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A B S T R A C T   

Long CEO tenure can harm firm performance even after the CEO is replaced. We analyze this issue by condi-
tioning post-turnover firm performance on the length of the preceding CEO’s tenure. Identification comes from 
instrumenting sudden CEO deaths as an exogenous shock to tenure length. We find that when a successor takes 
over after a long-tenured CEO, operating performance and stock returns are significantly lower, restructuring 
costs are higher, “big baths” are larger, and firm recovery is slower. Weaker corporate governance and a long- 
tenured CEO with lower skills amplify these post-turnover effects.   

1. Introduction 

The typical goals of creating shareholder-friendly CEO remuneration 
contracts are to align managerial incentives with the interests of the 
firm’s shareholders and to engage the CEO with the firm through a 
longer-term contract1 (Holmström, 1982; Gibbons and Murphy, 1992). 
However, recent media debates and academic research (Whitehead, 
2011; Henderson et al., 2006; Brochet et al., 2021) have put a spotlight 
on the issue of what is the optimal length of a CEO’s tenure. Given that 
managerial short-termism becomes a problem in the latter parts of their 
tenures (Prendergast and Stole, 1996; Edmans et al., 2012; Pan, Wang, 

and Weisbach, 2016), understanding whether long-tenured CEOs have 
long-lasting effects even after replacement is an economically relevant 
question. 

Studies have examined the relevance of CEO fixed effects on firm 
performance around CEO turnovers (Fee and Hadlock, 2004), which are 
usually mixed announcements events that also include information on 
the turnover reasons, as well as the successor’s characteristics (Jenter 
and Kanaan, 2015). The main goal of such studies is to provide evidence 
on whether the new CEO matters to firm performance (Huson, Mala-
testa, and Parrino, 2004). In a theoretical study, Casamatta and Guembel 
(2010) model the dynamic relationship between a long-tenured CEO and 
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her successor and claim that a manager’s decisions affect future firm 
performance, potentially beyond the manager’s own tenure. However, 
empirical evidence on this relationship is nonexistent, and whether and 
how the length of the CEO’s tenure affects decision-making and firm 
performance under the new CEO remains empirically a largely unex-
plored topic. We focus on this legacy aspect of a long-tenured CEO. 

Focusing on predecessor’s tenure, rather than performance, has some 
advantages. The performance effects of poor prior management de-
cisions may not be immediately observable; managers can temporarily 
mask bad performance through earnings management and other such 
tactics, facilitated by lower monitoring (Dikolli et al., 2014). Tenure, on 
the other hand, is easily observable and quantifiable. Thus, if a long 
tenure is indeed associated with bad performance (as suggested by 
Brochet et al., 2021), then focusing on its length is empirically more 
reliable in our paper’s context. 

We contribute to the literature on managerial tenure by providing 
the first comprehensive set of tests where we condition the subsequent 
firm performance on the length of the preceding CEO’s tenure. Using 
CEO turnovers events in US public firms, we test for a significant rela-
tionship between the post-turnover performance of the firm and the 
tenure of the preceding CEO (“the predecessor CEO”). Since CEO-firm 
matching is endogenous (Jenter and Kanaan, 2015), the tenure length 
is also endogenously determined. Proper identification in such empirical 
settings is methodologically challenging (Jenter et al., 2016). However, 
when a CEO’s tenure is cut short by external factors, such as sudden 
death (Jenter et al., 2016; Quigley et al., 2017; Brochet et al., 2021), this 
endogenous relationship likely breaks, and identification becomes 
possible. We also use the age at which the predecessor CEO took office as 
a second instrument. If a person becomes CEO at an old age, that person 
is marginally less likely to have a long tenure. Thus, using sudden deaths 
and the age at which the predecessor CEO took office as two in-
struments, we improve identification by implementing a self-selection 
(2SLS) estimation. Self-selection here refers to firms that, for various 
economic and governance reasons, self-selected to keep their CEOs for a 
long period of time and thus, created a group of long-tenured CEOs. We 
focus on this set of predecessor CEOs whose tenures lasted longer than 
seven years (the median tenure of a CEO in our sample) and compare 
them to short-tenured ones. Our analyses are in a 
difference-in-difference format, whereby the firm performance during 
the three years before is compared to the performance during the three 
years after a turnover (as in Huson et al., 2004). 

We find that during the post-turnover years, Tobin’s Q, the abnormal 
stock return, and ROA are significantly lower for the cases when the 
predecessor CEO had a tenure longer than the sample median. Using a 
variation of Cox’s (1972) hazard rate model, we formally establish that 
for these long-tenured cases, the above performance measures take 
much longer to recover their peak levels observed in the few years prior 
to the turnover event. Thus, for such cases, the recovery period from the 
damage done during the last years prior to the turnover (Brochet et al., 
2021) is significantly extended. 

Furthermore, the size and intensity of the “cleanups” (restructuring 
costs and write-offs) after a long-tenured CEO are larger. In the first few 
years following replacement, the firms report significantly larger di-
vestments and restructuring costs2 (Weisbach, 1995; Bens and Johnston, 
2009; Barron et al., 2011) and higher incidences of “big baths” (Elliott 

and Hanna, 1996; Hazarika et al., 2012).3 Adut et al., (2003) link 
restructuring charges to the cash compensation and tenures of CEOs; and 
thus, these costs are relevant in our context. Similarly, “big baths” 
represent severe forms of cleanups, and they do tend to clear the air 
(Haggard, Howe, and Lynch, 2015). Reportedly, most CEOs engage in 
some form of earnings management early in their career (Elliott and 
Shaw, 1988; Pourciau, 1993; Ali and Zhang, 2015). We show that the 
new CEOs that follow a long-tenured predecessor tend to conduct an 
economically larger and more severe form of earnings management; 
namely, asset write-offs. More drastic changes seem necessary to wipe 
the slate clean after a long-tenured CEO. 

Next, we focus on various cross-sectional analyses that could shed 
light on the firm dynamics that allow some CEOs to overstay much 
longer than optimal and, in the process, do damage to the firms’ pros-
pects. We report that the effects of the post-turnover low performance 
are more severe and more frequent in firms with weak corporate 
governance (weaker boards and dual-role CEOs), which suggests that 
over the years the long-tenured CEOs have become very powerful and 
entrenched within the firm. They appear to “overstay their welcome,” 
and when departing they leave the firm in a shape that requires serious 
restructuring by their successor. This is in line with the predictions from 
the literature on employee psychology (Murphy, 1989; Hambrick and 
Fukutomi, 1991; Ackerman, 1992; Sturman, 2003) as well as the recent 
finding of an inverse U-shaped relationship between firm performance 
and tenure (Brochet et al., 2021). 

The post-turnover performance can also be lower because of the 
unusually good performance of predecessor CEOs (i.e., they were skil-
led). In this case, we implicitly assume that the pre-turnover perfor-
mance can at least be partly attributed to the abilities of the long- 
tenured CEOs (i.e., the firm was rational in keeping them for so long). 
We refer to such cases as high-skill CEOs and show that controlling for 
CEO ability (Demerjian et al., 2012) does not completely eliminate the 
aforementioned relationship between tenure and post-turnover perfor-
mance. We find only weak evidence that the long-tenured CEO’s ability 
is the reason for post-turnover underperformance of the firm. Put 
differently, the corporate governance explanation seems more plausible 
than the CEO skill. 

The above findings may have policy implications for some executive 
boards’ practices of tying-up the CEOs for a longer time with their 
current firms as well as for succession planning. If indeed a CEO’s per-
formance deteriorates when tenure is longer, then certain tenure-related 
corporate bylaws are called for. Such bylaws can be imposed internally 
through changing the firms’ charters or by openly formulating board 
polices of not keeping a CEO longer than a certain number of years. 

2. Related literature 

While academic work on how current CEO’s tenure affects the suc-
cessor’s managerial decisions and performance is scarce, the studies on 
how CEO tenure affect firm performance is quite voluminous. We review 
the relevant studies to gain insights on the possible mechanisms though 
which a preceding CEO’s lengthy tenure can affect the future perfor-
mance and behavior of the incoming CEO. First, we report on the studies 
that analyze how tenure length impacts employee job performance. 

2 Several studies in the accounting literature have focused on the role of 
restructuring charges in managerial decision making. For example, Moehrle 
(2002) shows that restructuring charge reversals are routinely used to manage 
earnings. Lee (2014) finds a lesser association between restructuring charges 
and earnings management after SFAS 146. 

3 The term “big bath” is generally used to describe a large loss, asset write- 
down, or other non-recurring charges. Elliott and Hanna (1996), Francis 
et al., (1996), and Haggard, Howe, and Lynch (2015) analyze the 
earnings-related motives behind major asset write-offs. We use incidences of 
large asset write-offs (larger than 1% of the total assets; see our Appendix) as an 
indication that the company implemented a “big bath” form of earnings man-
agement. Moore (1973) argues that “taking a bath” alters the firm’s bench-
marks (e.g., shrinks assets) and increases future earnings by removing future 
losses from future income statements. Thus, it should be considered a form of 
discretionary earnings management. 
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Then, we review how the nature of CEO turnovers affects the tenure- 
performance relationship. Finally, we develop our hypotheses on the 
long-tenured CEOs and their successor’s performance. 

2.1. Tenure length and performance on the job 

A proper understanding of the relationship between CEO tenure and 
firm performance requires insights from many branches of academic 
scholarship. We reviewed several relevant strands of the literature that 
ultimately helped us understand the role of two separate managerial 
effects: the time-invariant style of each individual manager (managerial 
fixed effects such as talent) and the time-varying attributes of the same 
manager (age, tenure, etc.). 

On the one hand, most studies in financial accounting emphasize the 
time invariant features of the manager. For example, Bertrand and 
Schoar (2003) find that the managerial fixed effects (or managerial 
style) explain the unknown parts of firm performance and these effects 
remain persistent for the same manager across firms. The managerial 
style is also important in CEO compensation (Graham et al., 2012), cost 
of capital (Francis, Hasan, Zhu, 2020), and accounting practice (Dyreng, 
Hanlon, and Maydew, 2010; Bamber, Jiang and Wang, 2010). 

On the other hand, some papers from the management literature 
emphasize the time varying features of managerial performance and 
decision-making. The dynamic performance4 research has conducted 
studies on the predictability of employer performance (see Sturman, 
2007 for a review). One strand of dynamic performance research aims to 
investigate within-person patterns of performance and to understand 
what affects these patterns. Useful frameworks for analyzing the factors 
that affect the temporal dynamics in job performance are given by the 
models of changing subjects and changing tasks. The changing subjects 
or changing-person model (Keil and Cortina, 2001) refers to changes in 
the personal characteristics of the employee, such as ability, knowledge 
accumulation, and motivation, all of which over time can influence 
performance. The changing tasks model (Alvares and Hulin, 1972; 
Deadrick and Madigan, 1990) predicts that performance changes, 
because job requirements change through the introduction of new 
technology. 

Many studies document an inverted U-shaped relation between job 
performance and temporal variables such as age (Rhodes, 1983; McEvoy 
and Cascio, 1989; Avolio et al., 1990). Sturman (2003) studies three 
temporal variables: age, job experience, and organizational tenure (i.e., 
an accumulation of work-related information that is conceptually 
distinct from job experience). While learning theory and organizational 
socialization posits that job experience and organizational tenure have a 
positive initial effect, the effect of age is generally assumed to be 

increasingly negative over time.5 Sturman (2003) thus postulates an 
inverse U-shaped relationship between performance and time, as the 
negative effect of age should overtake the positive but declining effects 
of the other temporal variables. Indeed, he finds empirical support for a 
negative longer term slope between the temporal variables and job 
performance. Hambrick and Fukutomi (1991) model the progression of 
a lengthy CEO tenure that consists of five stages, whereby a negative 
time effect dominates in the last “dysfunctional” stage. Shen and Canella 
(2002) argue that the strong strategic inertia arising from long-tenured 
CEOs can create serious problems for the successor, since the strategies 
and structures created during the preceding CEO’s long tenure may no 
longer be appropriate. Consistent with these studies, Miller (1991) 
presents reasons (such as narrowed managerial perceptions, managerial 
power, and overconfidence) for why the strategies of the firm may 
deviate more from optimal when there is a long-tenured CEO in charge. 

Studies in the financial literature have addressed the temporal effect 
on performance in connection with the tenures of board members and 
CEOs. Huang and Hilary (2018) find support for a U-shaped inverse 
relationship between outside directors’ tenure and firm performance 
(Tobin’s Q), while controlling for many other factors. Their results show 
that an optimal tenure length is around 10 years. Similarly, Brochet et al. 
(2021) report an inverted U-shaped relation between CEO tenure and 
firm value as well as acquisition announcement returns. Their findings 
are the result of two interplaying forces. The positive but declining 
benefits from on-the-job learning, experience, and relationship building; 
and the negative effects of an increasing mismatch between the 
incumbent CEO and the firm (due to changes in its environment) along 
with the CEO’s increasing risk aversion and increasing reluctance to 
change (Holmström, 1982). Brochet et al. (2021) also discuss alternative 
explanations for their findings of which one is that CEOs with good 
performance may get recruited more easily to run bigger firms, while 
poorly performing CEOs have an incentive to stay on the job longer. 
Their specification tests indicate that the alternative explanations are 
not the main driver of their results. The average inflection point for the 
relationship between CEO tenure and firm value is around 11 years in 
their main model; however, in line with Hambrick and Fukutomi’s 
(1991) insights, the inflection point shifts to lower (higher) values for 
firms in more (less) dynamic settings. 

2.2. Studies of CEO turnover 

The bulk of papers on CEO turnovers focus on managerial effects that 
are associated with the retiring CEO. Given the many reasons for turn-
over (voluntary versus involuntary), conditioning on the reason for the 
replacement (retirement, new opportunities, sudden death, or involun-
tary dismissal) is necessary to avoid negative and positive performance 
effects of a CEO change cancelling out in the aggregate. A major 
complication in studies of CEO succession is that the post-turnover ef-
fects typically are mixed events (Combs et al., 2007) in which they refer 
to how the new CEO compares with the old one (is the change for better 
or worse). Therefore, the papers on CEO replacements tend to condition 
also on the characteristics of the successor (e.g., external or internal hire; 
Ertimur et al., 2018). 

