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1 Introduction

To what extent might a firm’s performance be attributed to the ability of its CEO?
Chang et al. (2010) broach this question and assert that the firm performance is indeed
related to its CEO’s ability. Specifically, they note that a) abnormal returns of the old
firm in conjunction with the turnover announcement is negatively related to its pre-
departure performance and the salary of its CEO; b) the CEO’s subsequent success is
positively related to his salary with and performance of the old firm; c) the post-
turnover performance of the old firm deteriorates after the better-performing executives
with higher salaries depart. The cumulative evidence leads Chang et al. to conclude
these results Breject the view that differences in firm performance stem entirely from
non-CEO factors such as the firms' assets, other employees, or Bluck,^ and that CEO
pay is unrelated to the CEO’s contribution to firm value^ (p.1633).

In this paper, we extend the Chang et al. (2010) paper in three ways. First,
we examine if the stock market can make a finer cross-sectional distinction among
CEOs based on the level of performance of the associated firms. In doing so, we divide
CEOs with better-than-average abilities in two groups: the better-performing group and
good-performing group. Second, assuming that the job market would be able to
recognize the differential managerial talents, we hypothesize that the CEOs with better
abilities would find the job faster and command a higher compensation package than
their good counterparts. Finally, we examine if there is (are) any additional attribute(s)
that differentiate the first group from the second.

We select from voluntary turnovers1 those CEOs that voluntarily leave the jobs are
managers with superior ability and CEOs that are fired are of inferior ability. Empirical
research supports this premise. For example, Warner et al. (1988) find poor perfor-
mance as a predictor of forced CEO turnover. In Panel A, Table 2 (page 14), Parrino
et al. (2003) compare mean market-adjusted compound abnormal returns between the
forced group and the voluntary group and report the abnormal returns for the first group
are −30.22%, −10.77%, −10.43%, −15.65% respectively for the holding periods of (−7,
0), (−7, −4), (−3, −2), and (−1, 0) – all being significant at the 1% level. The returns for
the same periods, are −1.67%, −.43%, −1.60%, and .23% for the voluntary turnover
firms—only (−3, −2) return being significant at the 10% level.

Based on the empirically supported notion that voluntarily resigning CEOs are
usually superior performers, we first divide these CEOs in two groups: Bbetter^ and
Bgood^ performers. Consistent with Chang et al. (2010) we hypothesize that a)
abnormal returns of firms from which better CEOs (henceforth, Tier-1) departed would
be more negative than those from which good CEOs (henceforth, Tier-2) departed; b)
abnormal returns of firms that hired Tier 1 CEOs would be more positive than those
that hired Tier-2 CEOs. We also examine if the long-term performance of the hiring
firms is consistent with the short-term returns around hiring announcements: in other
words, we test if the firms that hire Tier-1 managers would exhibit higher long-term
post-hire performance than their Tier-2 counterparts.

1 A CEO turnover is considered as voluntary when it occurs due to planned succession, retirement, voluntary
resignation, stepping down, bad health, death, or interim replacement. An involuntary turnover occurs when a
CEO is fired, forced to resign, or resigned due to scandal, accounting conflicts, and poor performance.
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In the next stage of our analysis, we compare the elapsed time between the
departures from old firms and arrivals at new firms of the two groups of CEOs. We
also compare their compensation packages between the two groups. We hypothesize
that the time elapsed would be shorter for CEOs in the better group and these
executives would receive higher compensation than CEOs in the second group.
Finally, we empirically investigate if any individual attribute(s) other than prior per-
formance that distinguishes Tier-1 from Tier-2 CEOs.

