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OUTSIDER EXECUTIVE SUCCESSION WITHIN THE FORTUNE 1000:
A FAVORABLE IMPACT ON SHAREHOLDER WEALTH

Top management's influence on corporate strategy and thus firm
performance has been a central premise within the field of business policy.
Yet empirical research has focused on market and economic determinants of
performance. The succession literature, on the other hand, has researched the
link between leadership and performance with mixed results. Yet there is
evidence from the divestiture and turnaround literature that executive
successions that lead to changes in managerial perspectives may lead to
important strategic events. Given this link, it is hypothesized that the
stock market may reflect anticipated strategic change due to changes in the
executive constellation.

This study explores the effect of succession within top management on
shareholder wealth for a random sample of Fortune 1000 firms during the 1968-
1982 time period. The utilization of stockmarket data enables the isolation
of the succession effect while holding industry and organizational factors
constant. This study differentiates succession events according to the top
management position: CEQO or President; and the organizational background of
the executive: insider or outsider. Since the top management structure varies
within firms, not all executive selections may be regarded as significant
events impacting the organization's strategic course. 1In addition the
executive succession literature provides support that organizational
bakcground may be important in determining the degree of turbulence
experienced by the organization.

The empirical results indicate CEO and President succession events are
not treated uniformly by the stock market. A significant, positive
shareholder effect occurs when firms announce president successions from
outside the organization. On the other hand, CEO succession regardless of

organization background did not result in a significant shareholder effect.
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OUTSIDER EXECUTIVE SUCCESSION WITHIN THE FORTUNE 1000:

A FAVORABLE IMPACT ON SHAREHOLDER WEALTH

Introduction

Within the strategy field, top management has been viewed as being
primarily responsible for the development and execution of corporate strategy
which determines long-run organizational performance. Corporate strategy can
be viewed as the "stream of decisions over time that reveal management's goal
for the corporation and the means they choose to achieve them" (Donaldson and
Lorsch, 1984). Exactly how this responsibility is managed can be viewed quite
differently: through direct intervention in the substance of strategy
(Barnard, 1938; Andrews, 1980; Ansoff, 1965); by designing the appropriate
administrative context (Bower, 1970;) or by assimilating and influencing
dominant coalitions within the firm (Quinn, 1980). Regardless of the means
used, it is the CEO who ultimately influences the strategic direction for the
organization. Anecdotal evidence abounds describing the importance of chief
executives on the direction of strategy within their firms. In addition
Levinson and Rosenthal in their study of six firms (1984) have provided a
detailed account of the role of the CEO in the direction of corporate
strategy. Their research provides evidence that the CEO has a variety of
tools at his disposal to alter the strategic course of an organization and
thus its long-run performance. In light of the strategic importance conferred
on top management by both academic literature and the popular press, empirical
research exploring the management-strategy-performance linkage may provide
some insight into the exact importance of top management. If firm performance
can be attributed to the strategic course chosen by top management, then such
a link might be detected empirically. Hambrick and Mason (1984) have argued

for just such an avenue of research.



Previous Research

Previous research on the top management-strategy-performance linkage has
come from two different perspectives. Research addressing the strategy-
performance link has examined differences in firm performance in light of
diversification strategy pursued (Rumelt, 1974; Montgomery, 1979; Bettis,
1981); 1industry characteristics (Porter, 1980); firm specific characteristics
(Hatten, Schendel, and Cooper, 1978) as well as specific business level
strategies (Miles, 1982; Miles and Snow, 1978; Harrigan, 1980; Hall, 1980).
In addition, there have been numerous studies addressing the strategy-
performance linkage at the business level using the PIMS database. Much of
this research takes into account industry and firm specific factors but
neglects to examine the role that succession and management composition may
have on strategic choice and firm performance. 1In addition, the performance
measures used to evaluate strategic choice have been largely accounting
measures.

