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1 Introduction

In this paper, we address the mutual learning process that new CEOs — as well as the
organisations which they lead — need to go through at the beginning of their tenure to
better understand the “ropes to skip and the ropes to know” (Boal and Hooijberg, 2000,
p-520). Past research has shown that this initial learning process lasts for about two and a
half years (Gabarro, 1987). So far, however, very few studies in the field of executive
succession have specifically addressed this learning process during the early tenure of
newly appointed CEOs and its performance implications. This is surprising as failed
learning processes potentially have negative performance effects and might lead to the
early dismissal of the CEO, as the example of Leo Apotheker at Hewlett-Packard showed
(Menn, 2011).

The few empirical studies, which have addressed new CEO learning so far (Zhang
and Rajagopalan, 2004; Rowe et al., 2005), have mainly concentrated on the timing of
the learning process in the context of a succession event. They conclude that the learning
process should ideally begin even before a new CEO actually takes charge, e.g. through
relay succession (Zhang and Rajagopalan, 2004). Additionally, the influence of firm-
specific knowledge, i.e. an insider status, of the new CEO on the duration of the learning
process and on firm performance has been analysed in several studies. Nevertheless,
these studies have not come to consistent results concerning the performance effects of
inside or outside succession (e.g. Davidson et al., 2002; Huson et al., 2004; Helfat and
Bailey, 2005; Rhim et al., 2006; Karaevli, 2007).

In this study, we introduce another type of knowledge into the discussion on new
CEO learning, which we term ‘position-specific knowledge’. We define ‘position-
specific knowledge’ as prior experiences which help the new CEO to become familiar
with the requirements of his or her new position more quickly. As the major task of a
CEO relates to setting the strategic direction of the company, we measure ‘position-
specific knowledge’ as a fit between selected characteristics of the CEO and the
company’s strategic posture (Donaldson and Lorsch, 1983; Gupta, 1984; Goold and
Campbell, 1987; Gupta, 1988).

The general relevance of this type of knowledge has first been highlighted in another
literature stream, CEO-strategy fit research (Gupta, 1984; Gupta and Govindarajan, 1984;
Thomas et al., 1991; Thomas and Ramaswamy, 1996; Beal and Yasai-Ardekani, 2000;
Entrialgo, 2002). Studies from this field have shown that specific demographic
experiences of a CEO generally lead to a preference for specific strategy types and that
following these preferences has positive performance effects (Gupta and Govindarajan,
1984; Thomas et al., 1991; Thomas and Ramaswamy, 1996; Beal and Yasai-Ardekani,
2000; Entrialgo, 2002).

In this paper, building on organisational learning theory as well as on CEO-strategy
fit research, we argue that position-specific knowledge reduces the learning need of a
new CEO. Thus, position-specific knowledge has a positive impact on firm performance
during the early tenure of a CEO. This positive effect prevails until CEOs with lesser
position-specific knowledge have caught up. An empirical analysis on a sample of
59 CEOs who took office between 1987 and 2002 in 48 of the largest publicly listed
companies in Germany yields support for our reasoning.
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With our study we contribute to research on new CEO learning and firm performance
in two ways: first, we emphasise the importance of a learning perspective in analysing
firm performance during the early tenure of new CEOs. Second, we combine new CEO
research with CEO-strategy fit research and highlight a new type of knowledge —
position-specific knowledge. This type of knowledge has not been analysed in the
context of new CEO learning yet, but possesses, as our results show, an important impact
on firm performance during the early tenure of a CEO. Thus, we emphasise that the
analysis of new CEO knowledge needs to go beyond the traditional focus on firm-
specific knowledge and incorporate also other types of knowledge.

2 Theory

A change in the CEO office generally constitutes a disruptive event for a company and is
— dependent on the mandate of the new CEO — accompanied by more or less strong
strategic change (Hambrick and Fukutomi, 1991; Boal and Hooijberg, 2000). Crossan
et al. (1999) have developed an organisational learning theory that conceptualises a
learning process which forms the basis of successful strategic change and which is
applicable in the context of new CEO learning (Rowe et al., 2005).

Crossan et al. (1999) have proposed a four-phase learning process that combines
individual as well as organisational learning. According to this process, learning requires
‘intuiting’, ‘interpreting’, ‘integrating’ and ‘institutionalising’. Intuiting takes place on
the individual, i.e. on the new CEO level. It is the ‘preconscious recognition of the
pattern and/or possibilities inherent in a personal stream of experience’ (Weick, 1995,
p-25). Thus, in the intuiting phase a new leader — unconsciously and based on personal
experience — develops an idea about the future direction in which he or she plans to lead
the company. As part of the interpreting phase, this idea is explained to others. Main aim
of this process step is to further develop the idea and to convince the organisation of it.
The integrating phase is then directed at developing a common understanding and at
coordinating action within the organisation, while in the institutionalising phase the main
task is to make sure that the intended behaviour becomes embedded in the organisation
(Crossan et al., 1999).

Very few empirical studies have used organisational learning theory in the context of
CEO succession (Zhang and Rajagopalan, 2004; Rowe et al., 2005), and those that do
have mainly focused on the timing of the learning process during a succession event.
Zhang and Rajagopalan (2004) have shown, for example, that relay succession in the
CEO position has a positive effect on post-succession performance because relay
successors are able to start their learning process prior to taking office. In a similar study,
Rowe et al. (2005) have shown that between-season succession events in the position
of a coach or general manager of National Hockey League teams has more positive
performance effects than within-season succession because the new coaches or general
managers are given more time to initiate a learning process before the next championship
game begins.
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Other studies have addressed the question whether firm-specific knowledge of the
new CEO can reduce the overall duration of the learning process (Kesner and Sebora,
1994). In this context, inside successors are generally assumed to require a shorter
learning phase, thus ensuring better post-succession performance. Empirical studies,
however, have not come to consistent results on the performance effects of inside or
outside succession (e.g. Davidson et al., 2002; Huson et al., 2004; Helfat and Bailey,
2005; Rhim et al., 2006; Karaevli, 2007). This lack of clear results gives reason to
believe that it is not only firm-specific knowledge that is relevant in order to explain why
some new CEOs manage to go through their learning process faster and achieve better
firm performance during their early tenure than others. In this paper, we make a first
step towards a more comprehensive analysis of the relevant knowledge base of a new
CEO and specifically address one type of knowledge which we term ‘position-specific
knowledge’.

In order to define what ‘position-specific knowledge’ of a new CEO is, the major
tasks of this position have to be identified. CEO researchers predominantly argue that the
main task of a CEO relates to setting the strategic direction of the company (Donaldson
and Lorsch, 1983; Gupta, 1984; Goold and Campbell, 1987; Gupta, 1988). Thus,
position-specific knowledge can be defined as those experiences that help the new CEO
to better deal with the current and future strategic posture of the company. Such
knowledge and experiences speed up the learning process which the CEO and the
organisation have to go through. Specifically, they help the new CEO to — in the intuiting
phase — more quickly understand the opportunities that the current strategic posture of the
company offers, to develop and share — in the interpreting phase — ideas about the future
direction of the company, to coordinate — in the integrating phase — the actions of all
organisational members in the intended direction, and finally — in the institutionalising
phase — to make sure that these actions become routinised (Rowe et al., 2005). Crossan
et al. (1999) argue that especially the (subconscious) perception of the opportunities
inherent in the current strategic posture of the company depends very much on past
experiences and acquired knowledge of the new CEO. Thus, new CEOs who, due to their
past experiences, are more familiar with the current strategic posture of their company
are likely to come to clear ideas about its future direction more quickly.