CEO turnovers are associated with significant changes in asset di-
vestments (Weisbach, 1995; Barron et al., 2011), top management team 
turnover (Hayes et al., 2006), earnings management (Elliott and Shaw, 
1988; Hazarika et al., 2012; Ali and Zhang, 2015), “strategic noise” 
(Griffin et al., 2011), stock price reactions at the announcement (Weis-
bach, 1988; Huson et al., 2004) as well as changes in the firm’s operating 

4 The term dynamic performance refers to the idea that an individual’s job 
performance changes over time. Key theoretical developments within the dy-
namic performance research include the employment stage models by Acker-
man (1987), (1992) and Murphy (1989). Ackerman proposes a theory of skill 
acquisition, postulating that individuals proceed through three stages: 1) the 
cognitive phase requiring mental abilities during which progress is fast, 2) the 
associative phase involving refinement of the stimulus-response connections 
developed in stage one, and 3) the final stage where performance is automatic 
and can be completed even without the full attention of the performer. Task 
complexity and consistency naturally affects the process through these stages. 
Murphy (1989) extends Ackerman’s model from simple task performance to the 
job performance context by distinguishing between two stages, the transition 
and maintenance stages. Murphy’s model predicts that in the latter stage, 
cognitive ability is less important and personality and motivational factors play 
a more important role for job performance. 

5 The decrement theory of aging (Giniger et al., 1983) supports the claim of 
adverse effect of age on performance. Similarly, Verhaegen and Salthouse 
(1997) find strong support for a negative influence of age on cognitive abilities. 
Age also negatively interacts with ambition and overall career motivation 
(Rhodes, 1983). 
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performance (Denis and Denis, 1995; Huson et a, 2004). For example, 
Weisbach (1995) and Barron et al. (2011) study large asset sales in 
relation to CEO turnover. Weisbach reports an increased probability of 
divesting a major asset at a loss after a CEO change. Since there is 
apparent endogeneity (the divestment decision and the CEO change may 
be both due to the poor performance), Weisbach (1995) also studies 
normal retirements and finds no measurable difference in their effect on 
the likelihood of divestiture. Barron et al. (2011) condition the asset 
sales on successor type as well as top management team turnover. They 
find that a CEO departure is associated with discontinued operations 
only for succession by contenders (but not by followers).6 In the case of 
an outside CEO, the likelihood of discontinuation is significantly higher 
only when it coincides with the departure of other top management 
executives. 

Denis and Denis (1995) report that while normal CEO retirements 
are followed by small increases in operating income, forced turnovers 
are preceded by large and significant declines in operating performance 
and intense corporate control activity. Such forced CEO turnovers are 
also followed by large improvements in performance. Controlling for 
mean reversion in firm performance, Huson et al. (2004) finds that 
various accounting measures tend to deteriorate prior to CEO turnovers 
and improve afterwards, and this effect is stronger for forced turnovers. 
Using a control group, the authors find support for the improved man-
agement hypothesis, rather than the scapegoat hypothesis which relies 
on mean reversion in firm performance. 

Since CEO dismissals are often presented by the firm as voluntary 
changes, many researchers have turned to studying sudden CEO deaths 
instead. These cases offer a cleaner sample of “random events” given 
that suicides are typically screened out. Such studies typically show 
rather insignificant market reactions in the total population (Johnson 
et al., 1985; Salas, 2010) but may find significant excess returns for 
certain subsets of CEOs based on either their or governance character-
istics (Johnson et al., 1985; Worrell et al., 1986; Borokhovich et al., 
2006). For example, Salas (2010) finds that while age and tenure indi-
vidually correlate weakly with the stock market’s reaction to sudden 
deaths, the price reaction is strongly positive when the CEO’s tenure 
exceeds 10 years, and the abnormal stock returns over the last 3 years 
have been negative. Bennedsen et al. (2020), in turn, report that the 
hospitalization of a senior corporate executive is likely to cause a sig-
nificant decline in firm profitability. Quigley et al. (2017) find a stronger 
reaction to sudden deaths in later years that indicates CEOs have become 
more influential over time. Finally, Jenter et al. (2016) have reported a 
very heterogeneous pattern with many specific significant effects such as 
negative abnormal returns to sudden deaths of a founder-CEO, but a 
positive effect for slow deaths or sudden deaths of old and long-tenured 
CEOs. 

Studies of the CEO-turnover-firm-performance relationship also offer 
some insights into the effect of CEO tenure. Dikolli et al. (2014) find that 
the turnover-performance relationship declines over the tenure and that 
longer tenured CEOs are associated with weaker governance structures. 
Specifically, they find that board independence and the number of board 
meetings were lower and that the board size was larger for tenured CEOs 
as compared to new ones. The causality of such a relationship remains 
largely ambiguous. The authors interpret their results as indicating that 
CEO tenure is related to past performance that reflects a form of “sta-
tistical entrenchment” more than weak governance. However, they also 
conclude that they cannot rule out the possibility that weak governance 
permits managerial entrenchment that weakens the 
performance-turnover relationship as tenure increases. This finding is 
relevant to our study as it indicates that in the long-tenured group of 

CEOs, there may be greater heterogeneity, because of low monitoring 
CEOs with low performance may avoid being replaced. Interesting 
findings related to CEO tenure are also reported by Shen and Canella 
(2002) who claim that there is an inverted U-shaped relationship be-
tween the tenure of the departing CEO and post-succession ROA of the 
firm. Griffin et al. (2011), on the other hand, find significantly more 
“strategic noise” (announcements of dividends, earnings, changes in key 
executives, etc.) around the appointment of the new CEO. One of the 
control variables used in the “strategic noise” regressions is the tenure of 
the preceding CEO. 

2.3. Hypothesis development 

We base our hypotheses on the CEO-related dynamic performance 
theory (Miller, 1991; Hambrick and Fukutomi, 1991; Sturman, 2003; 
Brochet et al., 2021). According to this theory, CEO autonomy grows 
over tenure (connections to clients and suppliers strengthen, influence 
over the board and owners increases, etc.), and learning-on-the-job 
slows down. After a certain point, managers become fixated on their 
own ways and become resistance to change. Eventually their perception 
of their firm’s organizational structure narrows, and the need for reor-
ganization goes unnoticed. A certain strategic inertia develops within 
the firm (Miller, 1991; Shen and Canella, 2002), and both the top 
managers and subordinates become reluctant to change anything. In a 
study of CEOs’ attitudes towards change, Musteen et al. (2005) report 
tenure to be the most important determinant of resistance to change. 
Tenure also reduces the effects of other attributes (e.g., age) as it gets 
longer. 

Jenter et al. (2016), among others, describe a simple frictionless 
competitive assignment framework to understand the matching between 
firms and CEOs and the replacement of the latter that also includes 
valuation consequences. Betzer et al. (2020) elaborate on some of the 
frictions that may distort the matching and replacement. In a frictionless 
world, the firm replaces the incumbent CEO as soon as its value under 
them becomes lower than its value under the next best alternative 
manager. However, according to Brochet et al. (2021), such frictions 
create the conditions under which some CEOs end up having unneces-
sarily long tenures and that an inversed U-shaped relationship exists 
between those tenures and firm performance. 

In light of the findings by Brochet et al. (2021), we first postulate that 
long-tenured CEOs are damaging to firm performance during the last 
few years of their tenure. We then put focus on the performance of the 
incoming CEO. If indeed there is an inversed U-shaped relationship 
between CEO tenure and firm performance, then firm mismanagement 
should be greater in the case of very long-tenured CEOs as compared to 
the rest. Correcting for such mismanagement should require more effort 
from the successor and it should take more time. In such cases, the 
turnover of the CEO facilitates the correction of their “errors” —such as 
manager-specific investments (Shleifer and Vishny, 1989) or a lack of 
necessary (de)investments or restructurings (Boot, 1992; Prendergast 
and Stole, 1996)— and post-turnover actions taken by the successor may 
reflect this error correction.7 

This is the basic idea that underlies all our tests, and it is new to the 
literature in the sense that no other study has systematically conditioned 
all post-turnover performance effects on the tenure of the preceding 
CEO. We focus on the tenure of the preceding CEO as it is easily 
observable and quantifiable as compared to, for example, past perfor-
mance that can temporarily be masked especially under lower 

6 Barron et al. (2011) use the definitions of Shen and Canella (2002) who 
distinguish between three distinct types of CEO succession: outsider, follower 
(including an insider appointed after the retirement of the outgoing CEO), and 
contender (an insider appointed after the resignation of the outgoing CEO). 

7 According Eisfeldt and Kuhnen (2013) and Garrett and Pavan (2012), 
however, both CEO turnover and post-turnover actions can be responses to 
shocks that affect CEO/firm productivity. Such shocks are neither in the control 
of the predecessor CEO nor the board of directors. To control for such cases, we 
analyze whether the impact of long-tenured predecessor is different in dynamic 
industries (i.e., industries that are more prone to productivity shocks). 
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monitoring. Moreover, strategic misalignments may result in perfor-
mance effects with long lags. We study operational performances (ROA, 
restructuring costs, and write-offs) as well as market returns and valu-
ations (abnormal stock returns and Tobin’s Q). If indeed the latter years 
of a long-tenured CEO are damaging to firm performance (Huson et al., 
2004; Brochet et al., 2021), then we predict that the new CEO will have a 
more difficult time turning the firm around. The relative under-
performance of such firms would continue during the first few years of 
the new CEO as any correction will take some time before certain 
measures are put in place and the firm starts showing improvements. 
The need for major cleanups after long-tenured CEOs would also be 
stronger and deeper as the strategic inertia created by the predecessor 
would be much stronger in such cases (see e.g. Quigley and Hambrick, 
2012). In short, we hypothesize that the relationship between the pre-
ceding CEO’s tenure and firm performance will be negative. Similarly, 
the longer tenure of the preceding CEO is likely to increase the depth and 
the size of the cleanups (restructuring costs and asset write-offs). Hence, 

Hypothesis 1A. : There is a negative relationship between firm per-
formance during the first few years of a new CEO and the tenure of the 
preceding CEO. 

Hypothesis 1B. : There is a positive relationship between the size of 
the clean-ups during the first few years of a new CEO and the tenure of 
the preceding CEO. 

How do long-tenured CEOs manage to stay in office and cause the 
mess that their successors have to clean up? We use our next hypothesis 
to analyze the mechanism that can explain the relationship described 
above. One of the factors that can modify this relationship is the 
corporate governance of the firm. We posit that firms with strong 
corporate governance will keep a CEO longer only when it is in the in-
terest of the owners, that is, when the performance of the CEO justifies a 
longer tenure. However, long-tenured CEOs would also have more time 
to entrench themselves via investments (Shleifer and Vishny, 1989). 
Also, firms managed by such successful and charismatic CEOs may end 
up with weaker governance structures as suggested by Hermalin and 
Weisbach (1998), and they would be more reluctant to undo prior in-
vestments even if a new productivity shock requires such change (Boot, 
1992; Prendergast and Stole, 1996). On the other hand, if the CEO 
underperforms but again the firm’s corporate governance is weak (the 
CEO has more power), the firm may delay their firing. Regardless of the 
performance of the CEO, longer tenures are likely to be observed if a firm 
has weak corporate governance. Thus, we predict that the negative 
relationship between long-tenured CEOs and post-turnover performance 
will be more pronounced in weak corporate governance firms. Namely, 

Hypothesis 2. The negative relationship between firm performance 
during the first few years of a new CEO and the tenure of the preceding 
CEO is stronger when corporate governance is weak. 

Also, skill and motivational factors that affect the preceding CEO can 
modify the relationship described in Hypothesis 1. According to Murphy 
(1989), personality and motivational factors play a larger role in per-
formance in the latter stages of a career. Hence, there should be some 
cross-sectional variation among the long-tenured CEOs’ performance 
based on their managerial ability. The post-succession negative effects 
should be stronger when predecessor CEO have stayed in power for a 
long time in spite of their being mediocre managers (i.e., long tenure 
was not justified by exceptional skills). 

Hypothesis 3. The negative relationship between firm performance 
during the first years after succession and the tenure of the preceding 
CEO is more pronounced if that CEO had less skill. 

3. Data and sample selection 

In this section, we describe our data sources, our sample selection, 
and the construction of various measures that we use in this study. 

Detailed definitions of all the variables used in this study can be found in 
Appendix A. 

3.1. CEO turnovers and long-tenured CEOs 

We start by identifying all the CEO turnover events between 1993 
and 2013 from the Execucomp database. First, we retrieve the list of all 
the instances when the name and executive ID (EXECID) of the CEO of a 
given firm (GVKEY) changes from one year to another. There are about 
4000 such cases between 1993 and 2013. This list constitutes our initial 
raw data for CEO turnovers. We then manually check each case by 
reading the relevant news from Factiva or Lexus-Nexus to verify that the 
turnover indeed occurred and when. We drop the cases when we cannot 
verify whether the turnover shown in Execucomp occurred within one 
year of the real turnover as mentioned in the news.8 At the end, we are 
left with 2428 CEO turnover events. 

We create a time frame around each turnover starting three years 
before and ending three years after the event (a la Huson et al., 2004). 
The three-year period leading up to the turnover (t = − 3,− 2,− 3) is 
referred to as Before and the three-year period after (t = +1,+2,+3) is 
called After. The year of the turnover (t = 0) is dropped from our ana-
lyses.9 For each of the years in this window we calculate various ac-
counting and stock performance measures found in the Compustat, 
CRSP, and Execucomp databases. We assure that each turnover event 
has exactly six years associated with it.10 If a firm has two back-to-back 
CEO turnovers (say in 1997 and in 1999), then certain fiscal years for 
this firm appear twice in our data.11 Thus, we have a total of 14,568 
(=2428 ×6) firm-years that correspond to 2428 CEO turnovers that 
involve 1475 unique firms (on average, 1.65 turnovers per firm). 

We also find some information about the preceding CEO’s tenure at 
the time of the turnover (Predecessor CEO Tenure). For example, the 
median Predecessor CEO Tenure in our sample is seven years that typi-
cally indicates the preceding CEOs quit after seven years of service. 
Thus, using the Predecessor CEO Tenure measure, we classify each of our 
2428 turnovers events as the ones that involve a long- or a short-tenured 

8 Most of these dropped cases are related to restructuring events (takeovers or 
divestitures) whereby the CEO appears to change but in reality, they became 
the CEO of the divested company.  