Within the sociology literature, researchers have focused on the linkage
between managerial succession and organizational performance. In examining
this linkage, researchers have found there is little (Brown, 1982) or no
(Smith et al., 1984) succession effect on organizational performance. Grusky
(1963) found that "rates of administrative succession and degree of
organizational effectiveness are negatively correlated." Allen, Panian, and
Lotz (1979) found that "there is a negative relationship between past team
performance and the frequency of managerial succession." Thus, poor team
performance led to increased turnover. However, Eitzen and Yetman (1972)
found that once previous levels of performance were controlled for, managerial
changes made no differences. Gamson and Scotch (1964) found that changes in

leadership have little bearing on organizational performance. The replacement
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of a leader in a poorly performing organization is often a kind of "ritual
scapegoating" (Brown, 1982):

Given the constraints on strategy imposed by economic and market forces
(industrial organization literature) as well as the organizational impediments
(Cyert and March, 1963; Thompson, 1967), leadership may not be the primary
factor influencing organizational performance. The need to control for
organizational context has been highlighted by Carroll (1984) and Pfeffer and
Davis-Blake (1986). In their study of single industry firms, Lieberson and
0'Connor (1972) found that leadership accounted for very little of the
performance variance once year, industry, and company effects were accounted
for. The actual effect of leadership was also constrained by the nature of
the industry. These findings confirm the importance of the economic and
competitive environment in determining firm profitability (Porter, 1980). 1In
addition they highlight the problem of using accounting measures by which to
isolate leadership effects.

Several recent studies have used stock market data as the dependent
variable in measuring a succession effect (Dalton and Kesner, 1984; Reinganum,
1985; Worrell, et al., 1986; Beatty and Zajac, 1987). By focusing on the
stock market's reaction to the actual succession effect, Dalton and Kesner
found that succession yielded a positive effect on stock prices, whereas
Worrell, et al and Reinganum found no effects with the exception of a positive
effect where outsiders where brought into small firms (Reinganum, 1985).
Beatty and Zajac found a significant negative effect associated with the
succession event. While the results are mixed, stock market data can isolate
the market's perception of leadership changes within the firm in light of

organizational and environmental factors.
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Much of the research on executive succession explores the premise that
leaders, by their decisions and actions, should be able to influence
organizational performance. It can be argued that a succession effect will
only occur when new managers differ from previous managers. This change in
perspective may’be unlikely to occur since according to March and March (1977)
the "filtering process in organizations leads to selection from a fairly
homogeneous group." This filtering process ensures that new managers are
similar to old ones and as a result, little effect is realized. In many
companies, managers are groomed from within and carefully observed prior to
being chosen to join the ranks of top management.

In addition to the selection process, organizations can also constrain
managerial autonomy. Executives are embedded in a social system which
constrains behavior (Pfeffer, 1977). As a result, organizational expectations
may reinforce previous modes of operation. To understand the effect of
executive succession on the strategy of an organization, one needs to examine
the exact nature of the transition within the top management team. While
managers can be identified by a wide variety of differentiating
characteristics, research on executive succession has come to focus on
managerial origin in terms of the organization from which that individual
came. Grusky (1960), in his studies of administrative succession has defined
insider/outsider roles as follows:

insider: individual who emerged from among the
membership of the executive's staff.

outsider: an individual transferred into the
organization from another organization.

This typology is similar to Carlson's (1961) study which identified managers
as "place-bound" versus "career-bound." Similar terms are used to describe

executives as "institutionally oriented" or "maintenance oriented." The
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underlying difference is whether the manager's career was within or outside of
the organization.

Based on differences in the origin of the successor, one might predict
rather different organizational outcomes. According to Carlson (1962),
insi&er school superintendents would be more inclined to maintain the
organizational status quo than to bring about dramatic change. On the other
hand, outsiders are brought in to promote change and creativity. Thus,
insider succession should be less disruptive than outsider succession.
Helmich and Brown (1972) found confirming evidence in their study of 208
corporations that "organizations experiencing inside succession in the office
of the president exhibit less organizational change than firms undergoing
outside succession."

In studies relating managerial origin to organizational performance,
both Gouldner (1954) and Grusky (1964) found that team performance
deteriorates when outsiders became managers. In a more recent study using
stock prices as a performance measure, Reinganum (1985) found that external

successors in smaller organizations yielded a positive effect on performance.