Employing a sample of 48 voluntarily departing CEOs from S&P 500 firms during
2004–2012 and employing both parametric t-test and non-parametric Mann-Whitney
test, we find our results to be consistent with our hypotheses: a) market reactions to
departure announcements of the Tier-1 group are significantly more negative than those
of departure announcements of the Tier-2 group; b) market reactions to hiring an-
nouncements of Tier-1 group are significantly more positive than those of the Tier-2
group; and c) in terms of long-term performances at hiring firms, the Tier-1 group
outperforms the Tier-2 group. In regard to job market reaction, we find that a Tier-1
CEO finds the new job faster than a Tier-1 CEO. However, there is no significant
difference in the compensation received by the two groups at the hiring firms. Finally,
higher level of education (i.e., a graduate degree) is one attribute that separates Tier-1
CEOs from Tier-2 CEOs.

Section II discusses the sample, variables and data. Section III presents results,
while Section IV provides summary and concluding remarks.

2 Sample, variables, and data

2.1 Sample

Our sample originates from the firms listed in the S&P 500 over 2004–2012. We collect
the information about CEO turnovers with these firms from ExecuComp database. All
CEO turnovers are cross-checked with the Wall Street Journal Index (WSJI) to identify
the specific date of announcement as well as the reasons for resignation.

Table 1 presents the annual frequencies of CEO turnovers. There are 449 cases of
CEO turnovers during this period, consisting of 432 cases of voluntary and 17
involuntary turnovers. 2 We drop 380 cases from the initial sample of voluntary
turnovers because these turnovers are due to reasons (such as retirement, death, illness
etc) other than securing equivalent positions in new firms. Of the remaining 52 cases,
we drop 4 more CEOs who resigned from the old firms but did not seek employment as
CEOs for one reason or another. Our final sample consists of the remaining 48 cases of
voluntary turnovers (VTOs) and 17 cases of forced turnovers (FTOs). We further
breakdown VTOs into two groups based on their long-term performances with the
old firm: the Tier-1 group consists of those CEOs whose performance are above the
median and Tier-2 CEOs belong in the below-median group: 28 firms are in the Tier 1
group and 20 firms belong to the Tier 2 group.

2 A CEO turnover is considered as voluntary when it occurs due to planned succession, retirement, voluntary
resignation, stepping down, bad health, death, or interim replacement. An involuntary turnover occurs when a
CEO is fired, forced to resign, or resigned due to scandal, accounting conflicts, and poor performance.
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Admittedly, our sample size is too small to derive definitive conclusions based on
the results. Although, we have taken measures to reduce the problems associated with
small size by employing both parametric (t-test) and non-parametric (Mann-Whitney u-
test), we must acknowledge the paper’s limitations.

2.2 Variables

2.2.1 Measuring firm performance

In measuring a CEO’s performance quality, we examine a 3-year performance history
of the firm where the CEO was previously employed. In the tradition of existing studies
(e.g., Smith 1990; Smith and Watts 1992; Denis and Denis 1995; Yermack 1996; Shin
and Stulz 1998; Allgood and Farrell 2000; Palia 2000; Anderson and Reeb 2003 and
Gottesman and Morey 2006), we employ both accounting and market measures of
performance of a CEO’s previous employer. Two of the measures are accounting-
based ———return on assets (ROA) and return on equity (ROE) — and the third
one is market based—market to book (P/B). Extended definitions are provided
below:

& ROA is earnings before interest, tax, depreciation, and amortization (EBITDA)3

over the book value of total assets.
& ROE is EBITDA over total equity at the start of the year,

Table 1 Frequencies of CEO turnovers—Forced vs. Voluntary

Years Voluntary Forced Total

Number % Number % Number

2004 61 91.04% 6 8.96% 67
2005 67 97.10% 2 2.90% 69
2006 58 95.08% 3 4.92% 61
2007 56 96.55% 2 3.45% 58
2008 61 96.83% 2 3.17% 63
2009 38 100.00% 0 0.00% 38
2010 35 94.60% 2 5.40% 37
2011 29 100.00% 0 0.00% 29
2012 27 100.00% 0 0.00% 27
Total 432 95.65% 17 4.35% 449