9 Prior literature recommends that this event year t = 0 to be excluded from 
the analyses (see Gertner et al., 2002; and Huson et al., 2004). However, in a 
series of robustness tests, we verify that including this event year t = 0 in our 
regression analysis does not affect our results. This issue is particularly relevant 
in the cases of write-offs (Haggard et al., 2015) since prior literature claims that 
the first year of a CEO turnover is very critical for earning management (Elliott 
and Shaw, 1988; Ali and Zhang, 2015). In untabulated tests we verify that there 
is a spike in write-offs in year t = 0 in our sample, as well. In a related 
robustness test, we again verify that including year t = 0 into our write-offs 
(clean-up) regressions does not alter our qualitative conclusions.  
10 Our qualitative results do not change when we include only the cases where 

the full [− 3;+ 3] time frame is observable (i.e., we remove the CEO turnovers 
for which the CEOs quit within 1–2 years after they started their jobs).  
11 In the example above, the 1996 accounting variables will appear twice as 

belonging to the Before periods of both turnovers. The year 1998 will appear 
twice: once belonging to the After period of the first turnover and then 
belonging to the Before period of the second turnover. The year 2000 will also 
appear twice as belonging to the After periods of both events. The year 1997 
will be dropped from first turnover’s time frame, but it will appear once as part 
of the Before period of the second turnover. Similarly, the year 1999 will appear 
once as part of the After period of the first turnover. 
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predecessor CEOs. The turnovers that involve CEOs who had a tenure 
longer than seven years are called Long-Tenured CEO turnovers.12 The 
rest are Short-Tenured CEO turnovers. 

3.2. Data used for firm performance measures before and after a CEO 
turnover 

Our analysis of the cleanup efforts after a CEO turnover requires 
indicators of the activities that capture various dimensions of these ef-
forts and the related firm performance measures. We use annual and 
quarterly accounting data from the Compustat database for the period 
from 1993 to 2013 when calculating the accounting performance mea-
sures, such as return on equity (ROA) and restructuring charges. The 
stock-based performance measures, such as Tobin’s Q and long-run buy- 
and-hold (BHAR), are calculated using data on monthly dividend- 
adjusted stock returns from CRSP, along with the CRSP equally- 
weighted market returns. In our stock return analysis we include only 
firms with at least 12 months of available data on stock prices. The data 
on CEO characteristics is obtained from Execucomp, and the source for 
our firm and industry characteristics is Compustat’s annual files. 

3.3. Descriptive statistics 

The descriptive statistics for our sample are reported in Table 1. The 
average age is quite high: 58.9 years with a median of 60. There is only a 
small difference between the averages and means for age between the 
short- and long-tenured CEOs (e.g., median ages of 59 and 61, respec-
tively). Tobin’s Q is higher in the firms with long-tenured CEOs. More 
than half of our firms (54.5%) pay dividends, and 39% of the firms in our 
sample had a loss during at least one of the past three years. Average 
sales growth is 8% and is somewhat higher among the firms managed by 
long-tenured CEOs. 

In Table 2, we report the results from a univariate analysis of the 
differences in firm performance between the pre- and post-CEO turnover 
years (diff-in-diff). That is, we compare the development of each vari-
able during the 3 years prior to the CEO change, and during the 3 years 
following the change (the CEO turnover year being excluded). We do 
that separately for two sub-groups of firms, formed on the basis of the 
predecessor CEO’s tenure. The differences are computed so that the 
prior year’s variable values have been deducted from the post-turnover 
year’s values (post minus pre). 

We find that the two subsamples (long- versus short-tenured) 
significantly differ from each other in many respects. The change in 
the average Tobin’s Q is much bigger in the group of long-tenured CEOs 
(− 0.329) as compared to short-tenured CEOs (− 0.156), and the differ-
ence between the two groups is significant at the 1% level. Also, many 
other variables have a similar pattern: the restructuring charges and 
asset write-offs increase significantly more for the post-turnover period 
in the group of long-tenured CEOs, and the change in ROA is signifi-
cantly lower in that group. For the short-tenured CEOs, the median stock 
price appreciates by about 2.7% over the 36 months following the 
turnover (BHAR36), but for long-tenured CEOs it deteriorates by about 
11.8% (difference is statistically significant at the 1% level). On the 
other hand, an opposite pattern is observable for sales, assets, and the 
number of business segments: in dollar terms, they increase significantly 
more for long-tenured CEOs. 

Taken as a whole, the pattern points to efforts by successors of long- 

tenured CEOs to increase sales even though the current productivity and 
performance of the firm is suffering. At the same time, there is evidence 
of restructuring the business and of reshuffling some segments in prep-
aration for the future. Also, cleaning up for the future earnings by 
conducting write-offs (a la Haggard et al., 2015) is also observable in the 
univariate statistics. These findings provide preliminary evidence in 
support of Hypotheses 1 A and 1B. 

4. Methodology 

In this section, we describe our setup for the difference-in-difference 
estimation. We also elaborate on our self-selection model and the in-
struments used to achieve better identification. 

4.1. Difference-in-difference estimation 

Throughout the study, we seek to understand the effects of longer 
tenures on various post-turnover economic outcomes. To better identify 
such effects, we use a form of a difference-in-difference (diff-in-diff) 
approach whereby we distinguish the effects of long-tenured CEOs from 
the effects of other CEOs. Specifically, we apply the form developed in 
Gertner et al. (2002) and Huson et al. (2004): 

Performit = β0i +β1iAfterit +β2iLTPi +β3t(Afterit ∗LTPi)+γitXit +θt +∅i +ϵit

(1)  

where Performit is a performance variable for the firm-year (Tobin’s Qit, 
BHARit, ROAit, Restructuring Costsit, or major asset Write-offsit). The 
dummy Afterit indicates the post-turnover period for each firm i, and 
Long-Tenured Predecessor (LTPi) shows for which firms the predecessor 
CEOs had a long tenure (above seven years). The interaction variable 
(Afterit*LTPi) is of main interest to us, as it captures how well the new 
CEO performs conditional on their predecessor’s tenure. Xit is a vector of 
firm controls (Log(sales), Leverage, Cash Holdings, NetPPE, CAPX, RND, 
Dividend Dummy, Acquisitions, and Log (SEGN)). All our empirical setups 
include year fixed effects (θt). We also implement a tighter identification 
specification by applying firm fixed effects (∅i) in Eq.(1). As explained in 
the previous section, an average firm experiences about 1.65 (=2428 
turnovers/1475 firms) turnovers during our sampling period that facil-
itates the implementation of an identification-enhancing diff-in-diff 
regression with firm fixed effects. 

Moreover, to implement a proper before-and-after estimation we 
work with a symmetrical window that constitutes the three years before 
and after the turnover (see previous section for the definition of Afterit 
dummy). This estimation achieves a better identification through a 
difference-in-difference, whereby long-tenured CEOs are compared to 
short-tenured ones. However, for such a before-and-after estimation to 
work properly, we can only use firm-specific controls in Xit. The CEO- 
specific variables are different in the before and after periods, as the 
individuals occupying the CEO position change; thus, the CEO charac-
teristics are not comparable across the two sides of the before-and-after 
estimation window. We control for any relevant CEO characteristics that 
may influence the relationship between the preceding CEO’s tenure and 
firm performance, such as power (corporate governance), by conducting 
subsample analyses for good versus weak corporate governance sub-
samples. Other related robustness tests (e.g., whether the predecessor 
CEO was a founder of the company13) are conducted by removing such 
cases from our sample of turnovers and rerun our analyses (in Section 6). 

To verify the reliability of our difference-in-difference estimation, we 
conduct tests based on the parallel trends assumption. In the Online 
Appendix (Table A1), we implement our parallel trends tests following 
the method in Table IV of Giroud and Mueller (2015) who also work 

12 Using a higher cut-off value (e.g., 10 years instead of 7) when defining Long- 
Tenured CEO, reduces the sample of treated observations. Nonetheless, our main 
results remain qualitatively the same. As we explain in Section 4, if instead of a 
binary variable Long-Tenured CEO we use a continuous tenure variable (Tenure_ 
Predecesor) and then interact it with After in a 2SLS estimation, does not alter 
our main conclusions either. The results from such a 2SLS are shown in our 
Online Appendix. 

13 Reportedly, the founder CEOs behave and perform differently than the 
other CEOs (Adams et al., 2009; Fahlenbrach, 2009). 
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with subsamples in the context of a difference-in-difference analysis. We 
do not find evidence that the parallel trends assumption is violated in 
our sample. Thus, using the difference-in-difference specification in Eq. 
(1) is appropriate for our context. 

4.2. Endogeneity of CEO tenure length 

Since many CEOs and firms are endogenously matched (Jenter and 
Kanaan, 2015), the extent to which a CEO stays with a firm is likely also 
endogenously determined. Achieving proper identification in such in-
stances is difficult (Jenter et al., 2016). However, when the tenure of a 
CEO is cut short by external circumstances, such as sudden death 
(Brochet et al., 2021), this endogenous relationship is likely perturbated, 
and identification is possible. Thus, using sudden deaths as instruments, 
we implement a self-selection (Heckman two-stage) model. 
Self-selection here refers to a firm which, for various economic and 
governance reasons, self-selects to extend its CEO’s tenure for a longer 
period (i.e., LTPi is endogenously determined). As indicated by Eq. 1, we 
also implement a diff-in-diff method alongside the self-selection model. 
As explained in Gertner et al. (2002) and Huson et al. (2004), using a 
diff-in-diff method in such settings is preferable for identification pur-
poses that are achievable with the help of a binary variable for tenure 
length, LTPi. However, we also implement a 2SLS estimation, whereby 
instead of a binary variable, we use the continuous tenure-length vari-
able, PredecessorTenurei (see Table 1 for descriptive statistics). While 
such a 2SLS is no longer a diff-in-diff, it helps assure that the results are 
not driven by the dichotomization of the predecessor CEO’s tenure (a 
continuous variable). The results from this robustness analysis are dis-
cussed in our Online Appendix. 

As explained in subsection 6.2 of Wooldridge (2002), when LTPi is 

endogenous, the interaction term Afterit*LTPi is also endogenous; thus, 
we need a separate first-stage regression for this term. The variables 
instrumenting for this interaction term can be themselves interactions of 
Afterit with the instruments for LTPi (see Wooldridge, 2002 for more 
detailed explanations). The same arguments apply when a 2SLS esti-
mation is implemented with PredecessorTenurei instead of LTPi. Thus, our 
Heckman two-stage estimation can be specified as:  

LTPi = α0i + α1i Instruments for LTPi + α2i Zi + μi                             (2)  

Afterit*LTPi = δ0i + δ1i Instruments for (Afterit*LTPi) + δ2i Zi + ξi        (3)  

Performit = β0i +β1iAfterit +β1iLTPi +β2i (Afterit*LTPi) +λ1iIMR1i +λ2iIMR2i 
+γitXit + єit                                                                                    (4) 

The variables that are included in Zi are the same control variables as 
in Xit. The inverse Mills ratios in Eqs. (2) and (3) are calculated as in 
Wooldridge (2002) and are referred to as IMR1 and IMR2, respec-
tively.14 Again, the time and firm fixed effects are applied in the second 
stage. 

Table 1 
Summary Statistics: Long- vs Short-Tenured CEOs.   

Entire Sample Short-Tenured CEOs Long-Tenured CEOs 

VARIABLES N mean median N mean median N mean median 

Panel A: Predecessor CEO characteristics at the time of the turnover event (year t = 0) 
Age (on turnover date) 2428 58.83 60 1277 58.00 59 1151 59.75 ** 61 ** 
PredecessorTenure (on turnover date) 2428 8.265 7 1277 3.955 4 1151 13.10 *** 12 *** 
Panel B: Firm Characteristics          
Tobin’s Q 12,918 1.975 1.529 6780 1.871 1.495 6138 2.089 *** 1.583 *** 
Tobin’s Q (industry adjusted) 12,918 0.459 0.0883 6780 0.350 0.0474 6138 0.579 *** 0.138 *** 
BHAR (36 months) 12,930 0.0163 -0.0352 6786 -0.00406 -0.0511 6144 0.0387 *** -0.0186 *** 
CAR (36 months) 12,930 0.0286 0.0152 6786 0.0110 0.00271 6144 0.0481 *** 0.0275 *** 
ROA 12,911 0.0263 0.0469 6774 0.0174 0.0424 6137 0.0361 *** 0.0509 *** 
Restructuring Charges (REST) 12,943 0.00308 0 6793 0.00319 0 6150 0.00295 0 
Writeoffs 12,943 0.0235 0 6793 0.0221 0 6150 0.0250 * 0 ** 
Idiosyncratic Risk 12,644 0.103 0.0890 6659 0.102 0.0886 5985 0.103 0.0894 * 
Size (Log(Sales)) 12,928 7.247 7.191 6783 7.266 7.226 6145 7.226 * 7.150 ** 
Revenues (Sales) 12,940 5126 1325 6791 4892 1371 6149 5384 1274 ** 
Total Assets 12,939 5707 1319 6792 5281 1377 6147 6177 1274 
Leverage 12,888 0.218 0.207 6761 0.222 0.210 6127 0.214 *** 0.204 *** 
Cash Holdings 12,910 0.286 0.0901 6773 0.280 0.0876 6137 0.292 ** 0.0932 *** 
Investments 12,823 0.0570 0.0423 6716 0.0575 0.0439 6107 0.0564 0.0408 ** 
RND 12,943 0.0356 0.00408 6793 0.0353 0.00654 6150 0.0359 0.000876 ** 
Dividend Dummy 12,943 0.545 1 6793 0.569 1 6150 0.519 *** 1 *** 
Acquisitions 12,943 0.0241 0 6793 0.0216 0 6150 0.0268 *** 0 *** 
lnSEGN 11,885 0.787 0.693 6288 0.794 0.693 5597 0.778 1.099 
Cash Flows 12,924 0.287 0.264 6781 0.295 0.274 6143 0.277 *** 0.253 *** 
Net Income 12,913 291.0 47.40 6774 255.2 43.20 6139 330.5 ** 51.23 *** 
Profit Margin 12,888 0.138 0.133 6759 0.128 0.125 6129 0.149 *** 0.141 *** 
Institutional Ownership 5752 0.742 0.770 3017 0.722 0.748 2735 0.764 *** 0.789 *** 

The table displays the summary statistics for the important variables used in this study. Panel A includes some CEO characteristics, and Panel B covers the firm and 
industry characteristics. We use a sample of CEO turnovers (2428 events) between 1993 and 2013. The firm years included in the sample correspond to the pooled 
firmyears that belong to the Before ([− 3,− 1]) and After ([+1,+3]) periods of each turnover event. The year 0 (the turnover year) is excluded from the sample. In our 
sample the median tenure of the predecessor CEO is 7 years, thus the sub-sample Long-Tenured Predecessor (Short-Tenured Predecessor) includes current CEO’s firm- 
years that had a predecessor with tenure longer (shorter) than 7 years. All the variables are defined in Appendix A. All the continuous variables are winsorized at 1% 
and 99% levels. The results from t-test (means) and Wilcoxon Ranksum test (medians) between “Short-Tenured CEOs” and “Long-Tenured CEOs” sub-samples are also 
shown. *** , **, and * indicate significance at the 1%, 5%, and 10% levels, respectively. 