Conceptual Framework

In light of the literature on successor type, we would expect the market
to react differently to the succession event based on the organizational
background of the manager. Executive succession from within would be viewed
as a "maintenance strategy" and should therefore not have financial
significance for the firm. As a result we would hypothesize that insider
succession announcements will lack any significant impact on stockholder
wealth.

HI: Insider succession within the top management ranks
will not result in abnormal stock market returns.



On the other hand, outsider succession would be viewed as turbulent,
"i.e. a departure from a maintenance strategy and should therefore elicit an
abnormal return in the stock market.

Hz: Outsider succession within the top management ranks

will result in abnormal stock market returns.

Given the strategic posture of the organization in terms of the mix of
businesses within which it competes, changes in top management might lead to
strategic changes within the firm. If strategy is a reflection of managerial
choice made within an organization, then how one views the firm's current
strategic posture should influence the direction and extent of strategic
change pursued. Managerial perceptions of reality are not necessarily
objective, but are biased by one's previous experiences and encounters as well
as by one's organizational commitments. Donaldson and Lorsch (1984) have
described how psychological constraints act to influence managerial
perceptions. Managers recruited from outside the organization are less likely
to share the previous strategic perceptions and thus might be viewed as more
inclined to chart a new strategic direction for the firm.

Evidence that outsiders can have an impact on the strategy of the
business has been found in several studies. Hammermesh (1977) found that in
order to respond effectively to a divisional profit crisis within a multi-
business firm, it may be necessary to break commitments through personnel
changes. Existing top management can stand in the way of the strategic steps
necessary to resolve the profit crisis because of prior commitments to
individuals, structural relationships, and divisional strategic plans. 1In his
study on turnarounds, Charles Hofer (1980) found that "a precondition for
almost all successful turnarounds is the replacement of the current top

management of the business in question".



-9~

Stuart Gilmour (1973) came to similar conclusions on the role of top
management in divestiture situations. According to Gilmour, the "crucial
block was that recognition of the divestment solution as a viable and
acceptable option required some admission of failure or placing of blame on
the part of the key decision maker." Gilmour found that actual divestment
decision-makers were all new to the companies and situations they faced.

While these studies focused at the business level, divestments and
turnarounds have strategic consequence for the firms involved. Hammermesh,
Hofer, Gilmour, and Duhaime(1984) have shown that the likelihood that
decisions of this nature will be made is influenced by the choice of top
management. In addition, from a previous study of portfolio shifts (Wiersema,
1986) the author found that executive background was highly significant in
explaining the magnitude of portfolio shifts experienced by the firm. Firms
managed by CEOs and Presidents recruited from outside the organization
exhibited, on average, twice the extent of strategic change in their core
business than firms managed by executives from within the firm.

The stock market's perception of managerial succession is in part a
perception of changes in the organization's strategic course as the result of
managers with different perspectives. Executive succession from within the
organization would not convey strategic turbulence since managerial
perspectives are unlikely to change. Their perspective is influenced by the
same factors that were at work before them: coalitions within the firm, past
decision making, and commitments within the firm. The current officeholders
can influence the selection of their successors and undoubtedly will chose
managers that concur with their strategic vision. Given the average size of
the firms in the sample, there should be an adequate supply of capable and

experienced managers within the firm who could be chosen for the top
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management positions. When the board of directors chooses to go outside the
organization for its top executives, it is sending a clear signal that the
prospective managers within the organization are not adequate for the job at
hand. While their experiences are undoubtedly valuable, insiders bring the
biases of their career within the organization into the executive suite
whereas outsiders lack this excess baggage. If outsiders are hired to change
the strategic course of the firm, then this type of managerial selection must
be viewed in light of the long-run best interest of the firm and its
shareholders. Given this information, we would expect the stock market to
react favorably to outsider succession appointments.

H3: Outsider succession within the top management ranks
will result in positive abnormal stock market returns.