The sample is obtained by identifying any change in the set of individuals occupying the positions of Chief
Executive Officer (CEO) for the S&P 500 firms included during the period 2004–2012. CEO changes are
identified from ExecuComp database and confirmed in the Wall Street Journal, WSJ Index and the website
www.spencerstuart.com. A CEO change is classified as a voluntary CEO turnover when it occurs due to
planned succession, retirement, voluntary resignation, stepping down, bad health, death, or interim
replacement. A forced turnover occurs when a CEO is fired, or resigned due to scandal, accounting
conflicts, and poor performance

3 Since operating income does not include taxes, dividends, or interest income received, nor any dividends
paid to stockholders, it is argued to be less subjected to managerial manipulation and, therefore, a robust
measure of changes in the operating performance of an organization (Smith 1990; Denis and Denis 1995).
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& P/B is book value of assets plus market value of common stock less the book value
of common equity divided by the book value of assets.

Jenter and Kanaan (2015) show that CEOs are fired after bad firm performance
caused by factors beyond their control, for example, a decline in the industry perfor-
mance. For this reason, we adjust all performance measures by subtracting the industry
medians from the firm performance measures.

2.3 Job market variables

We hypothesize that Tier-1 CEOs will find the new job faster and command a larger
compensation package than Tier-2 CEOs. These two variables are defined below:

TIME ¼ Time elapsed between the resignation from the old firm and being hired

by the new company;

COMP ¼ Total annual compensation package consists of base salary; bonus;

stock award and other compensations

2.4 CEO attributes

Kirkpatick and Locke (1991) identify key traits that are associated with leaders: Bdrive
(a broad term which includes achievements, motivation, ambition, energy, tenacity, and
initiative); leadership motivation (the desire to lead but not to seek power as an end in
itself); honesty and integrity; self-confidence (which is associated with emotional
stability); cognitive ability; and knowledge of the business^ (p. 43). However, it is
difficult to predict whether a CEO has one or more of these traits as they are not
measurable or observable ex-ante. Consequently, we turn to the CEO-ability literature
that identifies factors that might contribute to a CEO’s success: education, tenure, age
and gender. We empirically examine if all or any of these characteristics are (is)
associated with the ability of a CEO.

& Education: Bhagat et al. (2010) propose that education could influence a CEO’s
ability to perform in three ways. First, education provides the CEO with the
knowledge about new techniques and concepts and how to apply them in the real
world. Second, higher education can help the CEO solve and overcome challenges
more quickly and intelligently. Finally, the social networks acquired in college and
graduate school are helpful in professional development. However, they do not find
a strong connection between the level of education of the CEO and his/her ability to
perform. Nevertheless, we employ the level of education (EDU) as a possible
contributor to a CEO’s chances for success. We use EDU as a binary variable that
takes on a value of 1 if a CEO has a master’s degree or higher, and 0 otherwise.

& Tenure: Some scholars predict a positive relation between the numbers of years a
CEO has served in this capacity prior to resigning (TNUR) and the firm’s perfor-
mance. For example, Gabarro (1987); and Hambrick and Fukutomi (1991) argue
that increased knowledge of the organization and superior ability to compete
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actually allow CEOs with longer tenures to perform better. Wagner et al. (1984),
Salancik and Pfeffer (1985), Boeker (1992); and Finkelstein and Hambrick (1995)
provide an alternative argument as to why CEOs with long experience might
perform better. They argue that poor performing CEOs are weeded out early and,
consequently, stronger performers survive.
On the other hand, several studies raise the potential of a non-linear relationship between
a CEO’s tenure and the firm’s performance. Miller and Shamsie (2001) conclude that
managers’ performance declines after 15 years in office due perhaps to their declining
propensity to creativity. This view is shared by Katz (1982), Sonnenfeld (1988),
Fernández-Aráoz et al. (1988), Hambrick et al. (1993); Miller (1991, 1994), and
Walsh (1995), who suggest that executives who stay on the job too long become ‘stale
in the saddle’—overly committed to the status and thus less effective. We employ
TNUR2 to examine if a non-linear relation exists between the tenure of a CEO and the
firm’s performance.