Studies from CEO-strategy fit research support this view. This research stream argues
that certain demographic experiences of the CEO lead to a preference for a specific
strategic posture. Large companies, which are the focus of this study, define strategic
posture mainly by the type of diversification strategy that the company follows (Goold
and Campbell, 1987; Hill et al., 1992). CEOs with a background in, for example,
engineering have been found to have a predisposition for a more focused diversification
strategy whereas CEOs with a background in the social sciences rather prefer a more
conglomerate diversification strategy (e.g. Tyler and Steensma, 1998; Bertrand and
Schoar, 2003). Several empirical studies from the CEO-strategy fit field have shown that
CEOs, over time, attempt to realise their preferred strategic posture. Additionally, these
studies have come to the conclusion that companies that align their strategic posture
to the CEO’s preferences and experiences, i.e. create a fit between CEO experiences
and the strategic posture of the company, show a higher firm performance (Gupta and
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Govindarajan, 1984; Hambrick and Mason, 1984; Govindarajan, 1989; Reed and Reed,
1989; Thomas et al., 1991; Michel and Hambrick, 1992; Thomas and Ramaswamy, 1996;
Guthrie and Datta, 1998; Beal and Yasai-Ardekani, 2000; Entrialgo, 2002; Strandholm
et al., 2004).

In this paper, we adapt CEO-strategy fit research to new CEO learning. Our central
hypothesis is that the existence of position-specific knowledge of a new CEO, i.e. a fit
between characteristics of the new CEO and the company’s strategy at the time of
succession, leads to a shorter learning process and has a positive effect on firm
performance during the early tenure of the new CEO. This general hypothesis is specified
in the following.

3 Hypotheses

Prior studies from the CEO-strategy fit area as well as from upper echelons research have
identified four types of CEO experiences that are particularly relevant in combination
with the diversification posture of a company. These experiences are CEO educational
specialisation, CEO educational level, CEO functional specialisation and CEO industry
specialisation (e.g. Reed and Reed, 1989; Michel and Hambrick, 1992; Wiersema and
Bantel, 1992; Finkelstein et al., 2009). Thus, we propose that these demographic
experiences and their fit with the diversification posture of the company form important
components of the position-specific knowledge of a new CEO and separately as well
as combined have a positive effect on the learning process that new CEOs need to go
through.

3.1 Educational specialisation

Various empirical studies indicate that the type of education that a top manager has
completed possesses an impact on the way in which he or she thinks, acts and decides,
even if this education dates back a large number of years (Schein, 1967; Byrne, 1984;
Hitt and Tyler, 1991). In this context, researchers normally distinguish two different
types of educational specialisation — a background in engineering or the natural sciences
on the one hand and a background in business, law or other social sciences and
humanities on the other hand.

Top managers with an educational background in engineering or the natural sciences
often involve themselves more deeply in operational issues of their company (Graumann,
2004). Empirical research also shows that they tend to stay closer to their core business
(Tyler and Steensma, 1998). Top managers with a background in business, law or other
social sciences, in contrast, tend to put greater emphasis on the ‘global picture’ and are
able to deal with more complex organisational structures (Fondas and Wiersema, 1997,
Bertrand and Schoar, 2003).

Thus, new CEOs with a background in engineering or the natural sciences experience
a faster learning process in less diversified companies since their background enables
them to more quickly adapt to challenges in these companies where a stronger operative
engagement of top managers is necessary to realise synergies on the product or process
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levels (Michel and Hambrick, 1992; Barker and Mueller, 2002). In highly diversified
companies, in contrast, new CEOs with a background in business, law or other social
sciences and humanities get more easily acquainted with the company’s strategic posture.

Hypothesis 1: A position-specific knowledge fit between a new CEO’s educational
background and firm strategy has a positive effect on firm performance during the early
tenure of the CEO.

3.2 Educational level

Empirical studies show that the level of education that a top manager reaches has an
impact on the cognitive complexity that this manager is able to deal with (Wiersema and
Bantel, 1992; Palmer and Barber, 2001). Thomas et al. (1991), for example, have found
that a higher average educational level among a company’s top management team leads
to a stronger diversification into new product lines — not only because the top
management team is able to deal with greater cognitive complexity, but also because it is
more inclined to concentrate on the big picture instead of paying particular attention to
the operational issues of the company. Thus, a new CEO with a high educational level
experiences a faster learning process during the early tenure in highly diversified
companies. In less diversified companies, in contrast, decision making is often more
centralised so that a stronger involvement of the CEO in the operational issues of the
company is necessary (Hill et al., 1992; Chu, 2001). CEOs with less complex and less
academic approaches should be better able to meet these requirements. This means that
CEOs with lower educational levels learn faster in these types of companies.

Hypothesis 2: A position-specific knowledge fit between a new CEO’s educational level
and firm strategy has a positive effect on firm performance during the early tenure of the
CEO.

3.3 Functional specialisation

Functional background contributes to position-specific knowledge because managers
acquire knowledge and perfect their abilities in part through their work experience
(Bailey and Helfat, 2003). Different empirical studies indicate that the functional area
in which a top manager has spent most time before being promoted to a management
position possesses an impact on his or her thinking, acting and decision-making
behaviour (Dearborn and Simon, 1958; Waller et al., 1995). Jensen and Zajac (2004) as
well as Palmer and Barber (2001) have found, for example, that top managers with a
background in supporting or administrative functions, like finance or accounting, more
strongly associate themselves with diversification and acquisition activities. Thus, such
managers should go faster through the initial learning process of a newly appointed CEO
in highly diversified companies, since activities like portfolio design and portfolio
management reflect the main tasks of top managers in such companies. A background in
primary functions like operations, marketing or sales, in contrast, leads to a faster
learning process in less diversified companies, because these companies require more
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operative involvement from top management to realise synergies on the product and
process levels (Michel and Hambrick, 1992; Strandholm et al., 2004). Thus, the selection
of a new CEO with a functional background in primary functions like operations,
marketing or sales should have a positive effect on firm performance in less diversified
companies.

Hypothesis 3: A position-specific knowledge fit between a new CEQO’s functional
background and firm strategy has a positive effect on firm performance during the early
tenure of the CEO.

3.4 Industry specialisation

Several empirical studies indicate that the level of industry-specific knowledge that a
new CEO brings to his or her new position determines how well he or she is able to deal
with the different types of diversification posture of the company (Hitt and Tyler, 1991).
In less diversified firms, top managers are usually more involved in strategic and
operative matters at the business unit level. Therefore, industry-specific experience of the
new CEO is beneficial to get acquainted with the requirements of the new position
quickly (Gupta, 1984). In highly diversified firms, which operate in a number of different
industry environments, in contrast, the main task of top managers is to design and
manage the portfolio of businesses. In this case, top managers with a strong industry
specialisation run the risk of being more selectively focused on the area of their
specialisation, which may lead to inappropriate decisions for other areas (Starbuck and
Milliken, 1988; Hitt and Tyler, 1991). Therefore, new CEOs with experience in only one
industry are likely to learn faster and contribute to higher firm performance in less
diversified companies, whereas experience in a number of different industries speeds up
the learning process in highly diversified companies.

Hypothesis 4: A position-specific knowledge fit between a new CEO’s industry
specialisation and firm strategy has a positive effect on firm performance during the
early tenure of the CEQO.

3.5 Overall fit

The first four hypotheses reflect performance effects of the four single components
of a new CEQ’s position-specific knowledge. Van de Ven and Drazin (1985) argue that
drawing on these components individually incorporates the risk of leaving more complex
contingency relations between them undiscovered. Specifically, it is possible that the
single components of a new CEQO’s position-specific knowledge interact among each
other and form a complex system of multiple contingencies. A finance specialist, for
example, with an educational background in business and experience in multiple
industries may bring relevant position-specific knowledge to and thus learn faster in a
highly diversified company even though he or she does not have the high educational
level that would be desirable for new CEOs of such a company. Therefore, we regard it
as necessary to include a general measure of position-specific knowledge into the
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analysis which takes into account the overall fit between the diversification posture of the
company and all four above-mentioned experience attributes of the new CEO (Van de
Ven and Drazin, 1985; Thomas and Ramaswamy, 1996). We propose that this general
position-specific knowledge has a positive effect on the speed at which new CEOs learn
as well as on the performance during the early tenure of the CEO.