14 Throughout the paper, we rely primarily on the IMR methodology to ac-
count for the endogeneity bias as advocated by, among others, Colak and 
Whited (2007). However, for robustness purposes we consider alternative 
methodologies that are also known to reduce endogeneity bias. These meth-
odologies are i) 2SLS with continuous tenure variable, ii) matching estimators 
(propensity score matching (Dehejia and Wahba, 2002) and bias-adjusted 
matching (Abadie and Imbens, 2006), and iii) entropy balancing method 
(implemented as in Hainmueller (2012)). The Online Appendix, Section B 
presents our main tests with these alternative methods. 
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4.2.1. Sudden deaths as an instrument for the length of CEO tenure 
Building on the findings of Combs et al. (2007), Salas (2010), Nguyen 

and Nielsen (2014), Jenter et al. (2016), Quigley et al. (2017), and 
Brochet et al. (2021), we use sudden deaths of CEOs as another instru-
mental variable that cuts short the planned tenure of the CEO. As argued 
in Brochet et al. (2021) and Jenter et al. (2016), this instrument should 
alleviate the identification concerns about the endogenous CEO-firm 
match and the resulting long tenure of a CEO. Sudden deaths occur 
randomly and exogenously to the current firm’s conditions (suicides are 
excluded from the sudden death sample). Since the CEO dies on the job, 
their tenure is cut shorter than intended and thus, its length is affected 
by these deaths (relevance condition of an instrument). Also, since such 
incidents are unexpected, they are unlikely to coincide with any other 
deliberate managerial changes that are independent of this event.15 

Thus, the relationship between long tenure and post-turnover 

performance is affected exclusively by the subsequent firm activities 
triggered by the sudden death of the CEO (i.e., the relationship is 
affected exclusively through this instrument). 

Another advantage of sudden deaths is that the new CEO is chosen 
independently of the preceding CEO’s opinion. Thus, the likelihood of 
long-tenured CEOs choosing their successors using different criteria than 
short-tenured ones is drastically reduced. In such cases, the incumbent 
CEOs have the power to comb through the new candidates and choose 
the one that fits their plans the most. External forces impose both the 
timing of the turnover and who would be the new CEO. 

Within our sample of 2428 turnovers, we manually identify the cases 
involving the sudden deaths of CEOs by closely following the method in 
Jenter et al. (2016) and Quigley et al. (2017).16 We find 37 cases that 
involve sudden CEO death.17 A dummy variable, CEODeathTurnoversi, is 
our second instrument to be used in the first-stage of the self-selection 
model.18 Of these sudden deaths, 19 belong to the short-tenured CEO 
subsample and 18 belong to long-tenured subsample. The difference 
between the mean CEODeathTurnoversi across the two subsamples is 
statistically insignificant that indicates the CEO deaths occur equally 
frequently in both the long- and short-subsamples. Similarly, while the 
correlation between age and sudden death is positive, its magnitude is 
only 0.07 (significant at the 10% statistical level) that means the sudden 
deaths do not necessarily have to occur at an older age; by definition, 
they are sudden. 

As suggested in Section 6 of Wooldridge (2002), to instrument for the 
interaction term, Afterit*LTPi, we create a new instrument from the 
interaction of Afterit and CEODeathTurnoversi. This interacted instrument 
(Afterit*CEODeathTurnoversi) is used together with our main instrument, 
CEODeathTurnoversi in the first stage of our model. 

4.2.2. Age when the CEO took office: an instrument for tenure length 
The economic reasoning (relevance criteria) for constructing our 

second instrument is sound: if a manager became a CEO at a very old 
age, then biologically having a substantially long tenure is more diffi-
cult. The decrement theory of aging (Giniger et al., 1983; Verhaegen and 
Salthouse, 1997) says that after a certain age, human cognitive abilities 
decline and performing their duties becomes very difficult for managers. 
Conversely, age also reduces career ambition and the overall motivation 
of managers (Rhodes, 1983). Thus, managers are marginally less likely 
to have very long tenures if they became a CEO at an older age. Such a 
variable should also satisfy the exclusivity criteria. Since in the 
post-turnover period the old CEO is no longer in power, it is unlikely for 
the age at which that person became CEO to affect the post-turnover 
performance through any other channel than the tenure of the prede-
cessor CEO (i.e., LTPi). 

Specifically, when constructing such an instrument, we use the 
Execucomp database to determine the age at which the predecessor 

Table 2 
Diff-in-Diff Analyses of Long- and Short-Tenured CEOs.  

Performance 
Measure 
Difference 
(After minus 
Before) 

Short-Tenured 
Predecessor 

Long-Tenured 
Predecessor 

Short- 
Tenured 
minus Long- 
Tenured 

Mean Median Mean Median Diff-in-Diff 

Tobin’s Q  -0.156  -0.037 -0.329 -0.113 0.173 *** 
Tobin’s Q (ind. 

adjusted)  -0.154  -0.037 -0.287 -0.084 0.133 ** 
BHAR (36 

months)  -0.064  0.027 -0.345 -0.118 0.281 *** 
CAR (36 

months)  -0.028  0.010 -0.176 -0.080 0.148 *** 
ROA  -0.004  -0.002 -0.021 -0.011 0.017 *** 
Restructuring 

Charges  0.001  0.000 0.002 0.000 -0.001 *** 
Writeoffs  -0.002  0.000 0.006 0.000 -0.008 *** 
Sales (in 

millions)  606.464  125.115 1139.282 204.386 -532.818 ** 
Assets (in 

millions)  709.164  131.367 1477.706 241.390 -768.542 *** 
Leverage  0.012  0.000 0.012 0.000 0.000 
Investments  -0.008  -0.005 -0.012 -0.007 0.004 ** 
RND  0.001  0.000 0.002 0.000 -0.001 
Acquisitions  0.000  0.000 -0.003 0.000 0.003 
Number of 

Segments  0.155  0.000 0.305 0.000 -0.150 * 
Cash Flows (CF)  0.036  0.021 0.013 0.008 0.023 *** 
Net Income (in 

millions)  79.083  12.453 73.809 9.490 5.273 
Profit Margin 

(NI/Sales)  -0.007  -0.002 -0.006 -0.005 -0.001 
Institutional 

Ownership  0.019  0.016 0.047 0.110 -0.028 
Observations  1166 1047  

The table shows univariate results that compare the new CEO’s performance 
conditioned on the predecessor’s tenure. The firm years included in the sample 
correspond to the years leading up to the turnover ([− 3,− 1]) and the years after 
the turnover event ([+1,+3]). The year 0 (the turnover year) is excluded from 
the sample. Before indicates the years before ([− 3,− 1]) and After indicates the 
years following the CEO turnover event (i.e., [+1,+3]). In our sample the me-
dian tenure of the predecessor CEO is 7 years, thus the sub-sample Long-Tenured 
Predecessor (Short-Tenured Predecessor) includes current CEO’s firm-years that 
had a predecessor with tenure longer (shorter) than 7 years. The years after a 
CEO’s turnover are compared to the years leading up to the turnover event and 
then, this difference is compared across long- and short-tenured CEOs (univar-
iate diff-in-diff analysis). Each performance measures are defined in the Ap-
pendix. When the means of the sub-samples (diff-in-diff values) are significantly 
different at the 1%, 5%, or 10% significance level using t-test, they are indicated 
by *** , **, or * , respectively. 

15 All the top management changes that accompany the arrival of a new CEO 
are arguably occurring because of this sudden death of the predecessor. Thus, 
they can be considered as direct consequences of this event. 

16 We classify a CEO death as a “sudden death” if it is unexpected and not 
preceded by any indication of bad health. Sudden death can occur due to plane 
crashes, heart attacks, stroke, etc. We read the related news articles around the 
death of a CEO and textually search for the words “sudden” or “unexpected” 
(see Quigley et al., 2017). If these words are mentioned, then we carefully read 
all the preceding articles about that CEO’s health to verify that they do not 
mention any prior poor health in which case they are classified as slow deaths 
(see Jenter et al., 2016) and are excluded from our sample.  
17 Jenter et al. (2016) identify 162 CEO sudden deaths between 1980 and 

2012. Our sampling period is shorter, (1993–2013), and our sample covers 
contains large-capitalization firms covered by ExecuCOMP (the S&P 1500 
firms). Thus, the low number of 37 sudden deaths between 1993 and 2013 is 
consistent with the rarity of such events.  
18 Note that using several instruments for one endogenous variable is a 

desirable situation in 2SLS regressions, as they create over-identified condi-
tions. Even if one of the instruments is deemed irrelevant, the remaining in-
struments are sufficient for proper identification (see Wooldridge, 2002, 
subsection 5.1.2). 
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became the CEO of the focal company that experiences a turnover. We 
refer to this variable as Age Became CEOi.19 Again, to instrument for the 
interaction term, Afterit*LTPi, we create a new variable from the inter-
action of Afterit and AgeBecameCEOi (denoted as Afterit*Age Became 
CEOi) to be used together with the other instruments. Thus, we use a 
total of four instruments in the first-stage estimation. 

To verify the quality of the instruments, we conduct several addi-
tional tests. We implement the Stock and Yogo (2005) weak instrument 
test to find the potential bias introduced by our instruments, and then we 
apply the recommended cutoffs in that study. We complement this test 
with Staiger and Stock’s (1997) test for under-identification (in-
struments are irrelevant). 

4.3. Matching estimators and entropy balancing 

To further strengthen our identification, we also use alternative 
methods that are shown to reduce endogeneity bias. The first method 
involves matching estimators such as with propensity score matching 
(Dehejia and Wahba, 2002) or with bias-adjusted matching (Abadie and 
Imbens, 2006). Studies have successfully used these techniques before to 
improve identification in the cases when there are no reliable IV in-
struments (Colak and Whited, 2007). Thus, our matching estimator tests 
should provide a robust alternative to our IMR and IV estimations. 

More recent studies in accounting (e.g., Shipman et al., 2017) have 
argued that traditional matching estimators, such as propensity score 
matching (PSM), are inferior to the more advanced entropy balanced 
matching approach of Hainmueller (2012). This entropy matching 
weighs each observation in the control sample such that the 
post-weighting distribution of each matching control variable (cova-
riates) for the treatment and control samples are identically distributed. 
This is essentially a reweighting scheme of the control sample by 
applying new weights to each observation in that sample so that the 
distribution moments (mean, variance, skewness, etc.) of the covariates 
are identical across treatment and weighted control observations. This 
process is called covariate rebalancing, and studies have shown that it 
reduces endogeneity due to misspecification or due to a missing variable 
problem (see Chahine et al., 2020; McMullin and Schonberger, 2020). 

We essentially implement all three methods, the Abadie-Imbens 
matching, the PSM, and the entropy balancing, by using the LTP 
dummy to determine the treated and control samples, which are later 
used in the matching process. Thus, these matching techniques together 
with our IV regressions should substantially increase the quality of the 
identification in our analyses. Section B of our Online Appendix provides 
additional details on the implementation of these techniques. 

5. Results 

5.1. Post-turnover performance and predecessor’s tenure 

The first column of Table 3 presents the first-stage regression results 
from the self-selection model described in Section 4.2. Both of our in-
struments (CEODeathTurnovers and AgeBecameCEO) negatively affect 
tenure length (LTP) that indicates the age and the sudden deaths indeed 
shorten their tenures (see first column under Stage 1 regressions). The 
interacted instruments (After*AgeBecameCEO and After*CEODeathTurn-
overs) negatively affect the interaction term After*LTP (see second col-
umn under Stage 1 regressions). The inverse Mills ratios (IMR1 and 
IMR2) are calculated using this first stage (Eqs. 2 and 3) and are added as 
controls in the second stage (Eq. 4). Table 3 also gives the results of the 
second-stage regression. The post-turnover Tobin’s Q is significantly 
negative, on average, for all CEO changes (coefficient for After). The 
unconditional value for the long-tenured predecessor dummy (LTP) is 

significantly positive, that is, the more valuable firms keep CEOs for 
longer periods. However, the interaction variable After*LTP is negative 
and significant that indicates a substantial deterioration in the post- 
turnover valuation when LTP equals one. The relationship is strong 
despite the application of the diff-in-diff procedure, firm fixed effects, 
and the instrumental variable estimation. 

When BHAR is our performance variable, we again see that After*LTP 
is statistically and significantly negative that shows the firms under-
perform after long-tenured CEOs’ are replaced. The coefficients for the 
other relevant variables (After and LTP) are similar in sign and signifi-
cance to the Tobin’s Q regressions. A similar pattern is observed when 
ROA is used as a measure of firm performance, except that the coeffi-
cient for After is significantly positive. This coefficient means that unlike 
Tobin’s Q and BHAR36, the ROA measure improves after a typical CEO 
turnover, which is consistent with Huson et al. (2004). Most importantly 
for us, the long-tenured CEOs are associated with a significantly more 
negative post-turnover stock performance (After*LTP). 

In the second-stage regressions, the coefficient for IMR1 (calculated 
from LTP’s probit regression) indicates how big the self-selection bias is 
without the first-stage adjustment. In some regressions the coefficient 
for LTP is downward biased (negative selection has occurred) and in 
some regressions it is positively (upward) biased. In the case of IMR2 
(calculated from the interaction term’s probit, After*LTP), the selection 
bias on the interaction term, After*LTP, can be positive or negative 
depending on which dependent variable is used in the regression. 