& Age: Some researchers have proposed and studied possible linkages between a
CEO’s age and his/her chances of success. For example, Gibbons and Murphy
(1992) suggest that the performance of a CEO varies with his/her career concerns
which in turn vary with age. At younger age, the CEO is willing to take more
chances to prove his/her worth to the firm. As the age advances, the CEO’s career
concerns increase initially but decline as the retirement approaches. Parrino et al.
(2003) report that Bolder CEOs …. are less likely to be forced out^ (page 40).
Following Bhagat et al. (2010), we define age (AGE) as the age a CEO attains at
the end of the fiscal year in which he/she resigns from the previous company. In
order to see the combined impact of tenure and age on the firm performance, we
also introduce an interactive term between AGE and TNUR.

& Gender: Blease et al. (2010) suggest that female executives are more likely than
male executives to depart their positions voluntarily and less likely than men to
depart voluntarily as firm size increases or board size decreases. This finding might
have implications for a female’s performance at the current employer. We employ
gender (GNDR) as a dummy variable that takes on a value of 1 when the CEO is a
male, 0 when CEO is a female. Table 2 provides definitions of the variables used in
this paper.

3 Results

3.1 Are VTO CEOs better performers than FTO CEOs?

To examine whether original premise that VTO CEOs are in superior performers and
FTO CEOs are generally poor performers, we perform several tests as reported below.

3.1.1 Performance—VTO firms vs. FTO firms

Table 3 compares VTO firms and FTO firms in terms of their performances as well as
their CEO attributes.

Table 3 results show that although there is no significant difference in the industry-
adjusted market-to-book of the two groups, industry-adjusted ROA and industry-
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Table 2 Definitions of variables employed in the study

Variables Definitions

ROE EBITDA over total equity at the start of the year,
AdjROE Firm’s ROE minus Industry ROE
ROA Earnings before interest, tax, depreciation, and amortization (EBITDA)

over the book value of total assets.
AdjROA Firm’s ROA minus Industry ROA
P/B The book value of assets plus market value of common stock less the

book value of common equity divided by the book value of assets.
AdjP/B Firm’s price to book minus Industry price-to-book
EDU (education) A dummy variable that takes on a value of 1 if a CEO has a master’s

degree or higher, and 0 otherwise.
TNUR (tenure) The number of years a CEO has served in this capacity prior to resigning

from the prior job.
AGE The age a CEO attains at the end of the fiscal year in which he/she resigns

from the previous company
GNDR (gender) A dummy variable that takes on a value of 1 when the CEO is a male,

0 when CEO is a female.
TIME The time elapsed between resignation from the old firm and being hired

by a new firm
COMP Total annual compensation package
SIZE The book value of total assets for the fiscal year (million$)
Tier-1 Includes all firms whose performance is above medium ROE of the entire

sample.
Tier-2 Includes all firms whose performance is below median ROE of the entire

sample.

Table 3 CEO Turnovers–Voluntary vs. Forced

VTO FTO DIFF
(1) (2) (1)–(2)

Variables Mean Mean Mean

AdjROA 8.75 3.73 5.02**
AdjROE 5.53 3.01 2.52*
AdjP/B 2.50 2.10 0.40
EDU 0.78 0.75 0.03
AGE 55.07 54.96 0.11
TNUR 6.35 6.25 0.10
GNDR 0.90 0.91 -0.01
COMP, millions ($) 11.78 12.44 -0.66*
SIZE, millions ($) 81,698 80,895 803