Hypothesis 5: A general position-specific knowledge fit between a new CEO'’s
demographic experiences and firm strategy has a positive effect on firm performance
during the early tenure of the CEOQ.

3.6 Time effects

We argue that position-specific knowledge reflected in a fit between a new CEO’s
experience and the company’s diversification posture decreases the learning need and
speeds up the learning process that new CEOs have to go through after taking charge.
Accordingly, we expect that the existence of position-specific knowledge leads to higher
firm performance during the early tenure compared to CEOs without such knowledge.
It is unlikely, however, that this superior performance occurs immediately, i.e. in the first
year, after the succession event, because even CEOs with relevant position-specific
knowledge have to go through a learning process first (Zajac, 1990; Michel and
Hambrick, 1992). Additionally, we expect that the performance effect of position-
specific knowledge disappears over time as other CEOs with less position-specific
knowledge also learn and catch up. Gabarro (1987) found that in general the initial
learning process of a newly appointed CEO lasts for about two and a half years before
learning becomes more incremental. This means that performance differences should
become marginal towards the end of the early tenure of a new CEO.

Hypothesis 6: The positive performance effect of position-specific knowledge of a new
CEO builds up during the CEO’s early tenure and then becomes more marginal.

4 Research design

4.1 Sample selection

We empirically tested the relationship between position-specific knowledge of a
new CEO and firm performance during the early tenure on the basis of a sample of
large German companies. For the purpose of sample selection, we compiled a listing
of Germany’s largest publicly listed companies. We used large and publicly listed
companies because a public listing in most cases ensures sufficient data access. Eighty
companies were listed in the main German stock market indices DAX and MDAX in
2005. These 80 companies formed the basis for sample selection. From this number we
excluded, in a first step, all companies in the financial services sector as well as those
companies which undertook their IPO after 2002 in order to ensure comparability of
results. In the remaining 57 companies we identified 105 CEO succession events between
1987 and 2002. Of these 105 CEOs, 25 remained in office for less than two years. We
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excluded them from the analysis because long-term effects of fit could not be analysed
for them. In four cases jointly held CEO positions occurred which could not be
considered either. Last but not least, we excluded 17 cases from the sample due to
incomplete data. Finally, a sample of 59 CEO succession events in 48 companies resulted
and formed the basis for the analysis. For data collection we used the databases
Munzinger Online, Who is Who and Osiris as well as annual reports of the companies in
the sample. An overview of the sample can be found in Appendix A.

4.2 Definition and measurement of variables

1 Firm performance: We measured firm performance using accounting-based
performance indicators (Shen and Cannella, 2002). Precisely, we computed Return
on Assets (ROA) for the year of appointment of a new CEO (#)) as well as for the
four following years (#,—t4). While accounting-based performance measures have
some disadvantages, ROA is a commonly used measure in management research
(Michel and Hambrick, 1992; Guthrie and Datta, 1998; Bigley and Wiersema, 2002)
and specifically in CEO research (Zajac, 1990; Shen and Cannella, 2002; Helfat
and Bailey, 2005). The main advantage of this measure is that the necessary
accounting data is publicly available. To calculate ROA, we used earnings before tax
to eliminate effects from varying corporate tax rates in Germany. Additionally, we
made adjustments for the general economic situation by subtracting the sample-
average ROA from the company-specific ROA in each particular calendar year. In
accordance with Gabarro’s (1987), observation that the learning phase of a new CEO
lasts for about two and a half years, we used the average adjusted ROA for a period
of three years after the succession event (#—f;) as the principal measure of
performance. Findings of Bailey and Helfat (2003) support this approach as they
state that the consequences of any disruption caused by the succession event should
be most noticeable in the first years of the tenure of a new CEO. This means that
the initial performance advantage of a new CEO with relevant position-specific
knowledge should disappear after about three years. For our time-lagged models, we
also used ROA in ¢y and #.

2 Corporate strategy: We defined corporate strategy as the diversification posture of a
company. In order to measure diversification posture, we used the entropy index
developed by Jacquemin and Berry (1979). While this index has its weaknesses, it is
still widely applied in empirical research. Additionally, no alternative measure with
as consistently high validity and equally good data access has been developed so far
(Markides, 2002; Robins and Wiersema, 2003). In order to compute the entropy
index, we used segment sales reported by the companies in the sample. This
procedure seemed to be reasonable since segment sales which companies define
themselves are believed to better express their strategic orientation than, for
example, a classification of their businesses according to NACE or SIC codes
(Ramanujam and Varadarajan, 1989; Hoskisson et al., 1993). For each company in
the sample, we computed the entropy index for the year in which a new CEO had
taken charge (#y) as well as for the following three years (#,—#;). In order to determine
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high, medium and low levels of diversification which were needed to measure fit,
we ranked the 59 CEOs in the sample according to the entropy index values of
their companies in the year of the succession event (f) and divided them up into
three groups of (almost) equal size. Accordingly, cut-offs were done after CEOs no.
19 and 37. The respective entropy index values for the cut-offs were 1.01 and 1.30
with values ranging from 0 to 2.59 and with a mean of 1.13. We chose three groups
to get to a more fine-grained group distribution and to achieve clearer results for
high and low levels of diversification. The degree of diversification served as the
basis for group distribution.

Position-specific knowledge: We measured position-specific knowledge as a fit
between four characteristics of the new CEO and the company’s strategic posture.
For this purpose, we used the interaction as well as the systems approach of fit
(Van den Ven and Drazin, 1985). First, building on the interaction approach, we
analysed the performance effects of a fit between the four CEO characteristics and
diversification posture individually. Then, following the systems approach, we
explored the simultaneous fit between all four CEO attributes and corporate strategy
(Thomas et al., 1991; Thomas and Ramaswamy, 1996; Entrialgo, 2002). In all cases,
we measured fit in two steps: first, we coded the four CEO characteristics into one of
three categories. Each categorisation was done by three independent coders, and
intercoder reliability reached 85.5%. Then, as the actual measure of fit, we created a
dummy variable which took on the value of 1 if the parameter value of the respective
CEO characteristic conformed to the diversification posture of the company. In all
cases, we measured fit in the year of the succession event (#).

Position-specific knowledge related to educational specialisation: In order to
determine the fit between educational specialisation and diversification posture,
we identified, in a first step, the dominant type of higher education for all CEOs in
the sample and classified it into one of the categories ‘business, law, other social
sciences and humanities’, ‘natural sciences and engineering’” as well as a
combination of the first two categories. Then, we created a dummy variable which
took on the parameter value of 1, if the educational specialisation of the CEO
matched the diversification posture of the respective company as specified in
hypothesis 1.

Position-specific knowledge related to education level: In Germany, most CEOs of
large companies hold a university degree equivalent to a master’s degree. Many
CEOs have even received doctoral degrees. We therefore coded the educational level
of the CEOs in the sample into one of the categories ‘no academic degree’, ‘bachelor
or master degree’ as well as ‘doctoral degree’. Then, we created a dummy variable
which took on the parameter value of 1, if the educational level of the CEO matched
the diversification posture of the respective company as specified in hypothesis 2.

Position-specific knowledge related to functional specialisation: In order to
determine the fit between functional specialisation and diversification posture, we
identified, in a first step, the functional area in which the new CEO had spent most
time before assuming a management position and classified it into one of the
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categories ‘finance, accounting, law and administration’ and ‘R&D, production,
marketing and sales’ as well as ‘other functional specialisations’. Then, we created a
dummy variable which took on the parameter value of 1, if the functional
specialisation of the CEO matched the diversification posture of the respective
company as specified in hypothesis 3.