Measuring The Succession Effect

The principal assumption in the succession research stream has been that
managerial succession is an important organizational event and therefore
should have an impact of performance. In analyzing the succession effect on
organizational outcome, most studies have relied on win/loss records for sport
teams and financial measures (ROI, ROS) for business organizations.
Accounting measures, however, not only reflect general economic trends, they
are also somewhat industry- and company-specific, making it difficult to
isolate the succession effect. As a result of economic and market
determinants, performance measures tend to exhibit little variance over
relatively short periods of time. The changes in strategic direction
stimulated by the arrival of new executives may never be accurately detected
due to intervening factors which impact firm performance as well as to the

problem of ascertaining the correct time frame. Exactly when does the new
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executive begin to influence organizational performance? Even without these
research design problems, causality would be difficult to ascertain. 1Is the
firm's long-run performance the result of the new manager, or the financial

result of a strategy put in place by his/her predecessor? Given accounting

measures' inherent limitations in capturing succession effects, the lack of

conclusive results found in the succession literature are expected.

If the firm's strategic course and its specific business policies
are a reflection of its top management (as the policy literature affirms),
then succession may provide us with information as to likely changes in the
strategic course of the firm. Within large business organizations (Fortune
1000 firms) replacements within the top management team are usually the domain
of the board of directors and are therefore given significant public
importance. The purpose of this study is to examine the capital market's
reaction to succession within the top management ranks. If top management
succession is an important event for a corporation, then its ramifications
should be discernible in stock price data on and closely around the
announcement date. Given this narrow event window, it is highly likely that
other events impacting the firm's future earnings flow are being held
constant. This is the key advantage to using market returns versus accounting
returns in evaluating the management-performance linkage. In an
informationally efficient market, succession announcements would be evaluated
for their possible impact on the firm's future income stream. At some date
close to the succession announcement, efficiently determined stock prices
should adjust to that information. This assumption is based on the efficient
markets hypotheses, that capital markets are informationally efficient. Based
on this theory, items of information about the prospects of the firm should be

reflected in changes in the price of a security when this information reaches
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the market. This type of analysis is based on isolating abnormal returns
associated with particular events -given what the normal or expected return
should be, based on a market model (Fama, 1976). If managerial succession is
viewed as a nonevent; i.e., the new manager is not viewed as being
significantly different from the preceding manager, the market will interpret
this information as not impacting the firm's future earnings flow., As a
result, this type of succession announcement would not result in significant
changes in the stock price of the firm on or around the announcement date. On
the other hand, if managerial succession is viewed as likely to lead to
significant changes in the firm's strategic decisions, then one would expect a
positive impact on shareholder wealth where these changes are viewed favorably
and a negative impact where unfavorably. As Reinganum (1985) pointed out,
these short-run changes in the market value of the firm can be used to measure
changes in management policies and practices designed to improve the long-run
prospects of the firm.

One of the assumptions in event studies examining succession is that
investors act on information regarding succession events. In other words,
investors understand that top management changes can signal changes in an
organization's future strategy and performance. Upon decoding the message
implied in executive changes, investors can chose whether to react to this
piece of information.

This event study methodology has been used extensively in the finance
literature as well as more recently within the succession literature. Brown
and Warner (1985) have examined in detail a number of potential problems
associated with the use of daily stock return data in event studies. Despite
the particular characteristics of daily stock data, they conclude that
"methodologies based on the OLS market model are well-specified under a

variety of conditions."
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By using event study methodology, researchers can isolate the impact of
succession on shareholder wealth. Environmental, competitor, and
organizational realities can be held constant since the market already
reflects the influence of these factors on future firm performance. The
capital market's reaction to the succession announcement reflects its
expectation about future events, given the new manager. The succession effect
on shareholder wealth thereby provides one way of examining the management-

strategy-performance linkage empirically.

Method

Sample

The population of firms chosen for this study was the 1000 largest
mandfacturing firms as listed by Fortune magazine in 1982, Of these firms, a
random sample of 200 firms was chosen representing a cross section of the
economy with a variety of industries represented - from energy to electronics,
forest products to food processors, metals to motor vehicles. From this
initial sample of 200 firms, ten firms were eliminated due to their
acquisition. Of the remaining sample of 190 firms, several firms were
eliminated due to missing cusips (37); insufficient stock market data points
on the CRSP tape (8); and because they lacked specific announcement dates

regarding succession events in the Wall Street Journal Index (34). This left

a sample of 111 firms for this study. Within the original sample of 190
firms, Presidents promoted from outside the organization represented 32
percent of the sample. Presidents hired from outside the organization
increased to 41 percent of the final sample of 111 firms. The ratio of
outsiders to insiders is significantly higher than previous succession studies

