei unterschiedlichen Möglichkeiten des 

Führungswechsels – COO-Wechsel, CFO-Wechsel und Fluktuation der drei höchstbezahlten 

Führungskräfte des Unternehmens. Darüber hinaus werden die Moderationseffekte der High-Tech-

Industrie, der Anzahl der ausscheidenden Führungskräfte, die auch im Verwaltungsrat tätig waren, 

sowie der Herkunft des CEOs auf den Zusammenhang zwischen der Fluktuation unter den Mitgliedern 

der Führungsebene und der folgenden Unternehmensperformance analysiert und bewertet. Unter 

Verwendung einer Stichprobe von 1310 börsennotierten US-Unternehmen, die während der Jahre 

2003 bis 2011 einen CEO-Wechsel erfahren haben, ergänzt die vorliegende Studie die bereits 

bestehende Forschung  durch den Nachweis, dass das Wechsel des COOs nach der Ernennung eines 

neuen CEOs positive Auswirkungen auf das Unternehmen im Sinne der Leistungssteigerung, die als 

Return on Assets (ROA) gemessen wird, hat. Die Beiträge und Managementempfehlungen, die sich 

aus der Haupterkenntnis ergeben, werden zusammengefasst und dargestellt. 
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7.3 Appendix 3: Regressions 
 
 

reg1-reg3: Three main regressions explaining the effect of three different events – the magnitude of 

TMT turnover, CFO departure and COO departure – on organizational performance  

 

The variables used in the following regressions can be described as follows: 

ROA_new = firm performance calculated as ROA over 3 years after managerial turnover (DV) 

num_execleft = the number of top executives that left the company (IV) 

ROA_old = firm prior performance calculated as ROA over 3 years before and during turnover (CV) 

ceo_age/ cfo_age/ coo_age = age of departing managers at the time when they left the company (CV) 

ind1-ind9 = industry type based on the first two digits of the SIC code (CV) 

size = company size calculated as the natural logarithm of the number of employees (CV) 

dum* = dummy variable for the year of the CEO change (CV) 

 

CFO_left = CFO departure from the company (IV) 

COO_left = COO departure from the company (IV) 
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reg1: The effect of the number of executives that left the company on firm performance 

 

  



76 

 

reg2: The effect of the change of CFO on firm performance 
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reg3: The effects of the change of COO on firm performance 
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reg4 – reg12: Nine regressions with the three interaction terms (moderators) – hightech, execdir, 

insider – that moderate the relationship between (1) the number of executives that left the company 

and firm performance; (2) the change of CFO and firm performance; and (3) the change of COO and 

firm performance. These are almost the same regressions as above, whereby the three moderators are 

added separately into each regression.  

Thereby,  

hightech = high-tech vs. non-high-tech industry 

execdir = the number of executive officers serving as directors that left the company 

insider = the fact whether the newly appointed CEO was insider or outsider 

 

The interaction terms for the moderators – hightech; execdir; insider – are generated as follows: 

gen exechightech = num_execleft * hightech 

gen CFOhightech = CFO_left * hightech 

gen COOhightech = COO_left * hightech 

 

gen execexecdir = num_execleft * num_execdirleft 

gen CFOexecdir = CFO_left * num_execdirleft 

gen COOexecdir = COO_left * num_execdirleft 

 

gen execinsider = num_execleft * insider 

gen CFOinsider = CFO_left * insider 

gen COOinsider = COO_left * insider 

  



79 

 

reg4: The effects of the first moderator (interaction term) – hightech – on firm performance 
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reg5: The effects of the first moderator (interaction term) – hightech – on firm performance 
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reg6: The effects of the first moderator (interaction term) – hightech – on firm performance 
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reg7:The effects of the second moderator (interaction term) – num_execdirleft – on firm performance 
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reg8:The effects of the second moderator (interaction term) – num_execdirleft – on firm performance 
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reg9:The effects of the second moderator (interaction term) – num_execdirleft – on firm performance 
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reg10: The effects of the third moderator (interaction term) – insider – on firm performance 
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reg11: The effects of the third moderator (interaction term) – insider – on firm performance 
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reg12: The effects of the third moderator (interaction term) – insider – on firm performance 
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7.4 Appendix 4: ROS results 

 
Descriptive table (correlations and descriptive statistics table) 

 
VARIABLES mean std.dev. 1 2 3 4 5 6 7 8 9 10 11 12 

1. ROS_new  -0.3140497  9.770017 1.0000 
           

2. num_execleft  1.794163  1.042095 -0.0182 1.0000 
          

3. CFO_left  0.328725  0.4699303 -0.0255 0.2239 1.0000 
         

4. COO_left  0.1582181  0.3650856 0.0201 0.2142 0.0477 1.0000 
        

5. hightech  0.2296467  0.4207672 0.0038 -0.0056 0.0339 -0.0084 1.0000 
       

6. num_execdirleft  0.5353303  0.6161264 0.0219 0.4250 0.0638 0.1262 -0.0716 1.0000 
      