Position-specific knowledge related to industry specialisation: We coded industry
specialisation of the CEOs in the sample on the basis of the number of changes
between industries which the CEOs had undertaken before taking charge. We
measured industry changes by classifying all companies which the CEOs had gone
through during their career into industry segments. The allocation to industry
segments followed the classification of Deutsche Borse (2005). Since on average, the
CEOs in the sample had experience in between one and two industries, we used
these two numbers as cut-off points. Thus, we classified all CEOs into one of the
three categories ‘single industry specialisation’, ‘specialisation in two industries’ and
‘multiple industry specialisation’. Then, we created a dummy variable which took on
the parameter value of 1, if the industry specialisation of the CEO matched the
diversification posture of the respective company as specified in hypothesis 4.

General position-specific knowledge: Different approaches have been suggested in
the literature in order to measure the overall fit between different variables (Van de
Ven and Drazin, 1985; Venkatraman and Prescott, 1990; Miller, 1991). In the
present study, we follow an approach that has been developed by Thomas and
Ramaswamy (1996). They code fit as a dichotomous variable taking on the value of
1 if four of the five variables for which they determined a fit showed a match. We
adapted this approach for the purposes of the present study. Specifically, we created
a dummy variable which took on the value of 1, if three of the four single fit
variables revealed a fit.

Control variables: In addition to the five variables that express the position-specific
knowledge of a new CEO, we integrated six other variables — company size, pre-
succession performance, company growth, strategic change, CEO company tenure
and the reason for CEO turnover — as controls because several studies have shown
that these variables impact firm performance during the early tenure of a new CEO
(Finkelstein et al., 2009). We used the following measures to assess the controls:

o Company size: We included company size as a control variable because of its
effect on managerial discretion (Hambrick and Finkelstein, 1987; Bailey and
Helfat, 2003). In order to measure company size, we computed the logarithm of
the company’s revenues in the year of the succession event (¢)). Logarithmic
values seemed appropriate to account for the fact that differences in size become
less relevant the larger a company gets (Michel and Hambrick, 1992; Thomas
and Ramaswamy, 1996).

e  Pre-succession performance: For pre-succession performance several other
studies have reported a positive relationship with firm performance during the
early tenure of the new CEO (Shen and Cannella, 2002; Zhang and Rajagopalan,
2004). We measured pre-succession performance as the average ROA of the
two years preceding the succession event (7 ,—7 ;).
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o Company growth: Company growth has been found to increase the learning
requirements for the new CEO as well as managerial discretion (Bailey and
Helfat, 2003; Zhang and Rajagopalan, 2004). We calculated company growth as
the Compounded Annual Growth Rate (CAGR) of company revenues in the
year of the succession event (¢,) as well as in the following three years (¢,—;).

e Strategic change: We control for strategic change because a larger degree of
change also demands a higher degree of organisational learning in the
integrating and institutionalising phases, thus prolonging the overall learning
process of the new CEO (Crossan et al., 1999). We measured strategic change as
the change in the degree of diversification of the company between the year
preceding the succession event (¢ ;) and the third year following the succession
event (3).

e CEO company tenure: We have chosen CEO company tenure as a control
because it reflects the firm-specific skills of the new CEO for which some
studies have found a positive relationship with firm performance during the
early tenure (e.g. Helfat and Bailey, 2005). We computed CEO company tenure
as the number of years which the new CEO had worked for the company before
actually taking charge.

e Reason for CEO turnover: Finally, we included the reason for CEO turnover as
a control variable. Different empirical studies, particularly in the German
context, give reason to believe that the consequences of CEO succession and the
mandate of the new CEO depend on the reason for CEO turnover. Particularly,
the question whether executive succession takes place voluntarily, involuntarily
or inevitably has been shown to play an important role as a predictor of the
degree of strategic change and performance. Therefore, we distinguished these
three types of executive succession and their effects on strategic change in the
present study (Schrader and Liithje, 1995; Salomo, 2001; Pitcher et al., 2000).
The classification of CEO succession events into the three categories
involuntary, voluntary and inevitable CEO turnover was done on the basis of a
content analysis of articles from the business press. Since the circumstances
under which CEOs resign are a popular topic in newspapers and magazines,
these sources of information seemed adequate to define the reason for CEO
succession (Salomo, 2001). If no distinct indication on the type of succession
could be found in the business press, the database Munzinger Online was
used as an additional source of information. The actual classification of the
succession events to the three categories involuntary, voluntary and inevitable
CEO turnover was then based on a list of indicators designed by Schrader and
Liithje (1995) (see Appendix B). Three coders independently classified the CEO
succession events based on a similar set of articles from the business press.
Intercoder reliability reached 87%.

5 Results

Table 1 reports the means, standard deviations and correlations for all variables used in
this study.
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Means, standard deviations and correlations

Table 1
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Table 2 presents the results of Ordinary Least Squares (OLS) regression analyses for the
dependent variable average ‘firm performance’ during the early tenure (hypotheses 1-5).
Three models were estimated: Model 1 only includes the control variables; in Model 2,
the main effects of the single components of position-specific knowledge related to
educational specialisation, educational level, functional background as well as industry
specialisation were added. In Model 3, the main effect of the variable ‘general position-
specific knowledge’ replaces the four variables expressing single components of
position-specific knowledge. All models are significant (p <.001) and explain between
73% and 79% of the variance in firm performance during the early tenure. Results hardly
change across different model specifications. They also remain the same if the single
components of position-specific knowledge are entered individually into the regression
model and if unadjusted ROAs are used as performance measures. We regard this as an
indication of the robustness of our findings. For all models additional tests show that the
requirements of homoscedasticity and normal distribution are met and that collinearity
cannot be observed (Kleinbaum et al., 2007).

Table 2 Results of OLS analyses for post-succession performance
Variable Model 1° Model 2 Model 3°
Company size —0.31** —0.31%*%  —0.31%%**
Pre-succession performance 0.61%%* 0.61%%*  (.57*%*
Company growth 0.15' 0.18* 0.17*
Controls ) .
Strategic change -0.14 -0.09 -0.11
Company tenure of new CEO 0.07 0.02 0.03
Reason for CEO turnover 0.02 —-0.03 0.01
Position-specific 0.17*
knowledge —general ’
Position-specific 0.20%*
knowledge — educational level '
. Position-specific %
Main effects knowledge — industry specialisation 0.17
Position-specific 20.06
knowledge — educational background ’
Position-specific 0.02
knowledge — functional background ’
F 23.78%** 18.06%** 22 73%***
R 73 79 76
AR? .06* .03*

Notes:  *Values are standardised regression coefficients; dependent variable:
post-succession performance
'p <.10:* p<.05; *¥* p < .01;*** p <. 001.

Model 2 shows that two of the four hypotheses regarding the influence of single
components of position-specific knowledge on firm performance, namely, hypotheses 2
and 4, find support. Hypothesis 2 proposes that a fit between corporate strategy and the
educational level of the new CEO has a positive effect on firm performance during the
early tenure. A positive and significant coefficient for the variable ‘position-specific
knowledge — educational level’ supports this hypothesis. In support of hypothesis 4, the
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results show a positive and significant relationship between position-specific knowledge
with regard to industry specialisation and firm performance. They do not show, however,
a significant relationship between firm performance and position-specific knowledge
based on a fit between strategy and educational specialisation or functional background.
Thus, the results do not support hypotheses 1 and 3. Hypothesis 5 proposes a positive
relationship between general position-specific knowledge and firm performance. Model 3
offers support for this hypothesis through a positive and significant coefficient for the
variable ‘position-specific knowledge — general’. In addition to the main effects, the
influences of the control variables are as follows. Pre-succession performance and
company growth have a positive and significant effect on post-succession performance,
while company size shows a negative and significant effect. All other control variables
are insignificant.

In order to test hypothesis 6, we estimated a final set of four regression models.
Hypothesis 6 proposes that the performance effect of position-specific knowledge of a
new CEO changes over time. Specifically, we assume that a positive effect results early
in the tenure of a new CEO and then vanishes. To test this hypothesis, we used
overlapping two-year averages of firm performance during the early tenure as dependent
variables, i.e. we calculated performance averages for the years ¢, and ¢,, for #; and ¢,, for
t, and #; as well as for #; and 7. We chose two-year average performance values in order
to control for potential biases in the performance figures for single years.