using stock market data (the Zajac and Beatty sample had 12 percent outsider
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succession; Reinganum's sample had 8 percent outsiders). The
outsider/insider ratio in this study is not an anomaly due to sample selection
since it was chosen at random from the Fortune 1000. The outsider/insider
ratio for this study is consistent with recent studies of executive
organizational backgrounds. In the early 1950s, Newcomer (1955) in his study
of 9000 CEOs found that the percentage of outsiders was about 17 percent.
However two decades later Helmich (1977) observed that 33 percent were
outsiders. The trend towards increasing outsiders was confirmed in the 1980s
by Brady, Fulmer, and Helmich (1982) who in a sample of 1100 firms, found that
37.8 percent of the CEOs were outsiders. Based on these succession studies,
the ratio of outsiders for our sample does not seem to be out of line. 1In
addition, this study collected data on the top management composition for the
sample over an extended period of time. From this historical perspective
outsiders predominantly replaced managers from inside the organization. And
in addition, over time firms exhibited an increasing tendency to recruit from

outside their organizations for all four top management positions.

Succession Measures

Data were collected on top management changes for the period 1968 to
1982. The top management team examined included the chairman, chief executive
officer, president, and chief operating officer. These four positions
comprised the top management team in most business organizations. The event
study however will focus on the two predominant positions: CEO and President.
Data on the composition and background of these executives were gathered from

Dun and Bradstreet Reference Book of Top Management(1983) as well as from

financial reports and 10Ks filed annually by the firms for the period 1970-

1982. Where the specified executive's career was within the firm, the
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succession was classified as an insider promotion. 1In firms where the new
executive came directly from outside the organization or had less than three
years of previous experience within the organization, the succession was
classified as an outsider promotion. The exact announcement dates for
managerial successions within the sample of firms were gathered from the Wall

Street Journal Index. This is in line with previous event study methodology

in the succession literature as well as in the financial merger and

acquisition literature. To the extent that the Wall Street Journal does not

always report succession events in a timely fashion, we may fail to identify
the correct announcement dates and thus make abnormal returns more difficult
to detect. In addition, the lack of announcement dates for many firms

reduced the size of the sample.

Data Analysis

To research the impact of top management on firm strategy, this study
examines the stock market's reaction to executive succession events within a
sample of firms. It is hypothesized that when a firm announces an executive
succession, the stock market will evaluate the long-run strategic ramification
of this event on future earnings and incorporate this information in the
market value of the firm.

The market's valuation of executive succession information was analyzed
by examining stockholders' returns. A return is the difference in the price
of a stock during a specified period divided by its original price.

R =(P_-P )/ Pt

t t t-1 -1

where Rt = return of a security for day t

Pt = stock price for the firm on day t



-16-

The following market model was used to predict the normal return for a period

of 40 days prior to the announcement date and 40 days afterwards.

= + + e,
Rjt aj Bj Rmt eJt
where Rjt = return on security j for period t;
aj = intercept term for security j;
B, = historical market relationship for

security j for period t;
R ., = market return;
mt

ejt = unexplained residual

Regressing the return on each security against the return on a market
index provided a predictive model. The actual returns on the stock were
compared to the predicted returns, and the difference measured as the abnormal
return (AR).
ARjt - Rjt(actual) h Rjt(expected)
The hypothesis of whether or not this abnormal return could be equal to zero
was tested giving T-statistics. In addition a cumulative abnormal return
(CAR) was calculated for the seven days immediately surrounding the event date

to capture more fully the information effect on the market. The stock market

data necessary for this analysis was gathered from the CRSP data base.

Results
Tables | and 2 and Figures 1, 2, and 3 present results for the stock
market valuation of insider versus outsider succession in the office of the
President. As can be seen, while mean abnormal return on the event date was
not significant, the cumulative abnormal return for seven days surrounding the
succession event was significant for the sample as a whole. The source of the

significant succession effect can be seen when the sample is broken down
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between insider and outsider successions. Both the mean abnormal return and
the cumulative abnormal returns for outsider succession have a highly
significant positive effect on abnormal returns. Insider succession, on the
other hand, did not exhibit abnormal returns. Since outsider succession
represents 41 percent of the total sample, the sample as a whole also exhibits
a significant succession effect.