To verify the quality of our instruments, we apply the Stock and Yogo 
(2005) weak instrument test. The worst case (largest bias) introduced by 
our instruments is less than 10% in all the regressions. The value statistic 
for the F-test for joint significance of the excluded instruments (in-
struments are irrelevant) vary from 20.41 to 44.97, all of which are 
firmly above 10 (the rule-of-thumb cutoff proposed by Staiger and Stock, 
1997). Thus, our tests do not suffer from a weak instrument. 

To further strengthen our identification, we implement several 
additional identification methods. First, we implement the entropy 
balancing technique of Hainmueller (2012), whereby the LTP dummy is 
used to determine the treated and control samples. These results are 
presented in Table B1 of the Online Appendix. Second, we implement 
PSM and Abadie-Imbens matching using the various CEO and firm 
characteristics as matching variables. These matching variables are the 
same controls used in Table 3. Table B2 presents these results. Third, we 
implement a 2SLS estimation with a continuous tenure variable, Prede-
cessorTenurei (Online Appendix, Table B3). All of these alternative esti-
mation methods yield results that are consistent with our conclusions 
from Table 3. 

5.2. The need for cleanup and predecessor’s tenure; internal vs. external 
CEOs 

Next, we focus on whether new CEOs engage in serious cleanups if 
their predecessors had long tenures. Panel A of Table 4 has the estimates 
of the relationships between LTP and Restructuring Costs (in column 1) or 
Write-offs (in column 2). Again, a before-and-after approach is used 
together with firm and time fixed effects. Only the results from the 
second-stage regressions are reported. The first-stage regression is 
identical to the one shown in Table 3. The control variables are the firm 
characteristics that should affect a firm’s decision to conduct a major 
cleanup: log (Sales), Leverage, Cash Holdings, CAPX, and Ln (SEGN). In 
general, long-tenured CEOs experience fewer restructuring costs and 
asset write-offs in their last few years (coefficient for LTP is significantly 
negative in both columns). However, once these CEOs are replaced, the 
new CEO engages in relatively more serious cleanups; the coefficient for 
the interaction term, After*LTP, is positive and statically significant at 
the 5% level for both Restructuring Costs and Write-offs. Since all the 
estimations are conducted as a diff-in-diff and the endogenous firm-CEO 
match is taken into consideration, these results show that, ceteris par-
ibus, the CEOs following a long-tenured predecessor implement deeper 

19 A quick analysis discloses that the median age at which the predecessor 
became a CEO is 52 years old. 
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Table 3 
Long-Tenured Predecessors and Subsequent Firm Performance.   

Stage 1 Stage 2 

VARIABLES Probit1 (LTP) Probit2 (LTP*After) Tobin’s Q BHAR36 ROA 

After – – -0.2057 *** -0.1336 * 0.0185 **    
[0.001] [0.058] [0.022] 

Long-Tenured Predec. (LTP) – – 0.2283 *** 0.1751 *** 0.0155 ***    
[0.000] [0.000] [0.000] 

After * LTP – – -0.0800 ** -0.1688 *** -0.0142 ***    
[0.013] [0.000] [0.000] 

Log(Sales) 0.0075 0.0173 -0.2546 *** -0.1036 *** 0.0432 ***  
[0.421] [0.200] [0.000] [0.002] [0.000] 

Leverage -0.0832 -0.2473 ** -0.4673 *** -0.8767 *** -0.2391 ***  
[0.301] [0.030] [0.000] [0.000] [0.000] 

Cash Holdings 0.0890 ** 0.0207 0.3955 *** 0.2929 *** 0.0344 ***  
[0.011] [0.683] [0.000] [0.000] [0.000] 

ROA 0.7926 *** 0.2938 * 1.9438 *** 2.5514 *** –  
[0.000] [0.061] [0.000] [0.000]  

NetPPE 0.2681 *** 0.3130 ** -0.7737 *** -2.3384 *** -0.1593 ***  
[0.002] [0.012] [0.000] [0.000] [0.000] 

CAPX -0.8692 ** -1.6994 *** 4.0979 *** 4.6860 *** 0.3017 ***  
[0.013] [0.002] [0.000] [0.000] [0.000] 

RND 0.1435 0.2655 3.4033 *** 0.2168 -0.6695 ***  
[0.503] [0.359] [0.000] [0.605] [0.000] 

Dividend Dummy -0.1073 *** -0.0810 ** 0.0672 * -0.0110 0.0004  
[0.000] [0.047] [0.064] [0.789] [0.935] 

Acquisitions 1.0438 *** 0.5652 0.1186 1.3727 *** 0.0724 ***  
[0.000] [0.105] [0.465] [0.000] [0.000] 

Log(SEGN) 0.0694 *** 0.0760 *** -0.0568 ** -0.0422 -0.0140 ***  
[0.000] [0.003] [0.038] [0.145] [0.000] 

Constant 1.6994 *** 1.7084 *** -0.3136 *** -0.1642 ** 0.0334 ***  
[0.000] [0.000] [0.000] [0.049] [0.003] 

AgeBecameCEO -0.0366 *** -0.3156 *** – – –  
[0.000] [0.000]    

CEODeathTurnovers -0.2359 * -3.6902 *** – – –  
[0.072] [0.000]    

After*AgeBecameCEO 0.0000 -0.2790 *** – – –  
[0.948] [0.000]    

After*CEODeathTurnovers 0.0639 -3.5120 *** – – –  
[0.733] [0.000]    

IMR1 (for LTP) – – -0.5900 *** -0.1783 0.1060 ***    
[0.000] [0.163] [0.000] 

IMR2 (for LTP*After) – – 0.3082 *** 0.2114 *** -0.0239 **    
[0.000] [0.007] [0.012] 

Observations 10,886 10,886 10,868 10,876 10,886 
R-squared 0.078 0.078 0.707 0.374 0.572 
Firm F.E. NO NO YES YES YES 
Year F.E. NO NO YES YES YES 

The table analyzes firm performance after a long-tenured CEO is replaced. The firm underperforms following a long-tenured predecessor’s replacement with a new 
CEO. Long-Tenured Predecessor (LTP) is a dummy equal to 1 if the predecessor CEO had a tenure longer than median tenure in our sample (which is 7 years). The firm 
years included in the sample correspond to the years leading up to the turnover ([− 3,− 1]) and the years after the turnover event ([+1,+3]). The year 0 (the turnover 
year) is excluded from the sample. After is a dummy indicating the years following the turnover event (i.e., [+1,+3]). The firm-CEO match is treated as endogeneous, 
and the sudden CEO deaths (CEODeathTurnovers) and the age the predecessor became a CEO (AgeBecameCEO) are used as instruments for LTP in the self-selection model. 
As suggested in Section 6.2. of Wooldridge (2002), we also use the interacted terms of these two instruments with After as instruments for the interaction term, 
After*LTP, and thus we have two Stage 1 equations (Probit) and four instruments. The Inverse Mills Ratios from first probit equation in Stage 1 (for LTP) is named IMR1 
and the one from second probit equation (for After*LTP) is named IMR2. They represent the size of self-selection bias in OLS coefficients. Firm performance measures in 
Stage 2 equations are Tobin’s Q, ROA, and BHAR36. A sample of CEO turnovers (2428 cases) between 1993 and 2013 is used. The control variables are described in the 
text and in Appendix A. All continuous variables are winsorized at the 1st and 99th percentiles. Coefficients’ p-values shown in [square] brackets are calculated using 
robust standard errors. Year and Firm fixed effects are applied whenever indicated at the bottom. *** , **, and * indicate significance at the 1%, 5%, and 10% levels, 
respectively. 
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Table 4 
The Need for Clean-up: Long-Tenured CEOs, Restructurings, and Write-offs.  

Panel A: Entire Turnover Sample    

(1) (2) 

Self-selection Model - Stage2 Self-selection Model - Stage2 

VARIABLES Restructuring Costs Writeoffs 
After -0.0005 * -0.0032  

[0.093] [0.119] 
Long-Tenured (LTP) -0.0142 *** -0.0042 **  

[0.000] [0.021] 
After * LTP 0.0022 *** 0.0075 ***  

[0.007] [0.001] 
Log(Sales) -0.0018 *** -0.0021  

[0.000] [0.149] 
Leverage 0.0032 *** 0.0373 ***  

[0.001] [0.000] 
Cash Holdings 0.0007 -0.0105 ***  

[0.244] [0.000] 
CAPX -0.0040 0.0137  

[0.165] [0.438] 
Log(SEGN) 0.0005 ** 0.0033 **  

[0.048] [0.015] 
Constant 0.0083 *** -0.0097 *  

[0.000] [0.099] 
IMR1 (for LTP) -0.0008 * 0.0010  

[0.062] [0.748] 
IMR2 (for LTP*After) 0.0166 *** 0.0000  

[0.000] [0.999] 
Observations 11,706 11,706 
R-squared 0.395 0.262 
Firm F.E. YES YES 
Year F.E. YES YES   

Panel B: Internal vs. External CEOs (Internal CEO=1 vs. Internal CEO=0)  

(1) 
Internal CEOs 

(2) 
External CEOs 

(3) 
Internal CEOs 

(4) 
External CEOs 

Self-selection Model - Stage2 Self-selection Model - Stage2 Self-selection Model - Stage2 
Self-selection 
Model - Stage2 

VARIABLES Restruct. Costs Restruct. Costs Writeoffs Writeoffs 

After 0.0003 -0.0006 -0.0012 -0.0047  
[0.484] [0.210] [0.631] [0.116] 

LTP -0.0112 *** -0.0235 *** -0.0006 -0.0083 ***  
[0.000] [0.000] [0.832] [0.010] 

After * LTP 0.0000 0.0037 *** 0.0046 0.0110 ***  
[0.979] [0.009] [0.115] [0.005] 

Log(Sales) -0.0024 *** -0.0013 *** -0.0013 -0.0025  
[0.000] [0.000] [0.445] [0.230] 

Leverage 0.0056 *** 0.0011 0.0467 *** 0.0363 ***  
[0.000] [0.375] [0.000] [0.000] 

Cash Holdings 0.0000 0.0012 ** -0.0053 * -0.0130 ***  
[0.953] [0.014] [0.068] [0.000] 

CAPX -0.0048 -0.0039 0.0008 0.0278  
[0.137] [0.364] [0.968] [0.274] 

Log(SEGN) 0.0004 0.0001 0.0030 * 0.0029  
[0.169] [0.782] [0.078] [0.179] 

Constant 0.0066 *** 0.0137 *** -0.0049 -0.0222 ***  
[0.000] [0.000] [0.419] [0.001] 

IMR1 (for LTP) 0.0001 -0.0015 * -0.0005 0.0038  
[0.872] [0.052] [0.892] [0.442] 

IMR2 (for LTP*After) 0.0186 *** 0.0095 0.0018 0.0072  
[0.000] [0.321] [0.934] [0.900] 

Observations 6334 5372 6334 5372 
R-squared 0.413 0.420 0.279 0.274 
Firm F.E. YES YES YES YES 
Year F.E. YES YES YES YES 
Wald Test (F-stat, p-val) 26.31 (0.0009)*** 17.73 (0.0428)** 

The table shows the size of clean-ups (restructuring charges and asset write-offs) after a long-tenured CEO is replaced with a new CEO. The need for clean-up in the 
post-turnover period is higher when the predecessor is a long-tenured CEO. Panel A uses the entire sample of CEO turnovers (2428 cases) between 1993 and 2013 to 
analyze how predecessor’s tenure length affects the activities of the subsequent clean-up measures. Panel B partitions this turnover sample based on whether the new 
(incumbent) CEO is an outsider to the firm or s/he is one of the top executives of the firm (as listed in ExecuCOMP data in the year prior to the turnover). If the 
incumbent CEO is chosen from the internal talent pool of the firm, then Internal CEO = 1, otherwise Internal CEO = 0. There are 1312 (1116) turnover events that 
involve internal (external) CEOs. Panel A displays the estimation results from the second-stage of the self-selection model. The first-stage regression of this self- 
selection model is the same as in Table 3 and are not shown here for brevity. In Panel B, both regressions are from the second stage with the same specifications 
as in Panel A. A Long-Tenured Predecessor (LTP) is a dummy equal to 1 if the predecessor of the current CEO had tenure longer than median tenure in our sample (which 
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restructuring and more serious earnings management to “wipe the slate 
clean” relative to other CEOs.20 These findings are novel to the litera-
ture, as they clarify that the reported restructurings (Weisbach, 1995; 
Barron et al., 2011) and earnings management (Pourciau, 1993; Elliott 
and Hanna, 1996; Hazarika et al., 2012; Ali and Zhang, 2015) that are 
implemented after CEO turnovers are primarily driven by the subsample 
of long-tenured CEOs. Again, these CEOs tend to do some operational 
damage to the firm in their last years of management (Huson et al., 
2004; Brochet et al., 2021), and thus the new CEOs feel the need to take 
more drastic measures. 

Our tests show that the potential bias introduced by our instruments 
is less than 10% for the regressions in both columns (1) and (2). The F- 
statistic for joint significance of the excluded instruments is 25.67 in 
column (1) and 31.12 in column (2), both of which are well above the 
cutoff of 10 (Staiger and Stock, 1997). Thus, our instruments perform 
well in the cleanup regressions as well. 

In a related analysis, our incoming CEOs are sorted into internal 
versus external (see Panel B of Table 4). If a newly appointed CEO was 
listed among the top five executives of the focal firm at least once during 
this firm’s history in Execucomp, then this manager is considered an 
internal CEO (external otherwise).21 We conjecture that if an incoming 
CEO is appointed internally, they are more likely to be a follower of 
(influenced by) the departing CEO and thus, they are unlikely to take 
drastic measures that will ruin the legacy of the departing CEO. The 
externally enforced turnovers (e.g., sudden deaths) are less likely to 
have such disciple-mentor relationships, and thus we again use these 
instruments for better identification. We focus on Restructuring Costs and 
Write-offs as dependent variables,22 because these activities involve 
some degree of undoing and reversing of the policies of the departing 
CEOs. 

The results in Panel B of Table 4 show that indeed the external CEOs 
are associated with more significant restructurings and write-offs. The 
coefficient for the interaction term, After*LTP, is statistically significant 

(at 5% or better levels) only for the externally appointed subsample of 
new CEOs. The results from the Wald test (at the bottom of the panel) 
show that there are significant differences between the regression co-
efficients for the internal versus external CEO subsamples. 