Table 3 shows the results of OLS regression analyses for these dependent variables.
All four models include the control variables as well as the main effect of general
position-specific knowledge for the four overlapping two-year periods in question. All
models are significant (p <.001) and explain between 65% and 82% of the variance in
firm performance in the four two-year periods of the early tenure of a new CEO. Again,
all models remain robust if unadjusted performance values are used. For all models
additional tests show that the requirements of homoscedasticity and normal distribution
were met and that collinearity could not be observed (Kleinbaum et al., 2007).

Table 3 Results of OLS analyses for post-succession performance over a CEO’s early tenure
Model 4° Model 5° Model 6* Model 7°
Dependent variable Avg. ROA ty—t; Avg. ROA t—t, Avg. ROA t,—t; Avg. ROA t;—t,
Controls Company size —0.18* —0.24%** —0.38%%** —0.45%**
Pre-succession 0.72%%% 0.50% %% 0.50%%* 0.45%%*
performance ’ ’ ’ ’
Company growth 0.15* 0.19* 0.12 0.05
Strategic change -0.05 -0.10 -0.12 -0.17*
Company tenure of
new CEO 0.00 0.03 0.04 0.00
Reason for CEO 0.16* 0.02 0.11 0.00
turnover

Position-specific

. . % sk

Main effect knowledge — general 0.08 0.17 0.21 0.12
F 32.83%** 21.02%** 18.51%** 10.97%**
R .82 74 72 .65

Notes:  *Values are standardised regression coefficients.
tp<.10; p<.05; " p<.01;"" p<.001.
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Models 4-7 show that the performance effect of the variable ‘general position-specific
knowledge’ changes over time. In the first two-year period after the succession event
(to and ;) no significant effect of this variable on firm performance can be observed. In
the second and third two-year periods (¢; and #, as well as #, and #) significant and
positive coefficients result. In the fourth two-year period (z; and #;) the significant effect
of the variable ‘general position-specific knowledge’ vanishes again. Thus, the results of
the present study also grant support for hypothesis 6.

6 Discussion and interpretation

Only recently and only in very few studies has organisational learning theory been
applied to new CEO learning and to firm performance during the early tenure of a new
CEO (Giambatista et al., 2005; Rowe et al., 2005). Organisational learning theory puts
particular emphasis on the knowledge that new CEOs bring to their position. Empirical
studies in this field have so far predominantly considered the performance effects of one
specific aspect of the knowledge base of a new CEO, namely firm-specific knowledge,
by investigating the performance consequences of insider compared to outsider
succession. Overall, these studies do not come to consistent results (e.g. Davidson et al.,
2002; Huson et al., 2004; Helfat and Bailey, 2005; Rhim et al., 2006; Karaevli, 2007).
Other aspects of the knowledge base, that a new CEO brings to the job, have not been
addressed empirically yet. Thus, this is the first study that considers the effect of
position-specific knowledge of a new CEO on firm performance during the early tenure.

Drawing on CEO-strategy fit research (Gupta, 1984; Gupta and Govindarajan, 1984;
Thomas et al., 1991; Thomas and Ramaswamy, 1996; Beal and Yasai-Ardekani, 2000;
Entrialgo, 2002), we argue that position-specific knowledge of a new CEO, measured as
a fit between corporate strategy and selected experiences of the new CEO, speeds up the
learning process that new CEOs have to go through and positively influences firm
performance during their early tenure in office. Overall, we find quite consistent results,
confirming four of our six hypotheses. These findings indicate that (a) a learning
perspective is useful as a theoretical framework for studying performance effects during
the early tenure of a new CEO and that (b) position-specific knowledge of a new CEO
deserves further attention in this context.

6.1 Organisational learning theory as a theoretical framework for studying
performance consequences during the early tenure of a new CEO

Research on the performance effects of CEO turnover has developed into one of the most
important research streams within the executive succession field over the last 40 years
(Kesner and Sebora, 1994; Giambatista et al., 2005). Initially, three conflicting
hypotheses have been brought forward as a theoretical guideline for research in this field
— the common sense, the vicious circle and the ritual scapegoat hypotheses. The common
sense hypothesis proposes a positive relationship between CEO succession and company
performance because the successor is assumed to bring in new perspectives and expertise
and to overcome deficits of the predecessor (Allen et al., 1979; Pfeffer, 1983). The
vicious circle hypothesis, in contrast, posits a negative relationship between CEO
succession and performance because the departure of a senior manager is believed to
further disrupt a struggling organisation (Grusky, 1963). Finally, the ritual scapegoat
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hypothesis proposes that executive succession is only a symbolic act that has no effect on
post-succession performance (Gamson and Scotch, 1964). In empirical research, no
consistent support for either one of these hypotheses has been found (e.g. Alexander and
Lee, 1996; Wiersema, 2002; Giambatista, 2004; Huson et al., 2004; Rowe et al., 2005).

In building on the common sense hypothesis, some studies also use resource
dependence theory as the central theoretical framework for studying succession in the
position of the CEO and particularly its relationship with firm performance (Hillman
et al., 2009). Resource dependence theory argues that CEO turnover allows organisations
to adapt itself to changing environmental conditions. Long CEO tenures or fast
environmental change can cause a misalignment between the organisation and its
environment which results in poor firm performance. Bringing in a new CEO, who is
better able to adapt the organisation to environmental needs, then leads to positive
performance effects during the early tenure. The resource dependence perspective has
received empirical support with regard to the relationship between pre-succession
performance and CEO succession; with regard to post-succession performance, however,
evidence is mixed (e.g. Zhang, 2006).

In this paper, we have therefore introduced a learning perspective which
complements the reasoning of resource dependence theory (Crossan et al., 1999).
Specifically, we argue that during their early tenure new CEOs go through a four-phase
learning process during which they develop an idea of how the organisation can strive
within its environment and during which they need to convince and align the
organisation. If this learning process is successful, positive effects on firm performance
result (Rowe et al., 2005). Organisational learning theory further posits that certain
experiences and specific types of knowledge allow new CEOs to proceed through the
learning process more quickly. Among these types of knowledge is position-specific
knowledge. Thus, the results of our study give reason to believe that organisational
learning theory offers a promising avenue for research on executive succession,
particularly on the performance effects during the early tenure of a new CEO.

Even if we advocate organisational learning theory as a theoretical lens for studying
consequences of executive succession, we have to stress that other perspectives might
also be relevant in order to obtain a full picture of the causes for performance differences.
As Hambrick and Fukutomi (1991) have highlighted, CEOs — during their early tenure —
need to respond to the mandate which has been given to them by the board upon their
appointment. It is well possible that initiating strategic change is an important aspect of
this mandate. Implementing such strategic change then leads to more comprehensive and
thus longer learning processes of the new CEO as well as of the organisation. Such a
mandate for change is particularly likely, if the predecessor CEO has been released or has
resigned voluntarily. Therefore, in our study, we have controlled for the level of strategic
change during the first-three years of a new CEQO’s tenure as well as for the reason for
CEO turnover. Results show a tendency towards significance (p <.1) for strategic change
whereas the reason for CEO turnover, i.e. if the predecessor CEO was released, left
voluntarily or retired, does not have any significant effect. This finding further supports
the relevance of organisational learning theory in the context of CEO succession.

6.2 Relevance of position-specific knowledge for firm performance during the
early tenure of a new CEO

The results of our study also suggest that the knowledge base of a CEO, that explains the
speed of the learning process as well as firm performance during the early tenure, is
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much more complex than postulated in earlier studies on executive succession. So far,
only relay succession as well as firm-specific knowledge and their effects on post-
succession performance have been studied — with mixed results (e.g. Davidson et al.,
2002; Huson et al., 2004; Helfat and Bailey, 2005; Rhim et al., 2006; Karaevli, 2007). In
this study, we have taken a first step towards a more fine-grained analysis of the
knowledge base of new CEOs and introduced a specific type of knowledge of a new
CEO - position-specific knowledge — and we have shown that this type of knowledge
plays a role in explaining positive performance effects during the early tenure of a new
CEO, whereas firm-specific knowledge — which we controlled for — does not.