The results from this study confirm the two hypotheses discussed: one,
that outsider succession would be viewed favorably by the market, and two,

that insider succession would result in the absence of abnormal returns.

When we examine the extent of abnormal return, we see that, on average,
firms with outsider succession have a 2.0 percent cumulative abnormal return
from the seven trading days around the announcement date. These abnormal
returns indicate a significant increase in the wealth for these firms'
shareholders.

Succession in the office of the CEO however, was not statistically
significant. As can be seen in Tables 3 and 4 and Figures 4, 5, and 6,
outsider CEO succession did not result in a significant abnormal return in the

stock market.
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Why should outsider succession in the office of the president have an
abnormal stock market return when outsider CEO successions have no effect?
The results can be explained by the composition and succession process within
the firm's top management team. Succession within the offices of the CEO and
President are not necessarily two separate and discrete events with two
players. Vancil (1987) in his study of CEO succession noted three modes of
succession: solo; duo; and team. In the solo model, one individual is
selected as both CEO and President simultaneously. In the duo mode, the firm
has two individuals within the top management ranks: typically a Chairman-CEQ
and President. When the current CEO goes into semi-retirement he keeps the
title of chairman, but passes on the title of CEO to the current President.
This elevation of duties from President to CEO-President can be viewed as a
nonevent since it only validates the previous appointment. Only when a new
president is appointed is there an actual selection event. Vancil found this
duo mode of executive selection as the most common form in his sample of
firms. Within this study's sample, almost half of the firms have only one
individual in the offices of President and CEO. If the firm has a solo model
of top management it would result in one announcement date. Under a duo model
of top management, however it would result in two announcement dates: first
the selection of the executive as President and then the promotion to CEO-
President. As a result the CEO succession event is not as distinct an event
in terms of impacting the composition of the top management team. Since the
position of President comes first, the announcement regarding President

succession indicates to the market the executive's entry into the very top
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management of the firm. The market does not view the President's assuming CEO
responsibility as additional information since it serves as a validation of
the previous succession event. Since 30 percent of executives promoted to the
office of CEO already hold the office of the president, the lack of
significant abnormal stock market returns associated with CEO succession
events might be expected.

The significant abnormal returns indicated by the total sample for
President succession announcements has not been found by previous succession
studies. Reinganum (1985) and Beatty and Zajac (1987) did not find
significant positive results for their respective population of firms.
Reinganum did find a positive abnormal return effect on outsider succession
but only in smaller firms (mean capitalization of $39.2 million). The
significant impact that outsiders had on shareholder wealth in this study was
unrelated to firm size. In addition, the ratio of outsider to insider
executive succession was also unrelated to firm size.

The difference in this study's findings from previous studies can be
explained by the nature of the sample as well as by the managerial positions
examined. Previous succession studies using stock market data have used
samples of convenience, i.e. all firms having succession announcements as
recorded by the WSJ Index within a specific time frame. This study, on the
other hand, has focused on first selecting a random sample of firms, and then
tracking down the appropriate event date. This study took the initial
announcement date for the President or CEO who held the office during the
1973-1980 period. If there were more than one individual holding the office
during this time period, the-initial appointment was used. As a result the
event dates are not concentrated in a two or three year time span. In

addition, the sample of 200 firms was drawn from the 1982 Fortune 1000 firms
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which by definition are very large and predominantly diversified
organizations. Previous succession studies drew samples from the universe of
all New York and American Stock Exchange firms (about 2500 firms). These
population differences lead to samples of firms varying in their nature and
size which may explain the differences in the results found.

In addition, researchers have focused on different executive positions.
Reinganum tracked succession within the office of the President and Chairman,
while Beatty and Zajac researched CEO succession exclusively. As previously
mentioned, the office of the CEO, and in all likelihood, the office of the
Chairman as well are not necessarily entry level positions within the top
management ranks. From data gathered on executive succession within a sample
of firms, the office of the President is clearly the predominant first step in
becoming CEO and eventually Chairman. As a result, information provided to
the market from succession events is clearly influenced by the office in
question. When a CEO succession is announced the added value of the
information is dependent on whether the executive previously held the office
of the President or is indeed a newcomer to the executive suite. Similarly,
announcements regarding the office of the Chairman are unlikely to provide
investors with additional information regarding the strategic course of the

firm since the majority of these positions are filled by the previous CEO.