This last result is important as it rules out the possibility that the 
firm’s post-turnover performance is driven by the change in the mana-
gerial style of the new CEO and not by the replacement of the long- 
tenured predecessor. When the new CEO is internally appointed, the 
influence of their predecessor is likely very high, and the two executives 
share similar managerial styles. However, in the external CEO subsam-
ple, the managerial styles almost certainly change after each turnover. 
Therefore, in Panel B of Table 4 we basically conduct an analysis of long- 
versus short-tenured CEOs within that subsample where all the turn-
overs trigger a managerial style change. However, only the long-tenured 
ones implement a larger cleanup (restructuring costs and write-offs). 
Thus, a change in managerial style is not the only driver of the results 
reported in Table 4; the size of the cleanup depends also on the length of 
the predecessor’s tenure. Put differently, LTP*After has its own explan-
atory power above and beyond the changing managerial style around 
the turnovers (i.e., our results still hold even when we condition on 
changes in managerial styles). 

To summarize, the results from our analyses so far suggest that the 
post-succession firm behavior is significantly related to the tenure of the 
preceding CEO. Specifically, when replacing a long-tenured CEO, there 
are significant drops in Tobin’s Q, ROA, and BHAR. The cleanups are 
also more serious and much larger as indicated by the accounting 
charges, such as restructuring costs and asset write-offs. These results 
are in line with Hypotheses 1 A and 1B. However, what our results 
cannot establish is whether the changes in post-turnover firm behavior 
are due to a) the successor being less skilled than the preceding CEO, or 
b) the firm in the latter years of the long-tenured CEO being left in a 
shape that requires more updating in terms of strategy and focus. The 
latter interpretation is in line with many theories in psychology and 
management (Murphy, 1989; Hambrick and Fukutomi, 1991; Acker-
man, 1992; Sturman, 2003) as well as indirectly supported by some 
empirical results (Shen and Canella, 2002; Brochet et al., 2021; Jenter 
et al., 2016). 

5.3. Duration of the recovery and predecessor CEO’s tenure 

Next, we run a hazard rate model to analyze the post-turnover per-
formance of the firm conditioned on the tenure of the preceding CEO. 
We ask the question, does the firm recover after the turnover and at what 
speed? Is the speed of recovery related to the tenure of the predecessor? 
We essentially assess whether our results are either due to a) an above- 
average (very good) long-tenured CEO being replaced by an average 
one, or b) a CEO with deteriorating performance has to be replaced by a 
new one that would restructure the firm. Under alternative a), the lower 
performance might be the new equilibrium. Under b) there should be 
more restructuring needed, and the recovery would be slower in that 
case. 

We create a variable MaxPQ that is defined as the maximum 
observed annual Tobin’s Q under the preceding CEO during a five year 
pre-turnover window [− 5,− 1]. We, then, conduct a duration analysis 
(Cox Hazards Rate model) and test for the determinants of reaching that 
maximum Q during any of the five years after the turnover (excluding 

is 7 years). The firmyears included in the sample correspond to the years leading up to the turnover ([− 3,− 1]) and the years after the turnover event ([+1,+3]). The 
year 0 (the turnover year) is excluded from the sample. After is a dummy that indicates the years following the CEO turnover event (i.e., [+1,+3]). The dependent 
variables are Restructuring Costs and Writeoffs. The control variables are the possible firm characteristics that ar expected to affect a firm’s decision to conduct a major 
cleanup: log (Sales), Leverage, Cash Holdings, CAPX, and Ln (SEGN). All the variables are defined in Appendix A. The methodology is diff-in-diff regressions, whereby 
the years after a CEO’s turnover are compared to the years leading up to the turnover event and then, this difference is compared across long- and short-tenured CEOs. 
All the continuous variables are winsorized at the 1st and 99th percentiles. At the bottom of Panel B we present the results (F-stat and p-values) from the Wald Test for 
significant differences between the regression coefficients of the internal vs. external CEO subsamples. The coefficients’ p-values shown in [square] brackets are 
calculated using robust standard errors. Year and Firm fixed effects are also applied whenever indicated at the bottom of the column. *** , **, and * indicate sig-
nificance at the 1%, 5%, and 10% levels, respectively. 

20 It is important to emphasize the reverse causality here. Lehn and Zhao 
(2006) find that CEOs who make bad acquisitions are 47% more likely to be 
replaced in the five years following the acquisition decision. Thus, the decisions 
of the CEO can shorten their tenure and at the same time the subsequent 
restructuring or divestment by the new CEO may have little to do with pre-
decessor’s tenure, but it could simply be an artifact of undoing prior bad 
acquisition decisions. This issue –which is sometimes referred to as the endo-
geneity of CEO tenure and subsequent restructuring decision– is resolved in our 
setting i) by using the dif-in-dif approach, ii) by using a 2SLS estimation, and iii) 
by using matching estimators (i.e., CEO tenure is matched across firms so that 
bad acquisition firms are matched with non-bad acquisition ones).  
21 The exceptions are the cases when the incoming CEO was brought in the 

company a few months (i.e., less than 12 months) before the turnover date. 
These cases are usually considered as part of the succession plan (Ertimur et al., 
2018) and are also treated as an external CEO as long as that incoming CEO was 
never a part of the company as a lover level manager. We rely on Execucomp to 
determine whether a manager was involved with the company in the past.  
22 As discussed in Adut et al. (2003) and Ali and Zhang (2015), not all firms 

conduct restructuring and write-offs after the CEO turnover, however many of 
them do. In Table 4, we have 5601 observations that have non-zero REST and 
4144 observations with non-zero write-offs. Thus, we work with quite a large 
sample of restructuring and write-offs. 
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the event year). In such a model, we use Reached PQ equals one if “the 
hazard event” occurred during any of the post-turnover years [+ 1,+ 5], 
and we record the year when the MaxPQ was reached (e.g., in year 
t = +3) as the duration period for that turnover. If for a given turnover 
the MaxPQ level is never reached, then we assume Reached_PQ equals 
zero, and the duration time is censored at t = +5. As the explanatory 
variables in our hazard rate model, we use various control variables plus 
the LTP dummy that is our variable of interest.23 The results of our 
duration analysis are reported in Table 5. The LTP dummy is significant 
in all model specifications at the 5% level and has a negative sign that 
indicates recovery from long-tenured CEOs is significantly slower. This 
result gives some support to the alternative explanation b) above. The 
results remain qualitatively the same when we use ROA instead of 
Tobin’s Q.24 

6. Testing for alternative explanations 

We further analyze the explanation for firm underperformance in the 
period after the succession of the long-tenured CEOs. We focus on the 
two main explanations that relate to Hypotheses 2 and 3. 

The first explanation is that the firm’s corporate governance was too 
weak, the corporate board was too ineffective, and consequently the 
CEO became too powerful. This lack of governance allowed the CEO to 
stay in power for a longer time that in turn, exacerbated the agency 
problems within the firm. In such cases, the cleanup would likely take 
longer, as there may be deeper issues to solve, and the observed post- 
turnover underperformance would reflect the major agency problems 
that resurfaced once the CEO left office. Support for Hypothesis 2 con-
cerning a stronger effect of post-succession negative performance within 
weakly governed firms would support the alternative explanation b) in 
which the firm in the latter years of the long-tenured CEO was left in a 
shape that requires more updating in terms of strategy and focus. 

The second explanation is based on the predecessor’s merit. Under 
the alternative explanation a) in which the successor is less skilled than 
the preceding CEO, we would expect a negative relationship between the 
preceding CEO’s skill and post-succession performance (highly skilled, 
worse post-succession performance). If the preceding CEO was indeed 
very successful in managing the firm, it is natural that the corporate 
board would want to use the skills and the expertise of this CEO for as 
long as possible. This success would be reflected in the clear over-
performance of the firm during the tenure of this “superstar” CEO, while 
the observed underperformance in the post-turnover period would be a 
mere reflection that the new CEO (recruited from a limited talent pool) 
would not be able to “fill the shoes” of their predecessor. If a positive 
relationship (low-skilled predecessor, low post-succession performance) 
is found, we obtain support for the alternative explanation b); that is, 
more restructuring is needed after a longer time of mismanagement after 
a poor CEO. A positive relationship would in this way be in line with 
Hypothesis 3 and with Murphy’s (1989) learning model. That is, there is 
cross-sectional variation related to personal and motivational factors, 
and a better performing preceding CEO is likely to leave the firm in 
better shape. Under this circumstance, a mediocre successor would not 
meet the preceding performance standards, and the firm would appear 
to underperform after the succession. The results from these two tests 
are reported in subsections 6.1 and 6.2. 

Table 5 
Long-Tenured Predecessors and Post-Succession Recovery Times.   

(1) (3) (2) (4) 
VARIABLES Reached_PQ Reached_PQ Reached_PQ Reached_PQ 

LTP -0.1396 ** -0.1476 ** -0.2596 *** -0.2760 ***  
[0.044] [0.036] [0.000] [0.000] 

Log(Sales)   -0.0502 * -0.0456    
[0.065] [0.135] 

Leverage   0.6762 *** 0.6634 ***    
[0.003] [0.008] 

Cash Holdings   0.0136 0.0332    
[0.899] [0.764] 

ROA   1.4767 *** 1.6154 ***    
[0.000] [0.000] 

NetPPE   0.0196 -0.2418    
[0.934] [0.472] 

CAPX   3.4181 *** 4.8141 ***    
[0.001] [0.000] 

RND   1.6008 ** 2.7008 ***    
[0.050] [0.005] 

Dividend Dummy   0.4688 *** 0.3725 ***    
[0.000] [0.000] 

Acquisitions   -2.0472 ** -2.0147 **    
[0.022] [0.028] 

Log(SEGN)   -0.0846 -0.1100 *    
[0.106] [0.057] 

Constant -0.1396 ** -0.1476 ** -0.2596 *** -0.2760 ***  
[0.044] [0.036] [0.000] [0.000] 

Industry F.E. NO YES NO YES 
Observations/ 

Numb. of Firms 2428 2428 1663 1663 
Numb. of firms  

with LTP= 1 1151 1151 785 785 
Percent of LTP= 1 

firms that 
Reached_PQ= 1 32.84% 32.84% 41.40% 41.40% 

Percent of LTP= 0 
firms that 
Reached_PQ= 1 36.41% 36.41% 49.43% 49.43% 

The table analyzes how long it takes for the firm value (Tobin’s Q) to recover 
from the CEO turnover event. Table 3 reports that the firm valuations are on 
average lower after CEO turnover events. This table conducts duration analysis 
(using Cox Hazards Rate Model), whereby we calculate the time between the 
turnover year and the year when Tobin’s Q finally (if at all) reaches the pre- 
succession levels. The sample of turnovers is stratified using Long-Tenured Pre-
decessor (LTP) dummy (=1 if the predecessor has tenure longer than the median 
tenure, which is 7 years). We use a sample of CEO turnovers (2428 cases) to 
conduct the duration analysis. To better estimate the duration times, we use a 
wider time window around the turnover events, [− 5;+ 5]. The period before 
the CEO turnover is used to determine the maximum observed annual Tobin’s Q 
(MaxPQ) achieved under the predecessor during the five year pre-turnover 
window [− 5;− 1]. Once this maximum value is determined, the pre-turnover 
years are dropped from the estimation sample. Thus, we focus on the firm-
years that are in the post-succession period [+ 1;+ 5]. Then, for each of the 2428 
turnover events we determine during which of the post-turnover years the 
current Tobin’s Q reaches MaxPQ (indicated by the dummy Reached_PQ = 1). If, 
for example, this level is reached in year t = +3 (i.e., the hazard event occurs in 
year +3), then for that turnover event the duration time is 3 years and Reach-
ed_PQ takes a value of 1. If for a given turnover event MaxPQ level is never 
reached, then we assume Reached_PQ = 0, and the duration time is censored at 
t = +5. The Cox Hazard Rate Models are estimated using the dependent vari-
able, Reached_PQ, and the control variables are as in Table 3. All the variables are 
defined in Appendix A. The shown values are the coefficient estimates (i.e., not 
the hazard rates). The p-values shown in [square] brackets under the coefficients 
are for the z-statistics. Industry (FF48) fixed effects are applied whenever indi-
cated. *** , **, and * indicate significance at the 1%, 5%, and 10% levels, 
respectively. At the bottom of the table, we provide some univariate statistics for 
each subsample (stratified by LTP dummy) related to the number and proportion 
of the firms that have Reached_PQ = 1 (i.e., percent of firms for which “the 
hazard” occurred). 

23 Since only the post-turnover years are considered to conduct this duration 
analysis, the After dummy and the interaction term, After*LTP, are naturally 
dropped. 
24 The economic interpretation of BHAR36, being a month-over-month accu-

mulated stock return, makes it economically difficult to interpret the hazard 
rate estimation using this variable. So, we did not conduct such an estimation. 
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6.1. Corporate governance and agency costs explanation 

The role of weak corporate governance in exacerbating the harmful 
effects of a long tenure is the focus of our next test. In line with Hy-
pothesis 2, we expect that firms with weak corporate governance are 
more likely to allow their CEOs to stay longer that in turn would lead to a 
higher need for restructuring and a more pronounced negative effect on 
post-turnover firm performance. 

We construct our governance measure using three key elements of 
corporate governance: CEO power (Finkelstein and D’aveni, 1994), 
board effectiveness (internal monitoring; Huson et al., 2001), and 
external monitoring by institutional investors (Parrino et al., 2003; Khan 
et al., 2017). These are among the most important governance issues 
that might affect the likelihood of a CEO having a tenure beyond the 
optimal length. CEOs with a dual role (i.e., CEOs that also serve as the 
head of the corporate board, Chair, equals one) are arguably more 
powerful and thus more likely to stay longer in their position. We 
average this dummy during the last three years of a long-tenured CEO 
and compare it to the sample median for all the 2428 turnover cases. If it 
is above (below) the sample median, we assume the variable Dual Role 
for CEO equals one and zero otherwise. Similarly, we consider a board to 
be ineffective if it is constituted mostly of dependent directors (>50%) 
during that year. Again, we find the average of this variable over the last 
three years of the predecessor’s tenure, and if this average is below 
(above) the sample median, we create a dummy Ineffective Board that 
equals one and zero otherwise. Next, a firm is considered to have weak 
external monitoring if it has little institutional ownership. Essentially, if 
on average, a firm has institutional ownership below the median within 
its two-digit industry during the last three years of the long-tenured 
CEO, then our dummy Low Instit. Ownership equals one and zero other-
wise. Using these three indicators, we construct a governance score as 
follows:  

Governance Score = Dual Role for CEO + Ineffective Board + Low 
Instit⋅Ownership                                                                              (5) 

Using this formula, each turnover in our sample is assigned a score 
depending on the governance characteristics during the predecessor’s 
last three years of tenure. A score of zero indicates the cases with the 
strongest corporate governance, while a score of three indicates that the 
firm has a powerful CEO, an ineffective board, and limited external 
monitoring. We sort all the turnovers based on their governance score. A 
firm is classified as having Strong Governance if its predecessor CEO’s 
governance score for a given year is equal to zero. The rest of the sample 
is classified as Weak Governance firms, that is, the cases when either the 
CEO is too powerful, the board is too ineffective, or the outside investors 
cannot properly monitor the CEO’s actions.25 Then, each of the analyses 
in Tables 3 and 4 are rerun again for the two subsamples: weak and 
strong governance subsamples. 