***, **, * denote the significance level of 1%, 5%, 10%, respectively

This table compares the CEO as well as firm characteristics between CEOs who voluntarily resigned (VTO)
and those that were forced to resign (FTO). AdjROA, AdjROE and AdjP/B are computed as follows: firm’s
average minus industry average. EDU, AGE, TNUR and GNDR, COMP and SIZE are defined in Table 2.
Industry-adjusted firm performances are computed by subtracting the industry performance from the firm
performance. The industry average is based on all firms that have the same 4-digit SIC code as the sample
firm. Firm performances are measured by ROA, ROE and P/B. Return on assets (ROA): is earning before
interest, tax, depreciation, and amortization (EBITDA) over the book value of total assets. Market-to-book
ratio (P/B): The book value of assets plus market value of common stock less the book value of common
equity divided by the book value of assets
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adjusted ROE of the VTO firms are significantly higher than those of the FTO firms
respectively at the 5% and 10% significance level. In spite of the lower performance,
FTOs receive higher compensation than their VTO counterpart: higher compensation
coupled with lower performance might be factors in these CFOs getting fired from the
job.

3.1.2 Short-term market reaction to the news of departure: VTO firms vs. FTO firms

We hypothesize that the market would perceive the departure of VTO CEOs as bad
news and the departure of the FTO CEOs as good news in anticipation of a replacement
by a superior quality CEO. We compute short-term abnormal returns by employing a
four factor model that includes the market risk premium (the spread between CRSP
value-weighted market return and risk-free rate), SMB (the return spread between
portfolios of small and big capitalization stocks), HML (the return spread between
portfolios of high and low book-to-market stocks), and a momentum factor.

Table 4 presents abnormal returns related to the departure news of the two groups of
CEOs. It reports CARs for the following windows: (0, 1), (−1, 1), (−2, 2), and (−3, 3).
We perform t-tests as well as non-parametric Mann-Whitney U-tests when we compare
the coefficients between any two groups. Since these two tests produce almost identical
results in many cases, we mention both tests only when the results differ.

Table 4 Abnormal stock performance around CEO turnover announcement

Average daily abnormal stock return

Event Day VTO FTO Diff Level of significance
(1) (2) (2)–(1) t test M-W u test

−3 −0.49% −1.59% -1.10% N/S N/S
-2 -0.41% −1.01% −0.6% * *
−1 0.21% −0.32% −0.53% * *
0 0.48% 0.75% 0.27% N/S N/S
1 0.30% 0.52% 0.22% ** ***
2 0.25% 0.41% 0.16% ** ***
3 0.19% 0.28% 0.09% N/S N/S
Mean cumulative abnormal stock return (CARs)
Event window VTO FTO Diff Level of significance

(4) (5) (5)–(4) t test M-W u test
(0, 1) −1.02% 2.16% 3.18% * **
(−1, 1) −1.43% 2.56% 3.99% N/S N/S
(−2, 2) −2.13% 3.08% 5.21% N/S N/S
(−3, 3) −2.48% 3.96% 6.44% * **

***, **, * denote the significance level of 1%, 5%, 10%, respectively

M-W U TEST is the Mann-Whitney U test

This table reports abnormal stock returns for forced and voluntary CEO turnover firms three days before and
three days after the announcement. Stock returns are adjusted by a four factor model that includes the market
risk premium (the spread between CRSP value-weighted market return and risk-free rate), SMB (the return
spread between portfolios of small and big capitalization stocks), HML (the return spread between portfolios
of high and low book-to-market stocks), and a momentum factor. The total sample consists of 17 forced CEO
turnovers and 48 voluntary CEO turnovers during 2004–2012. Day 0 is the day of announcement of
resignation for voluntary and is the day of announcements of firing for forced. N/S stands for not significant
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CARs for the VTOs are significantly negative (at the 10% level) for the (0, 1) and
(−3, 3) windows, while the same for the FTOs for the (0, 1) and (−3, 3) windows are
significantly positive (at the 10% level). The results are consistent with our
expectations.

3.1.3 Post-departure long-term performances of old firms: VTO firms vs. FTO firms

Table 5 provides ROA, ROE, and P/B (all industry-adjusted) 1, 2, and 3 years after
the departure announcements. Table 4 results imply that the stock market expects that
the post-departure long-term performance of the FTO firms would improve in expec-
tation of replacements by superior quality CEOs, while the market expects the
performance of VTO firms to deteriorate in anticipation of replacements by inferior
quality CEOs.