Conclusions and Implications
This research provides evidence that the stock market's reaction to
succession within the top management ranks of very iarge firms is dependent on
the organizational background of the new executives as well as on the position
in question. Outsider successién in the office of the President is viewed

favorably, resulting in positive abnormal returns to shareholders. These
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results imply that the stock market perceives the announcement of outsiders
into the executive ranks as leading to favorable expectations about the firm's
future earnings. Insider succession on the other hand yielded no impact on
shareholder wealth indicating that insiders were perceived as not leading to
changes in the firm's future earnings. These results support Helmich and
Brown's findings that inside succession leads to less organization change
while outsiders were found to be more turbulent. In addition, the turbulence
that outsiders are perceived as bringing to their respective organizations is
viewed as being financially favorable by the capital market.

While the organizational background of the President led to
significantly different stock market reactions, this was not the case for CEO
succession events. Neither insider or outsider CEO succession resulted in any
significant impact on shareholder wealth. These results can be explained in
light of the structure and succession process within top management. The
position of CEO is typically not an entry level to the top management ranks.
Many of the CEO announcements involved the semi-retirement of the Chairman-CEO
to Chairman and the promotion of the President to CEO-President. In these
cases, the CEO succession event is a reaffirmation of the previous selection
event and thus may be viewed by the market as a nonevent. The top management
structure and the multiple succession events may explain the differences found
between President and CEO succession events.

By examining the impact of succession events on shareholder wealth, we
can isolate the managerial effect and hold constant industry structure and
organizational factors. Using this research design, this study provides
empirical evidence that the nature of top management succession can lead to
differences in the perceived value of the firm. 1In light 6f the stockmarket's

reaction, succession is perceived as an important strategic event. Changes in
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leadership which result in outsider succession within the office of the
President is judged favorably by the market. Whereas insider succession is
viewed as a continuation of the status quo. These findings affirm the notion
that top management can make a difference in the strategic course for the
firm. In addition, changes in the expectations of the firm are more likely to
occur when executives are not promoted from inside the organization. The
notion that insiders and outsiders will lead to different expectations about
the firm is supported by previous suécession research. Future research should
examine top management composition and succession and its impact on firm
strategy. Investors are perhaps making assumption about changes in the
strategic course for the firm based on top management composition. Additional
research may confirm that outsiders are more likely to redirect an

organization's strategy.
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Table 1
Cumulative Abnormal Returns for
Insider versus Outsider Successions in the
Office of the President

Organizational CARs Test
Background t= -3 to +3 Statistics
Insider ' -1.29 0.19
n =65
59%
Outsider 2.00 2.40%
n = 46
417%
Total .132 2.01%
n = 111
Table 2

Mean Abnormal Returns for
Insider versus Outsider Successions in the
Office of the President

Organizational ARs Test
Background =0 Statistics
Insider 0.06 0.242
n = 65
59%
Outsider 0.64 1.742%%
n = 46
417%
Total 0.29 1.395
n = 111

* significant at p < .05
*% significant at p < .10
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Table 3
Cumulative Abnormal Returns for
Insider versus Outsider Successions in the
Office of the CEO

Organizational CARs Test
Background t= -3 to +3 Statistics
Insider -1.09
n =63 0.65
667%
Outsider 4,01 1.12
n = 33
34%
0.01
Total n = 96 1.24
Table 4

Mean Abnormal Returns for
Insider versus Outsider Successions in the
Office of the CEO

Organizational ARs Test
Background =0 Statistics

Insider -0.34
n = 63 -1.25

66%

Outsider 0.10
n = 33 0.22

34%

Total -0.19

n =96 -0.80




-25-

Figure 1

Cumulative Average Residuals

President Succession — Total Sample
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Figure 4

Cumulative Average Residuals
CEO Succession — Total Sample
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