Our results concerning the relevance of position-specific knowledge generally
correspond with those of CEO-strategy fit research. Studies of Entrialgo (2002), Thomas
and Ramaswamy (1996) and Thomas et al. (1991) have also come to the conclusion
that a general alignment between CEO experiences and company strategy has positive
performance effects. Compared to the present research, however, CEO-strategy fit
research takes a different starting point. Particularly, CEO-strategy fit research asks the
question if CEOs with different backgrounds prefer different strategies for their
companies and if following theses preferences leads to superior performance. In the
present study, in contrast, the focus lies on learning advantages of new CEOs who
already possess relevant position-specific knowledge on assuming office. Additionally,
the present study has a clear theoretical fundament — organisational learning theory — that
CEO-strategy fit research is generally lacking.

As far as the components of position-specific knowledge are concerned, we have
found no effect of position-specific skills related to functional or educational
background. Rather, we have obtained significant results for position-specific skills
related to educational level and industry specialisation. While an effect of educational
level has already been observed by past research on CEO-strategy fit (Thomas et al.,
1991; Thomas and Ramaswamy, 1996; Entrialgo, 2002), the role of industry
specialisation has only been considered once in this context (Michel and Hambrick,
1992). These different findings can be explained by the fact that corporate-level top
managers, who are the focus of this study, are generally older than business-level
managers, whom previous studies have mostly focused on. Thus, they are further away
from their first socialisation in a certain functional area or study programme which
renders these experiences less important. On a corporate level, more general skills like
the ability to deal with complexity — expressed by educational level — or the breadth and
depth of experience — reflected by industry specialisation — become important.

Thus, the results of our study give reason to believe that the components of position-
specific knowledge that are relevant for explaining CEO learning as well as performance
effects during the early tenure, differ among management levels. Therefore, more
research on relevant components of position-specific knowledge seems necessary. At the
same time, the question arises if the knowledge base of only the CEO or the top
management team as a whole should be analysed in order to explain learning in the
context of CEO succession. In the German management literature, it is generally
acknowledged that in practice the CEO (“Vorstandsvorsitzender”) plays a dominant role
and that it is predominantly the CEO who is responsible for making decision on the
strategic alignment of companies (Schrader and Liithje, 1995; Leker and Salomo, 1998;
Oesterle, 1999; Salomo, 2001). Therefore, focusing on CEO learning seems adequate in
the context of the present study.
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Overall, the main contribution of our study lies in highlighting the role of a learning
perspective for studying performance effects during the early tenure of a new CEO and in
advocating a more fine-grained analysis of the knowledge base of this CEO. For this
purpose, we have introduced the concept of position-specific skills as one aspect of the
knowledge base that eases learning and positively affects performance during the CEO’s
early tenure.

Our study suffers from some limitations. First, for designing the position-specific
knowledge construct, we have chosen four demographic variables which are commonly
used in upper echelons research in connection with corporate strategy. Additionally, we
have assessed fit on the basis of a dummy variable. Although we have taken care in
designing this construct, it is possible that the four variables do not comprehensively
reflect position-specific knowledge of new CEOs and that other measures of fit better
reflect this knowledge. Therefore, further validation and extension of our construct in
future studies is desirable. Second, we base our results on a rather small sample of only
59 CEOs from 48 companies. Therefore, a further extension of the sample would be
beneficial.

7 Conclusion

The present study has shown that research on the knowledge base of new CEOs needs to
go beyond the traditional insider-outsider debate that only considers firm-specific
knowledge. The concept of position-specific knowledge, that has been presented in this
study and that combines CEO-strategy fit research with research on new CEO learning
and executive succession, offers a good starting point. Future research in this field needs
to build on and expand this concept. In this context, different conceptualisations of
position-specific knowledge and different variables as, for example, international work
experience or experience as a managing director should be tested (e.g. Thomas and
Ramaswamy, 1996; Beal and Yasai-Ardekani, 2000).

Besides avenues for further research, the present study also offers implications for
corporate practice. Specifically, the results indicate that boards should consider the
learning process that a new CEO but also the organisation needs to go through after a
CEO succession event. If boards seek continuity for their company, they need to take
measures to shorten the learning phase. Position-specific knowledge of the new CEOQ, i.e.
a familiarity of the CEO with the current strategic posture of the company, seems helpful
at this end and also ensures positive performance effects during the early tenure. If
boards, in contrast, see a necessity for strategic change in their company, they need to be
aware of the fact that a longer mutual learning process of the CEO as well as of the
organisation results. This extended learning process is very likely to have a negative
effect on firm performance during the early tenure of the CEO and is at the same time
more risky. Leo Apotheker at Hewlett-Packard is a good example of the latter case. His
goal to transform HP from a more hardware-driven to a more software-driven company
initiated a complex mutual learning process that was unsuccessful and ended in
Apotheker’s dismissal in September 2011 (Menn, 2011). Thus, taking the learning
process into account before appointing a new CEO might protect boards from negative
surprises.



Position-specific knowledge, new CEO learning and firm performance 25

References

Alexander, J. and Lee, S. (1996) ‘The effects of CEO succession and tenure on failure of rural
community hospitals’, Journal of Applied Behavorial Science, Vol. 32, pp.70-88.

Allen, M., Panian, S. and Lotz, R. (1979) ‘Managerial succession and organizational performance:
a recalcitrant problem revisited’, Administrative Science Quarterly, Vol. 24, pp.167-180.
Bailey, E.E. and Helfat, C.E. (2003) ‘External management succession, human capital, and
firm performance: an integrative analysis’, Managerial and Decision Economics, Vol. 24,

pp.347-369.

Barker, V.L. and Mueller, G.C. (2002) ‘CEO characteristics and firm R&D spending’,
Management Science, Vol. 48, pp.782-801.

Beal, R. and Yasai-Ardekani, M. (2000) ‘Performance implications of aligning CEO functional
experiences with competitive strategies’, Journal of Management, Vol. 26, pp.733-762.

Bertrand, M. and Schoar, A. (2003) ‘Managing with style: the effect of managers on firm policies’,
Quarterly Journal of Economics, Vol. 118, pp.1169—-1208.

Bigley, G. and Wiersema, M.F. (2002) ‘New CEOs and corporate strategic refocusing: how
experience as heir apparent influences the use of power’, Administrative Science Quarterly,
Vol. 47, pp.707-7217.

Boal, K. and Hooijberg, R. (2000) ‘Strategic leadership research: moving on’, Leadership
Quarterly, Vol. 11, pp.515-549.

Byrne, B. (1984) ‘The general/academic self-concept nomological network’, Review of
Educational Research, Vol. 54, pp.427-456.

Chu, W. (2001) ‘Contingency organizations and shared values: multiple logics in managing
diversification’, Asia Pacific Journal of Management, Vol. 18, pp.83-99.

Crossan, M.M., Lane, H.W. and White, R.E. (1999) ‘An organizational learning framework: from
intuition to institution’, Academy of Management Review, Vol. 24, pp.522-537.

Davidson III, W.N. and Nemec, C. (2002) ‘Worrell DL, Lin J. Industrial origin of CEOs in outside
succession: board preference and stockholder reaction’, Journal of Management and
Governance, Vol. 6, pp.295-321.

Dearborn, D.W. and Simon, H.A. (1985) ‘Selective perception: A note on the departmental
identifications of executives’, Sociometry, Vol. 21, pp.140-144.

Deutsche Borse (2005) Branchenindizes. Available online at: http://deutsche-boerse.com/dbag/
dispatch/de/listcontent/gdb_navigation/information_services/30 Indices Index_Licensing/
30_Equity Indices/98 Branchenindizes/content files/pi_sp tabelle branchenindizes.htm
(accessed on 18 July 2005)

Donaldson, G. and Lorsch, J. (1983) Decision Making at the Top, Basic Books, New York, NY.