Table 5 confirms that the adjusted ROAs of the FTO group are significantly higher
than those of the VTO group 1 year (at the 5% level) and 3 years (at the 10% level) after
the departure, while the adjusted ROEs of the former are significantly higher for 2 and
3 years after the departure. Adjusted P/B is significantly higher (t-test at the 10% and u-
test at the 5% levels) for the FTO group than the VTO group 3 years after the departure.
Table 5 results are therefore consistent with those of Table 4.

To sum up, the cumulative results point to the superior ability of the VTO CEOs. In
the next section, we test our main hypothesis that the stock market is able to differen-
tiate not only between VTOs and FTOs, but also between Tier-1 and Tier-2 CEOs
within the VTO group itself based on the their pre-departure relative performance.

3.2 Performance—are Tier-1 firms better performers than Tier-2

We divide the VTO group into above-median and below-median subgroups based on
their industry-adjusted ROA of their previous employers. We label the above-median
group (Bbetter^) as Tier-1 and the below-median group (Bgood^) as Tier-2. The
industry-adjusted ROAs of Tier-1 and Tier-2 are 8.69 and 7.85 respectively. The
industry-adjusted ROE (industry-adjusted P/B) of Tier-1 and Tier-2 are 3.75 (2.31)
and 3.00 (2.11) respectively. The differences in the two tiers are statistically significant
(at the 10% level) for adjusted ROA and adjusted P/B.

3.2.1 Abnormal returns around departure news

We hypothesize that if the market is able to differentiate among cross-sectional abilities,
it would react more negatively when a Tier-1 CEO leaves the firm than when Tier-2
CEO does so. We compute abnormal short-term returns by employing the four-factor
model as discussed above.

Table 6 presents cumulative abnormal returns around the departure announcements
of Tier-1 and Tier-2 CEOs for the following four windows: (0, 1), (−1, 1), (−2, 2) and
(−3, 3), with the announcement day being t-0.

Table 6 also shows that the CARs for Tier-1 departures for the (0, 1) and (−3, 3)
windows are more negative than the CARs for Tier-2 departures. The differences in
both cases are significant at the 5% level based on the t-test and at the 10% level based
on the Mann-Whitney u-test.
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3.2.2 Market reactions to the hiring news

If investors rate CEOs based on their prior performances, we hypothesize that the new firms
that hire Tier-1 would be rewarded with higher positive returns than firms which hire Tier-2
CEOs. Table 7 presents CARs for (0, 1), (−1, 1), (−2, 2) and (−3, 3) windows.4 Consistent
with our hypothesis, the CARs for all windows are higher for Tier-1 than Tier-2 firms. The
differences are statistically significant for the first two windows at the 10% level (based on
both t-test and u-test) and the third window at the 5% based on t-test and at the 10% level
based on the Mann-Whitney test. The evidence implies that investors expect Tier-1 firms to
perform at a higher level in the future than their Tier-2 counterpart.

3.2.3 Tier-1 and Tier-2 CEOs: Long-term performance of employing firms

Are long-term performances of the two groups consistent with the market expectations
exhibited in abnormal returns in Table 7? In other words, do firms that hire Tier-1
CEOs outperform firms that hire Tier-2 CEOs? We hypothesize that, consistent with
their performance at previous firms, Tier-1 firms are likely to outperform Tier-2 at the
new firms as well.

4 Because some of the new firms are private, the sample size of firms who hire Tier 1-CEO is reduced by 6 to
22 and Tier 2-CEO is reduced by 2 to 18.