Table 6 presents the results from such a subsample analysis. For 
brevity, we show only the coefficients for After, LTP, and After*LTP. We 
also report the Wald test’s F-statistics that the regression coefficients are 
the same between the weak and strong governance subsamples. In the 
strong corporate governance subsample, the length of the preceding 
CEO’s tenure is not significantly related to reduced performance in the 
post-succession period (i.e., the interaction term After*LTP is not nega-
tively significant with the possible exception being the result for Tobin’s 

Table 6 
Testing for the Corporate Governance Explanation.   

Variables 
Corporate Governance (CG) F-stat (p- 

value)   
Strong CG Self- 
selection - Stage2 

Weak CG Self- 
selection - Stage2  

Tobin’s Q After -0.2812 ** -0.2354 *** 27.23   
[0.025] [0.008] (0.26)  

LTP 0.2778 *** 0.1910 ***    
[0.000] [0.001]   

After * LTP -0.1506 * -0.0638 *    
[0.090] [0.086]  

BHAR36 After -0.1481 -0.2043 * 26.13   
[0.327] [0.063] (0.02)**  

LTP 0.1240 0.1230 *    
[0.150] [0.077]   

After * LTP -0.0977 -0.2349 ***    
[0.165] [0.000]  

ROA After 0.0328 ** 0.0063 37.42   

[0.045] [0.472] 
(0.01) 
***  

LTP 0.0029 0.0155 ***    
[0.754] [0.005]   

After * LTP -0.0062 -0.0217 ***    
[0.414] [0.000]  

Restruct. 
Costs After 0.0028 * -0.0013 19.51   

[0.056] [0.121] (0.05)**  
LTP -0.0024 *** -0.0014 **    

[0.004] [0.011]   
After * LTP 0.0018 0.0010 **    

[0.108] [0.038]  
Writeoffs After -0.0102 -0.0105 22.54   

[0.502] [0.148] (0.04)**  
LTP 0.0087 -0.0102 **    

[0.315] [0.026]   
After * LTP 0.0107 0.0093 **    

[0.129] [0.018]   
Numb. of 
Obs. 3256 4573   
Controls YES YES   
Firm F. E. YES YES   
Year F. E. YES YES  

The table analyses two subsamples formed on the basis of corporate governance 
quality. A firm’s corporate governance score is measured as the sum of three 
dummy variables capturing different aspects of corporate governance: Corporate 
Governance Score=Dual Role for CEO + Ineffective Board + Low Instit. Ownership. 
CEOs with dual role (i.e., CEO is also a board chairman; Chair=1) are arguably 
more powerful and thus more likely to stay longer in their position. We average 
this Chair dummy during the last three years of the predecessor CEO and 
compare it to the sample median. If it is above (below) the sample median, we 
assume the Dual Role for CEO= 1 (=0). The dummy Independent Board is equal to 
one if the firm’s board is constituted mostly (>50%) of independent directors 
during that year; zero otherwise. Again, we find the average of this variable over 
the last three years of the predecessor’s tenure, and if this average is above 
(below) the sample median, we assume the dummy Ineffective Board = 1 (=0). A 
firm is considered to have a low institutional ownership (Low Instit. Own-
ership=1) if, on average, it had below median institutional ownership within its 
two-digit industry during the last three years of predecessor’s tenure; zero 
otherwise. A firm is classified as Strong Governance if its predecessor CEO’s 
governance score for a given year is equal to zero. The rest of the sample is 
classified as Weak Governance firms, i.e., the cases when either the CEO is too 
powerful, the board is too ineffective, and the external monitoring by the in-
stitutions is poor. The dependent variables are Tobin’s Q, ROA, BHAR36, 
Restructuring Costs, and Writeoffs. The estimation is the self-selection model as in 
Eqs. (2), (3), and (4). The first stage regressions are the same as in Table 3 and 
are suppressed to save space. The controls are the same as in Tables 3 through 5 
and are not reported for brevity. The last column reports the Wald test’s F-sta-
tistics that coefficients are identical between the Strong CG and the Weak CG 
subsamples. All regressions use firm and year fixed effects. All the variables are 
defined in Appendix A. The p-values are reported in parentheses below the co-
efficients. Statistical significance at the 1%, 5%, and 10% levels are marked with 
*** , **, and * , respectively. 

25 In a robustness test reported in our Online Appendix, we define Strong 
Governance firms as those who have an above median fraction of independent 
directors (i.e., Independent Board = 1). The results confirm that post-turnover 
underperformance is not observed among the firms with more independent 
boards. Similarly, in untabulated results we use the GIndex of Gompers, Ishii, 
and Metrick (2003) and the EIndex of Bebchuk, Cohen, and Ferrell (2009). 
These variables are missing for many of our observations, but nonetheless we 
find qualitatively similar results as in Table 6. 
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Q). There is no significant need to restructure or write-off assets either. 
However, in the weak governance subsample, the interaction term 
After*LTP is strongly significant that means the results we found in the 
previous section are primarily driven by firms with weak governance. 
The firms who are in the weak governance subsample and had a long- 
tenured CEO experience much lower post-turnover performance, and 
they have much greater restructuring and higher asset write-offs costs. 
Put differently, the post-turnover underperformance appears to be 
concentrated primarily in the firms with long-tenured CEOs with un-
checked powers, which is in line with Hypothesis 2. Cleaning up after 
such CEOs seems harder too. 

6.2. Predecessor CEO’s skills 

Next, we analyze the effect of CEO skill as an alternative explanation 
for the aforementioned underperformance of the firms in the post- 
succession period. Could the post-succession effects reported in the 
previous subsection be related to the incumbent CEO being replaced by 
an average CEO? Or, alternatively, are these effects related to the 
departing CEO leaving the firm in better shape? 

We sort all observations into two subsamples based on the preceding 
CEO’s skill score. Each year the firms in the Compustat database are 
ranked into deciles within their industry (SIC2) based on their cash flows 
scaled by assets (deciles 1 and 10 have the observations with, respec-
tively, the lowest and the highest cash flows). A predecessor CEO’s skill 
score is created using the performance of their firm as reflected in the 
average cash flow decile of the firm during the last five years. If this skill 
score is higher than or equal to decile 9, then this firm had exceptional 
performance during the tenure of the predecessor. Such turnover cases 
are classified as High Merit CEO and the rest of the observation belong to 
the Low Merit CEO subsample.26 

A CEO could have a long tenure due to exceptionally high skills (High 
Merit CEO). We do not expect that such long-tenured CEOs do major 
damage to their firms during the latter years of their tenure. Conse-
quently, in this subsample, there should not be major differences be-
tween the long- and short-tenured CEOs in terms of the need for major 
“cleanups” and the post-succession underperformance. Instead, these 
differences will be more pronounced for the subsample in which the 
preceding CEO was not so successful (Low Merit CEO). Subpar CEOs who 
end up having longer tenures are more likely to create conditions that 
require major cleanups, and in such cases the new CEO will have a 
harder time turning the business around. 

Table 7 shows the regression analyses on the two subsamples formed 
on the basis of predecessor CEO’s skill when using the same setup as in 
Table 6. Again, we focus on the coefficients for After, LTP, and After*LTP. 
There is some evidence that the differences between the long- and short- 
tenured CEOs are more pronounced for the Low Merit CEO subsample. In 
that subsample, the length of the preceding CEO’s tenure is related to the 
reduced performance in the post-succession period (i.e., the interaction 
term After*LTP is significantly negative). There are significant costs 
associated with cleanup measures (restructurings and write-offs) as well. 
We consider these results as consistent with the claim that if the pre-
decessor CEO had a skill-based reason for having a longer tenure, then 
the need for a cleanup afterwards is significantly less (Hypothesis 3 is 
true). The post-turnover underperformance appears to be concentrated 
mostly in firms where the predecessors end up having long tenures 
despite being average or subpar managers. 

6.3. CEO ownership and firm founders 

In our next analysis, we consider the complications that arise when 
the preceding CEO is a major shareholder and/or the founder of the firm. 
In such special cases, many known and unknown considerations confuse 
the identification of the tenure’s effect on post-turnover performance 
(Morck et al., 1988; McConnell and Servaes, 1990; Himmelberg et al., 

Table 7 
Testing for the Merit-Based Explanation.   

Variables 
Predecessor’s Merit F-stat (p- 

value)   
High Merit Self- 
selection - Stage2 

Low Merit Self- 
selection - Stage2  

Tobin’s Q After -0.2514 ** -0.1646 ** 32.75   
[0.030] [0.018] (0.05)**  

LTP 0.1841 *** 0.2228 ***    
[0.005] [0.000]   

After * LTP -0.0569 -0.0722 **    
[0.176] [0.042]  

BHAR36 After -0.0984 -0.1753 ** 343.78   
[0.525] [0.036] (0.07)*  

LTP 0.1256 0.2274 ***    
[0.151] [0.000]   

After * LTP -0.1312 -0.2069 ***    
[0.118] [0.000]  

ROA After 0.0014 0.0182 ** 55.30   
[0.917] [0.027] (0.02)**  

LTP 0.0071 0.0186 ***    
[0.355] [0.000]   

After * LTP -0.0046 -0.0163 ***    
[0.528] [0.000]  

Restruct. 
Costs After 0.0004 -0.0008 27.76   

[0.746] [0.231] (0.01)***  
LTP -0.0004 -0.0014 ***    

[0.520] [0.000]   
After * LTP -0.0003 0.0012 ***    

[0.611] [0.001]  
Writeoffs After -0.0080 -0.0103 19.12   

[0.386] [0.169] (0.04)**  
LTP 0.0025 -0.0065    

[0.631] [0.106]   
After * LTP 0.0014 0.0109 ***    

[0.776] [0.006]   
Numb. of 
Obs. 1861 8997   
Controls YES YES   
Firm F. E. YES YES   
Year F. E. YES YES  

The table conducts regression analyses on two subsamples formed on the basis of 
predecessor CEO’s merit. A CEO could have long tenure due to exceptionally 
high skills (High Merit CEO). Each year the firms in COMPUSTAT database are 
ranked into deciles within their industry (SIC2) based on their cash flows scaled 
by assets (decile 10 has the firms with the highest cash flows and decile 1 the 
ones with the lowest). A predecessor CEO’s merit score is created using the 
performance of her company as reflected in the average cash flow decile of the 
firm in the past five year. If this merit score is higher than or equal to decile 9, 
then this firm had an exceptional performance during the tenure of the prede-
cessor CEO and it is classified as High Merit CEO; otherwise the observation 
belongs to a Low Merit CEO. The dependent variables are Tobin’s Q, ROA, 
BHAR36, Restructuring Costs, and Writeoffs. The estimation is the self-selection 
model as in Eqs. (2), (3), and (4). The first stage regressions are the same as in 
Table 3 and are suppressed to save space. The controls are the same as in Ta-
bles 3 through 5 and are not reported for brevity. The last column reports the 
Wald test’s F-statistics that coefficients are identical between the High Merit 
and the Low Merit subsamples. All regressions use firm and year fixed effects. 
All the variables are defined in Appendix A. The numbers in parentheses below 
the coefficients are the p-values. Statistical significance at the 1%, 5%, and 10% 
levels are marked with *** , **, and * , respectively. 

26 As a robustness test, we use Demerjian et al. (2012) measure of managerial 
ability that is based on firm efficiency measures rather than cash flows. In 
particular, we use their industry and year ranked (into deciles) version of the 
Managerial Ability measure, and again consider the CEOs in the highest two 
deciles in terms of ability as High Merit CEO. Our results, which are reported in 
the Online Appendix, are qualitatively the same as in Table 7: there is some 
support of Hypothesis 3. We also use the General Ability Index (GAI) of Cus-
todio et al. (2013); however, this index (retrieved from the author’s website) is 
only available from 1993 to 2007 and our sampling period is 1993–2013. 
Nonetheless, our qualitative conclusions still hold using the GAI index for the 
period between 1993 and 2007. 
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Table 8 
Firm Founders and High CEO Ownership.  