Entrialgo, M. (2002) ‘The impact of the alignment of strategy and managerial characteristics on
Spanish SMEs’, Journal of Small Business Management, Vol. 40, pp.260-270.

Finkelstein, S., Hambrick, D.C. and Cannella Jr., A.A. (2009) Strategic Leadership, Oxford
University Press, Oxford.

Fondas, N. and Wiersema, M. (1997) ‘Changing of the guard: the influence of CEO socialization
on strategic change’, Journal of Management Studies, Vol. 34, pp.561-584.

Gabarro, J. (1987) Dynamics of Taking Charge, Harvard Business School Press, Boston, MA.

Gamson, W. and Scotch, N. (1964) ‘Scapegoating in baseball’, American Journal of Sociology,
Vol. 70, pp.69-72.

Giambatista, R.C. (2004) ‘Jumping through hoops: a longitudinal study of leader life cycles’,
Leadership Quarterly, Vol. 15, pp.607-624.

Giambatista, R.C., Rowe, W.G. and Riaz, S. (2005) ‘Nothing succeeds like succession: a
critical review of leader succession literature since 1994°, Leadership Quarterly, Vol. 16,
pp.963-991.



26 T. Wulf and S. Stubner

Goold, M. and Campbell, A. (1987) Strategies and Styles — The Role of the Centre in Managing
Diversified Corporations, Oxford University Press, Oxford.

Govindarajan, V. (1989) ‘Implementing competitive strategies at the business unit level:
implications of matching managers to strategies’, Strategic Management Journal, Vol. 10,
pp-251-269.

Graumann, M. (2004) Die Managementkonzepte von Ferdinand Piech und Jack Welch — ein
Rekonstruktionsansatz’, Zeitschrift  fiir betriebswirtschafiliche Forschung, Vol. 56,
pp-282-298.

Grusky, O. (1963) ‘Managerial succession and organizational effectiveness’, American Journal of
Sociology, Vol. 62, pp.21-31.

Gupta, A.K. and Govindarajan, V. (1984) ‘Business unit strategy, managerial characteristics, and
business unit effectiveness at strategy implementation’, Academy of Management Journal,
Vol. 27, pp.25-41.

Gupta, A.K. (1984) ‘Contingency linkages between strategy and general manager characteristics:
a conceptual examination’, Academy of Management Review, Vol. 9, pp.399—412.

Gupta, A.K. (1988) ‘Contingency perspectives on strategic leadership: current knowledge and
future research directions’, in Hambrick, D. (Ed.): The Executive Effect, JAI Press,
Greenwich.

Guthrie, J. and Datta, D. (1998) ‘Corporate strategy, executive selection, and firm performance’,
Human Resource Management, Vol. 37, pp.101-115.

Hambrick, D.C. and Finkelstein, S. (1987) ‘Managerial discretion: a bridge between polar views of
organizational outcomes’, Research in Organizational Behaviour, Vol. 9, pp.369—406.

Hambrick, D.C. and Fukutomi, G. (1991) ‘The seasons of a CEQO’s tenure’, Academy of
Management Review, Vol. 16, pp.719-742.

Hambrick, D.C. and Mason, P. (1984) ‘Upper echelons: the organization as a reflection of its top
managers’, Academy of Management Review, Vol. 9, pp.193-206.

Helfat, C.E. and Bailey, E.E. (2005) ‘External succession and disruptive change: heirs-apparent,
forced turnover and firm performance’, Strategic Organization, Vol. 3, pp.47-83.

Hill, C.W.L., Hitt, M.A. and Hoskisson, R.E. (1992) ‘Cooperative versus competitive structures in
related and unrelated diversified firms’, Organization Science, Vol. 3, pp.501-521.

Hillman, A.J., Withers, M.C. and Collins, B.J. (2009) ‘Resource dependence theory: a review’,
Journal of Management, Vol. 35, pp.1404—1427.

Hitt, M.A. and Tyler, B.B. (1991) ‘Strategic decision models: integrating different perspectives’,
Strategic Management Journal, Vol. 12, pp.327-351.

Hoskisson, R., Hitt, M.A., Johnson, R. and Moesel, D. (1993) ‘Construct validity of an objective
(entropy) categorical measure of diversification strategy’, Strategic Management Journal,
Vol. 14, pp.215-235.

Huson, M.R., Malatesta, P.H. and Parrino, R. (2004) ‘Managerial succession and firm
performance’, Journal of Financial Economics, Vol. 74, pp.237-275.

Jacquemin, A. and Berry, C. (1979) ‘Entropy measure of diversification and corporate growth’,
Journal of Industrial Economics, Vol. 27, pp.359-369.

Jensen, M. and Zajac, E.J. (2004) ‘Corporate elites and corporate strategy: how demographic
preferences and structural position shape the scope of the firm’, Strategic Management
Journal, Vol. 25, pp.507-524.

Karaevli, A. (2007) ‘Performance consequences of new CEO ‘outsiderness’: moderating effects of
pre- and post-succession contexts’, Strategic Management Journal, Vol. 28, pp.681-706.

Kesner, 1. and Sebora, T. (1994) ‘Executive succession: past, present & future’, Journal of
Management, Vol. 20, pp.327-372.

Kleinbaum, D., Kupper, L. and Muller, K. (2007) Applied Regression Analysis and other
Multivariable Methods, 4th ed., Duxberry Press, Pacific Grove, CA.



Position-specific knowledge, new CEO learning and firm performance 27

Leker, J. and Salomo, S. (1998) ‘Die Verdnderung der wirtschaftlichen Lage im Verlauf eines
Wechsels an der Unternehmensspitze’, Zeitschrift fiir betriebswirtschafitliche Forschung,
Vol. 50, pp.156-177.

Markides, C. (2002) ‘Corporate strategy: the role of the centre’, in Pettigrew, A., Thomas, H. and
Whittington, R. (Eds): Handbook of Strategy and Management, Sage, London.

Menn, J. (2011) “HP rises over talk about Apotheker successor’, Financial Times. Available online
at:  http://www.ft.com/intl/cms/s/2/4¢268022-¢472-1¢0-92a3-00144 feabdcO.html #axzzlna
OPgpVx (accesses on 12 February 2012).

Michel, J. and Hambrick, D. (1992) ‘Diversification posture and top management team
characteristics’, Academy of Management Journal, Vol. 35, pp.9-37.

Miller, D. (1991) ‘Stale in the saddle: CEO tenure and the match between organization and
environment’, Management Science, Vol. 37, pp.34-52.

Oesterle, M-J. (1999) Fiihrungswechsel im Top-Management, Gabler, Wiesbaden.

Palmer, D.A. and Barber, B.M. (2001) ‘Challengers, elites and owning families: a social class
theory of corporate acquisitions in the 1960s’, Administrative Science Quarterly, Vol. 46,
pp-87-120.

Pfeffer, J. (1983) ‘Organizational demography’, Research in Organizational Behavior, Vol. 5,
pp-299-357.

Pitcher, P., Chreim, S. and Kisfalvi, V. (2000) ‘CEO succession research: methodological bridges
over troubled waters’, Strategic Management Journal, Vol. 21, pp.625-648.

Ramanujam, V. and Varadarajan, R. (1989) ‘Research on corporate diversification: a synthesis’,
Strategic Management Journal, Vol. 10, pp.523-551.

Reed, R. and Reed, M. (1989) ‘CEO experience and diversification strategy fit’, Journal of
Management Studies, Vol. 26, pp.251-270.

Rhim, J.C., Peluchette, J.V. and Song, 1. (2006) ‘Stock market reactions and firm performance
surrounding CEO succession’, Mid-American Journal of Business, Vol. 21, pp.21-30.

Robins, J. and Wiersema, M. (2003) ‘The measurement of corporate portfolio strategy: analysis
of the content validity of related diversification indexes’, Strategic Management Journal,
Vol. 24, pp.39-59.