7. insider  0.2665131  0.4423054 -0.0441 0.0034 0.0210 -0.0085 0.0796 0.0254 1.0000 
     

8. size  1.503042  1.818654 0.0544 0.1749 0.0349 0.0167 -0.1761 0.1236 0.0801 1.0000 
    

9. ROS_old  -0.0519764  2.162737 0.0856 0.0292 0.0250 0.0161 -0.1349 0.0212 0.0568 0.1401 1.0000 
   

10. ceo_age  0.0207373  0.1425584 0.0065 0.0276 0.0042 0.0434 0.0003 -0.0278 -0.0377 0.0070 -0.0124 1.0000 
  

11. cfo_age  0.0046083  0.0677539 0.0035 -0.0001 0.0090 0.0070 0.0254 0.0469 -0.0381 -0.0492 -0.0352 0.0797 1.0000 
 

12. coo_age  0.0030722  0.0553635 0.0024 0.0107 0.0199 0.0523 0.0360 0.0191 -0.0025 0.0262 -0.0114 -0.0081 -0.0035 1.0000 
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Results table 

 

 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 
 reg1 reg2 reg3 reg4 reg5 reg6 reg7 reg8 reg9 reg10 reg11 reg12 

VARIABLES ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new ROS_new 

             

CFO_left  -1.533*   -1.764*   -2.451**   -0.753  
  (0.853)   (0.909)   (0.995)   (0.904)  

ROS_old 0.391*** 0.392*** 0.387*** 0.385*** 0.388*** 0.390*** 0.393*** 0.391*** 0.387*** 0.399*** 0.399*** 0.401*** 

 (0.129) (0.129) (0.129) (0.129) (0.130) (0.129) (0.129) (0.129) (0.129) (0.128) (0.128) (0.129) 
ceo_age 0.267 0.212 0.219 0.209 0.147 0.231 0.363 0.235 0.245 0.240 0.126 0.145 

 (1.983) (1.983) (1.986) (1.984) (1.986) (1.988) (1.985) (1.983) (1.992) (1.978) (1.977) (1.988) 
cfo_age 0.983 0.781 0.934 0.746 0.758 0.868 1.038 0.766 0.889 0.813 0.485 0.702 

 (4.484) (4.484) (4.488) (4.489) (4.488) (4.495) (4.497) (4.488) (4.498) (4.471) (4.471) (4.485) 

coo_age 0.904 0.611 0.718 0.628 0.530 0.884 0.974 0.784 0.731 0.925 0.110 0.569 
 (4.946) (4.947) (4.958) (4.955) (4.955) (5.009) (4.949) (4.947) (4.964) (4.930) (4.935) (4.957) 

size 0.234 0.197 0.184 0.238 0.212 0.193 0.251 0.223 0.180 0.265 0.224 0.208 

 (0.168) (0.165) (0.166) (0.172) (0.170) (0.170) (0.170) (0.167) (0.167) (0.168) (0.165) (0.166) 

num_execleft -0.481*   -0.667**   -0.763**   -0.183   

 (0.290)   (0.325)   (0.351)   (0.318)   

COO_left   0.377   0.505   0.491   0.0726 
   (0.771)   (0.871)   (1.103)   (0.894) 

hightech    -1.316 -0.212 0.237       

    (1.396) (0.910) (0.819)       
exechightech    0.814         

    (0.640)         

CFOhightech     1.029        
     (1.386)        

COOhightech      -0.588       

      (1.834)       
num_execdirleft       -0.971 -0.477 0.107    

       (1.392) (0.585) (0.520)    

execexecdir       0.632      
       (0.573)      

CFOexecdir        1.679*     

        (0.953)     
COOexecdir         -0.186    

         (1.158)    

insider          1.541 -0.179 -1.470** 
          (1.363) (0.773) (0.685) 

execinsider          -1.588**   

          (0.670)   
CFOinsider           -3.231**  

           (1.321)  

COOinsider            1.078 
            (1.723) 

Constant 1.440 0.964 0.640 1.838 1.015 0.602 1.705 1.123 0.580 1.251 0.898 0.887 

 (2.005) (1.958) (1.956) (2.031) (1.962) (1.960) (2.031) (1.977) (1.978) (2.011) (1.958) (1.957) 
             

Observations 1,275 1,275 1,275 1,275 1,275 1,275 1,275 1,275 1,275 1,275 1,275 1,275 

R-squared 0.025 0.025 0.023 0.026 0.026 0.023 0.027 0.028 0.023 0.033 0.033 0.027 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 