Panel A: Post-turnover performance (Tobin’s Q, BHAR36, and ROA)  

Stage 1 Stage 2 

VARIABLES Probit (LTP) Probit (LTP*After) Tobin’s Q BHAR36 ROA 

After – – -0.1568 ** 0.0590 0.0275 ***    
[0.015] [0.457] [0.001] 

Long-Tenured Predec. (LTP) – – 0.1829 *** 0.1946 *** 0.0038    
[0.000] [0.000] [0.423] 

After * LTP – – -0.0726 ** -0.1478 *** -0.0070 *    
[0.043] [0.001] [0.090]  

… … … … … 
AgeBecameCEO -0.0378 *** -0.3014 *** – – –  

[0.000] [0.000]    
CEODeathTurnovers 0.1137 3.1560 *** – – –  

[0.437] [0.000]    
After*AgeBecameCEO -0.0001 0.2633 *** – – –  

[0.913] [0.000]    
After*CEODeathTurnovers -0.0498 -3.0775 *** – – –  

[0.809] [0.000]    
IMR1 (for LTP) – – -0.2297 *** -0.1174 0.0510 ***    

[0.003] [0.221] [0.000] 
IMR2 (for LTP*After) – – 0.1267 -0.1192 -0.0384 ***    

[0.154] [0.277] [0.000] 
Controls YES YES YES YES YES 
Observations 8720 8720 8706 8712 8720 
R-squared 0.078 0.078 0.714 0.367 0.578 
Firm F.E. NO NO YES YES YES 
Year F.E. NO NO YES YES YES  

Panel B: Post-turnover clean-ups (Restructuring Costs and Writeoffs) 

VARIABLES 

Self-selection Model - Stage2 Self-selection Model - Stage2 

Restructuring Costs Writeoffs 

After -0.0009 -0.0128 *  
[0.199] [0.054] 

Long-Tenured (LTP) -0.0011 *** 0.0001  
[0.005] [0.975] 

After * LTP 0.0011 *** 0.0059 *  
[0.004] [0.080]  
… … 

IMR1 (for LTP) -0.0017 ** -0.0258 ***  
[0.035] [0.001] 

IMR2 (for LTP*After) 0.0008 0.0188 **  
[0.410] [0.041] 

Controls YES YES 
Observations 8720 8720 
R-squared 0.403 0.218 
Firm F.E. YES YES 
Year F.E. YES YES 

The table analyzes the relationship between prolonged tenure and post-turnover performance after controlling for firm founders and high CEO ownership effects. To 
adjust for complications that arise when the CEO is a founder (and thus difficult to replace) or when the CEO is a major shareholder (higher than 2% ownership of total 
shares), we remove the turnover cases when the predecessor CEO is either a founder or a major shareholder. There are 463 turnover cases that involve such “special” 
CEOs (55 of these are founders). We focus on the remaining 1965 turnovers (11,790 firm-years) and run the same analyses as in Table 3&4. Panel A presents the results 
for the post-turnover performance (Tobin’s Q, BHAR36, ROA), and Panel B for the clean-up measures (Restructuring Costs and Writeoffs). The estimation set-up is the 
same as in Section 5: a self-selection model with the four instruments described earlier and with the same control variables as in Table 3 or Table 4. All the variables are 
defined in Appendix A. All the continuous variables are winsorized at the 1st and 99th percentiles. To save space, we suppress reporting the coefficients of the control 
variables. Coefficients’ p-values shown in [square] brackets are calculated using robust standard errors. Year and Firm fixed effects are applied wherever indicated. 
*** , **, and * indicate significance at the 1%, 5%, and 10% levels, respectively. 
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1999; Guay, 1999; Adams et al., 2009; Fahlenbrach, 2009). Thus, to 
account for such complicated cases, we remove them from our sample of 
turnovers and rerun the analyses in Tables 3 and 4. 

We manually collect the information on whether the preceding CEO 
is a founder (see Appendix A for further details on our data collection 
process). We closely follow the procedure described in other studies 
(Adams et al., 2009; Fahlenbrach, 2009; Jenter et al., 2016) and identify 
55 incidences when the preceding CEO was the founder of the firm. 
Similarly, using the CEO ownership information in Execucomp and the 
total shares outstanding from CRSP, we determined the average CEO 
ownership in the three years leading to the turnover. We consider any 
CEO that owns more than 2% of the firm’s shares as a large ownership 
CEO.2728 There are 431 turnovers involving large ownership CEOs 
(some of them overlap with the founders). We drop from our turnovers 
sample the cases that involve either a founding CEO or a large ownership 
CEO. This exclusion leaves us with a sample of 1965 turnovers. Using 
this new sample of 11,790 firm-year observations (=1965 ×6), we 
re-estimate the self-selection models described in Tables 3 and 4 with 
identical setups. The new results are reported in Panels A and B of  
Table 8. The interaction term, After*LTP, preserves its sign and signifi-
cance from Tables 3 and 4. Therefore, firm founders do not appear to be 
the main drivers of the results in Section 5. 

The Online Appendix presents some additional analyses related to 
Demerjian et al.’s (2012) measure of CEO ability, the firm’s industry 
characteristics, and the size of the external CEO talent pool (within in-
dustries as in Gao et al., 2015 or within big cities as in Francis et al., 
2016). 

6.4. Forced (exogenous) turnovers 

Next, we conduct a robustness test that focuses only on the turnovers 
that are arguably exogenous. One of our instruments (CEODeathTurn-
overs) is related to arguably the most exogenous turnover, sudden death, 
but the number of such turnovers is only 37. Thus, as an additional layer 
of robustness, we focus only on exogenous or forced turnovers. Our 
sample of forced turnovers is constructed using the approach in Eisfeldt 
and Kuhnen (2013) and Peters and Wagner (2014). We start with the 
sample of exogenous turnovers as provided by the authors of Eisfeldt 
and Kuhnen (2013), and we supplement it with the forced turnover 
sample of Peters and Wagner (2014).29 Thus, our sample covers both 
exogenous and forced turnovers. Of our sample of 2428 turnovers, 707 
are forced. 

Using this smaller sample (707 turnovers and 4242 firm-year ob-
servations), we conduct the same estimation as in Table 3. The results 
are presented in Table F1 of the Online Appendix. While the statistical 
significance decreases a bit, our main conclusions remain intact; the 

long-tenured cases are associated with relatively worse firm perfor-
mance after the turnover. 

6.5. Dynamic industries and the inherent business of the firm 

We also investigate whether our results are more pronounced for 
firms that are in more dynamic industries whereby the business condi-
tions change more frequently, and exogenous shocks are more common 
a la Eisfeldt and Kuhnen (2013). In such industries, the damage from 
subpar performance during the unnecessarily long tenure could be more 
severe (Hambrick and Fukutomi, 1991; Henderson et al., 2006). We 
classify an industry as dynamic if during a given year the mean inno-
vation activity (measured as mean 5-year average of RND spending up to 
that year) in that industry (within the two-digit SIC) is above the me-
dian. The results presented in the Online Appendix (Table G1) show that 
indeed the interaction effect of After*LTP*DynamicIndustry is statisti-
cally and significantly negative that indicates a much more pronounced 
underperformance due to LTP in the dynamic industries. 

7. Conclusion 

Using data from the manually collected CEO turnovers during the 
time period from 1993–2013, we study the effect of the preceding CEO’s 
tenure on corporate performance post-turnover period. We report 
several interesting findings. First, we show that more highly valued 
firms keep their CEOs for a longer time (as indicated by a significant and 
positive relationship between tenure and Tobin’s Q), and the stock price 
development as well as ROA during such firm-years are significantly 
better (and the restructuring costs significantly smaller) as compared to 
other firms. Second, we find that the post-succession firm performance is 
significantly related to the tenure of the preceding CEO. It seems to be 
more challenging to take over after a long-tenured CEO: there are sig-
nificant post-turnover drops in Tobin’s Q, ROA, and BHAR as well as 
significant increases in restructuring costs and asset write-offs. Also, the 
firm’s recovery to prior maximum valuation levels takes longer. 

Our additional tests for firms with different qualities of corporate 
governance during the preceding CEO’s tenure show that the post- 
turnover effects are mainly present only for unchecked CEO power in 
firms (weak governance). This finding gives some support to the claim 
that weak corporate governance and the resulting agency problems 
during the preceding CEO’s tenure may explain the substantial under-
performance of the firms after the departure of a long-tenured CEO. We 
also find that these long- versus short-tenure effects are mostly present in 
firms that had a preceding CEO with a low skill score; that is, when firms 
keep an average CEO for too long, it is harder for the successor CEO to 
turn around the firm’s performance.  

Appendix A. Variable construction  

Panel A. Performance measure and proxies of “clean-up” intensity 

Variable: Definition. 

BHAR: The variable measures the buy-and-hold abnormal returns using the adjusted monthly stock returns (or abnormal 
returns AR) over a certain period (12 or 36 months). A stock’s abnormal return is calculated as ARi,t = Ri,t – Rm,t, where 

(continued on next page) 

27 Using a 5% ownership cutoff (there are 236 such cases) to define a high-ownership CEO does not yield qualitatively different results. Results are available on 
request.  
28 Our sample median (mean) of the average ownership of the predecessor CEO for all the 2428 turnover cases is around 0.3% (2.01%) of the total shares 

outstanding. As expected, long-tenured CEOs (LTP=1) tend to have higher ownership. The median (mean) ownership for the subsample of long-tenured CEOs is 
0.0057 (0.0286); and for the subsample of short-tenured CEOs, it is 0.0017 (0.0132).  
29 The exogenous turnover sample of Eisfeldt and Kuhnen (2013) is obtained from Andrea Eisfeldt’s website. The forced turnover sample of Peters and Wagner 

(2014) is extended by the authors until after 2016 and thus, it covers our entire sampling period of 1993–2016. The data are available through Florian Peters’ 
website. We thank the authors of both papers for making their sample available to other researchers. 
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(continued ) 

Ri,t is the stock i’s return for month t (with dividends) and Rm,t is the return on the CRSP equally-weighted market return 

during month t (with dividends). Then, buy-and-hold return (BHAR) is calculated as BHARj,T =
∏T

t=1
(1 + Rj,t) −

∏T

t=1
(1 +

Rm,t). Data source is CRSP monthly data files. When matching with the COMPUSTAT annual data, we use the values 
corresponding to the month when the fiscal year ends. 

CAR: The variable measures the sum of the market adjusted monthly stock returns (or abnormal returns AR) over a certain 
period (12 or 36 months). A stock’s abnormal return is calculated as ARi,t = Ri,t – Rm,t, where Ri,t is the stock i’s return for 
month t (with dividends) and Rm,t is the return on the CRSP equally-weighted market return during month t (with 
dividends). Data source is CRSP monthly data files. When matching with the COMPUSTAT annual data, we use the 
values corresponding to the month when the fiscal year ends. 

Restructuring Charges (REST): It is a one-time cost that must be paid by a company when it reorganizes. A restructuring 
charge might be incurred in the process of furloughing or laying off employees, closing manufacturing plants, shifting 
production to a new location or writing off assets. When a company restructures, it is usually experiencing significant 
problems and restructuring is an attempt to improve the business and recover financially. COMPUSTAT Annual 
Dataset’s after-tax restructuring costs (RCA) are reported with minus sign, and we take this sign into consideration when 
creating our REST variable. We essentially use (-RCA) scaled by the same year’s Sales (REST = (-RCA / Sales)). 

Return on Assets (ROA): It is calculated as net income over total assets (NI /AT). Data from COMPUSTAT annual files. 
Tobin’s Q: Calculated as Assets minus Common Equity plus Market Value of Equity scaled by Assets = (AT – CEQ + MVE)/ 

AT. MVE is calculated at the end of the fiscal year. Data is from COMPUSTAT annual files and CRSP monthly files. 
Writeoffs: For a negative special item (SPI), when the ratio of its absolute value to total assets at the beginning of the year 

exceeds one percent, then the variable takes the value of the ratio, otherwise the variable equals zero. Data obtained 
from COMPUSTAT annual files.  

Panel B. Firm and CEO Characteristics 

Variable: Definition. 

Acquisitions: The total acquisition spending of the firm during the year (AQC) scaled by total assets (AT). Data obtained 
from COMPUSTAT annual data. 

Age: The age of the CEO as reported in ExecuComp. 
Assets: The total assets (AT) of the firm. Data retrieved from COMPUSTAT annual files. 
Blockholders Percent: The percentage of shares held by large shareholders (blockholders). A blockholder is defined as a 

shareholder that owns at least 5% of the company’s shares. Data from 13F files. 
Founder: We determine a CEO’s founder status following a manual data collection process that also relies on some 

information from ISS Lab’s database and the data used in Adams et al. (2009). Renee Adams graciously shared with us 
her founders’ data for Fortune 500 companies for the period 1992–2011. From ISS Lab database we check whether the 
variable Rolecode indicates that the executive is the founder. We also manually verify the cases identified through ISS 
database by reading the CEO’s background and following a procedure similar toAdams et al. (2009), Fahlenbrach 
(2009), and Jenter et al. (2016). Out of 2428 turnover case in ours ample, we determine that 55 of these cases involve a 
founder CEO being replaced by a new CEO. 

Independent Board: A dummy that equals one if a firm’s ratio of independent directors to the total number of directors is 
above the sample median, and zero otherwise. Data is from RiskMetrics Governance database. 

Investments (CAPX): The total level of capital expenditures (CAPX) made by the firm for each fiscal year, scaled by total 
assets (AT). Data is from COMPUSTAT annual files. 

Cash Holdings (Cash): It is defined as the cash and cash equivalents (CHE) of the firm for each fiscal year, scaled by total 
assets (AT). Data is from COMPUSTAT annual files. 

Chair: an indicator variable taking a value of 1 if the CEO is also the chairman of the executive board, and 0 otherwise. The 
raw data is from ExecuComp, but manually checked for accuracy. 

CEO Ownership: Measures the fraction of the shares outstanding owned by CEO. Data is from 13F files. 
Dividend (DIV): Represents the common dividend (DVC) paid during the fiscal year, scaled by total assets (AT). Data is 

from COMPUSTAT annual files. 
Dividend Dummy: Takes a value of one when the firm pays a common dividend (DVC) during the fiscal apyear. Data is 

from COMPUSTAT annual files. 
Leverage: it is calculated as Short-Term Debt (DLC) + Long Term Debt (DLTT) divided by assets (AT). We use annual 

COMPUSTAT data. 
Market-to-Book (MTB): The market-to-book ratio is measured as the market value of equity (MVE) divided by the book 

value of equity (CEQ); data is from COMPUSTAT annual and CRSP monthly data. 
Market Value of Equity (MVE): It is equal to stock price as of the end of the fiscal year multiplied with the shares 

outstanding; both values are from CRSP monthly data. 
Net Income (NI): It is calculated as firm’s net income (NI) scaled by its total assets (AT). Data is from COMPUSTAT Annual 

Dataset. 
Net PPE: Calculated as Net Property, Plant, and Equipment (PPENT) divided by total assets (AT). COMPUSTAT annual 

data is used. 
Research and Development (RND): The total level of Research and Development (XRD) reported by the firm for each 

fiscal year, scaled by firm’s assets (AT). If the observation for the XRD is missing, we assume it is 0. Data is from 
COMPUSTAT annual files. 

Sales: Firm’s total sales. Data is from COMPUSTAT annual files. 
SEGN: The number of business segments a firm operates with in a given year. Data is from COMPUSTAT Segment data 

(annually). 
Tenure: The number of years since the CEO has been in his position. We use the variable BECAMECEO from ExecuComp 

data.  
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