Rowe, W.G., Cannella, A.A., Rankin, D. and Gorman, D. (2005) ‘Leader succession and
organizational performance: Integrating the common-sense, ritual scapegoating, and vicious-
circle theories’, Leadership Quarterly, Vol. 16, pp.197-219.

Salomo, S. (2001) Wechsel der Spitzenfiihrungskraft und Unternehmenserfolg, Dunker & Humblot,
Berlin.

Schein, E. (1967) ‘Attitude change during management education’, Administrative Science
Quarterly, Vol. 11, pp.601-628.

Schrader, S. and Liithje, C. (1995) ‘Das Ausscheiden der Spitzenfithrungskraft aus dem
Unternehmen: Eine empirische Analyse’, Zeitschrift fiir Betriebswirtschaft, Vol. 65,
pp-467-492.

Shen, W. and Cannella, A. (2002) ‘Revisiting the performance consequences of CEO succession:
the impacts of successor type, postsuccession senior executive turnover, and departing CEO
tenure’, Academy of Management Journal, Vol. 45, No. 4, pp.717-733.

Starbuck, W. and Milliken, F. (1988) ‘Executives’ perceptual filters: what they notice and how
they make sense’, in Hambrick, D. (Ed.): The Executive Effect, JAI Press, Greenwich.

Strandholm, K., Kumara, K. and Subramanian, R. (2004) ‘Examining the interrelationships
among perceived environmental change, strategic response, managerial characteristics, and
organizational performance’, Journal of Business Research, Vol. 57, pp.58-68.

Thomas, A. and Ramaswamy, K. (1996) ‘Matching managers to strategy: further tests of the miles
and snow typology’, British Journal of Management, Vol. 7, pp.247-261.



28 T. Wulf and S. Stubner

Thomas, A., Litschert, R. and Ramaswamy, K. (1991) ‘The performance impact of strategy-
manager coalignment: an empirical examination’, Strategic Management Journal, Vol. 12,
pp-509-522.

Tyler, B. and Steensma, K. (1998) ‘The effects of executive’s experiences and perceptions on their
assessment of potential technological alliances’, Strategic Management Journal, Vol. 19,
pp.939-965.

Van de Ven, A. and Drazin, R. (1985) ‘The concept of fit in contingency theory’, Research in
Organizational Behavior, Vol. 7, pp.333-365.

Venkatraman, N. and Prescott, J. (1990) ‘Environment-strategy coalignment: an empirical test of
its performance implications’, Strategic Management Journal, Vol. 11, pp.1-23.

Waller, M., Huber, G. and Glick, W. (1995) ‘Functional background as a determinant of
executives' selective perception’, Academy of Management Journal, Vol. 38, pp.943-974.

Weick, K.E. (1995) Sensemaking in Organizations, Sage, Thousand Oaks, CA.

Wiersema, M. (2002) ‘Holes at the top: why CEO firings backfire’, Harvard Business Review,
Vol. 80, No. 12, pp.70-77.

Wiersema, M. and Bantel, K. (1992) ‘Top management team demography and corporate strategic
change’, Academy of Management Journal, Vol. 35, pp.91-121.

Zajac, E. (1990) ‘CEO selection, succession, compensation and firm performance: a theoretical
integration and empirical analysis’, Strategic Management Journal, Vol. 11, pp.217-230.
Zhang, Y. (2006) ‘The presence of a separate COO/president and its impact on strategic change

and CEO dismissal’, Strategic Management Journal, Vol. 27, pp.283-300.
Zhang, Y. and Rajagopalan, N. (2004) ‘When the known devil is better than an unknown god: an

empirical study of the antecedents and consequences of relay CEO successions’, Academy of
Management Journal, Vol. 47, pp.483-500.



Appendix A

Position-specific knowledge, new CEO learning and firm performance

Sample overview
Company name New CEO name Year of taking
charge
ADIDAS-SALOMON AG Louis-Dreyfus, Robert 1993
ADIDAS-SALOMON AG Hainer, Herbert 2001
ALTANA AG Tromel, Frank 1987
ALTANA AG Schweickart, Nikolaus 1990
BASF AG Strube, Jirgen 1990
BAYER AG Schneider, Manfred 1992
BAYERISCHE MOTOREN WERKE AG - Pischetsrieder, Bernd 1993
BAYERISCHE MOTOREN WERKE AG - Milberg, Joachim 1999
BEIERSDORF AG Kunisch, Rolf 1994
BILFINGER BERGER AG Bodner, Herbert 1999
CELESIO AG Oesterle, Fritz 1999
CONTINENTALAG von Griinberg, Hubertus 1991
CONTINENTALAG Wennemer, Manfred 2001
DAIMLER CHRYSLER AG Reuter, Edzard 1987
DAIMLER CHRYSLER AG Schrempp, Jurgen E. 1995
DEGUSSA AG Bufe, Uwe-Ernst 1996
DEGUSSA AG Felcht, Utz-Hellmuth 2000
DEUTSCHE LUFTHANSA AG Weber, Jirgen 1991
DEUTSCHE POST AG Zumwinkel, Klaus 1995
DEUTSCHE TELEKOM AG Sommer, Ron 1995
DOUGLAS HOLDING AG Kreke, Henning 2001
E.ON AG Simson, Wilhelm 1998
FRAPORT AG Bender, Wilhelm 1993
FRESENIUS AG Krick, Gerd 1992
HEIDELBERGER DRUCKMASCHINEN AG  [Schreier, Bernhard 1999
HEIDELBERGER ZEMENT AG Hiilstrunk, Rolf 1995
HENKEL KGAA Winkhaus, Hans-Dietrich 1992
HENKEL KGAA Lehner, Ulrich 2000
HOCHTIEF AG Keitel, Hans-Peter 1992
HUGO BOSS AG Littmann, Peter 1993
HUGO BOSS AG Baldessarini, Werner 1998
IWKA AG Fahr, Hans 1996
K+S AKTIENGESELLSCHAFT Bethke, Ralf 1991
KARSTADT QUELLE AG Urban, Wolfgang 2000
KRONES AG Kronseder, Volker 1996
LINDE AG Full, Gerhard 1997
MAN AG Rupprecht, Rudolf 1996
MERCK KGAA Scheuble, Bernhard 2000
METRO AG Korber, Hans-Joachim 1999
MG TECHNOLOGIES AG Neukirchen, Karl-Josef (Kajo) 1993
NORDDEUTSCHE AFFINERIE AG Marnette, Werner 1994
PFLEIDERER AG Bufe, Ralf H. 2000
PROSIEBENSAT1 MEDIA AG Rohner, Urs 2000
RHEINMETALLAG Eberhardt, Klaus 2000
RWE AG Kuhnt, Dietmar 1995
SALZGITTER AG Leese, Wolfgang 2000
SAP AG Hopp, Dietmar 1988
SCHERING AG Vita, Giuseppe 1989
SCHERING AG Erlen, Hubertus 2001
SIEMENS AG von Pierer, Heinrich 1992
SUDZUCKER AG Spettmann, Theo 1995
THYSSENKRUPP AG Kriwet, Heinz 1991
THYSSENKRUPP AG Schulz, Ekkehard D. 1998
TUI AG Pieper, Ernst 1989
TUI AG Frenzel, Michael 1994
VEBA AG Hartmann, Ulrich 1993
VIAG AG Obermeier, Georg 1995
VOLKSWAGEN AG Piech, Ferdinand 1993
VOSSLOH AG Schuchmann, Burkhard 1994
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Appendix B Selected indicators for different reasons of CEO turnover
Inevitable Voluntary Involuntary
CEO turnover CEO turnover CEO turnover
. - - N -
. CEO is said to have Supervisory board
Retirement taken the decision resolves contract
Supervisory board Strong conflicts with
is rather passive supervisory board
Health
problems No public demand CEO made responsible
for resignation for problems
Death Contract with CEO Strategy is regarded
would have been as inappropriate
L prolonged/fulfilled )