Table 6 Abnormal stock performance around the announcement of resignation from old firms

Average daily abnormal stock return

Event Day Tier 1-Firms Tier-2 Firms Diff Level of significance
(1) (2) (1)–(2) t test M-W u test

−3 −0.57% −0.39% −0.18 * *
−2 −0.35% −0.26% −0.09% * *
−1 0.25% 0.12% 0.13% N/S **
0 0.41% 0.30% 0.11% N/S N/S
1 0.53% 0.31% 0.22% N/S N/S
2 0.27% 0.10% 0.17% N/S N/S
3 -0.19% −0.09% −0.10% * *
Mean cumulative abnormal stock return (CARs)
Event window Tier 1-Firms Tier-2 Firms Diff Level of significance

(3) (4) (3)–(4) t test M-W u test
(0, 1) −1.01% −0.7% −0.31% ** *
(−1, 1) 1.25% 0.90% 0.35% N/S N/S
(−2, 2) 2.20% 1.11% 1.09% N/S N/S
(−3, 3) −2.80% −1.21% −1.59% ** *

***, **, * denote the significance level of 1%, 5%, 10%, respectively

M-W U Test is the Mann-Whitney U test

This table reports abnormal stock returns for Tier-1 and Tier-2 firms three days before and three days after the
resignation announcements (day = 0) of Tier-1 and Tier-2. The total sample consists of 48 firms–28 with Tier-
1 and 20 with Tier-2. Tier-1 includes all firms whose performance is above the median of industry-adjusted
ROA of the entire sample. Tier-2 includes all firms whose performance is below the median of industry-
adjusted ROA of the entire sample. Abnormal stock returns are estimated using the four-factor model. N/S
stands for not significant
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Table 8 compares the pre- and post-hiring industry-adjusted ROA, industry-adjusted
ROE, and industry-adjusted P/B of the Tier-1 and Tier-2 groups. The table shows that
both groups of firms (firms that hired Tier-1 vs. those hiring Tier-2 executives) were
unprofitable (negative ROAs and ROEs as early as 3 years before the hiring). Firms that
hired Tier-2 executives were performing worse than the Tier-1 hiring firms in all of the three
years before hiring. However, both Tier-1 and Tier-2 groups turn the firms around after they
are hired by new firms. Firms that hire Tier-1 significantly outperform the Tier-2 hiring
firms: ROA is higher 1-year after at the 10% level and 3-year after at the 5% level. ROE is
higher 1-year 2-year, and 3-year after at the 10%, 10% and 5% significance levels
respectively. Additionally, one year after the hiring, Tier-1 firms improve their P/B signif-
icantly (at the 10% level) more than the firms that hire Tier-2 firms.

To sum up, the investors assess the abilities of executives based on their prior
performances and react accordingly when they are hired. The market expectation
becomes a reality when long-term performances of these firms are related to the
perceived abilities of the hired executives.

3.3 Job market: Tier-1 vs. Tier 2

If the job market evaluates executive abilities in the same manner as the stock market, it
is reasonable to expect that Tier-1 CEOs will be a) hired before and b) paid more than

Table 7 Abnormal stock performance around the hiring announcement of the new firms

Average daily abnormal stock return

Event Day Tier-1 CEOs Tier-2 CEOs Diff Level of significance
(1) (2) (1)–(2) t test M-W u test

−3 −0.33% −0.52% 0.19% N/S N/S
-2 -0.30% −0.39% 0.09% N/S N/S
-1 0.28% 0.11% 0.17% ** *
0 0.64% 0.38% 0.26% N/S N/S
1 0.71% 0.22% 0.49% * *
2 0.38% 0.10% 0.28% * **
3 0.25% 0.08% 0.17% N/S N/S
Mean cumulative abnormal stock return (CARs)
Event window Tier-1 CEOs Tier-2 CEOs Diff Level of significance

(4) (5) (4)–(5) t test M-W u test
(0, 1) 1.22% 0.8% 0.42% * *
(−1, 1) 1.35% 1.01% 0.34% * *
(−2, 2) 2.50% 1.26% 1.24% ** *
(−3, 3) 3.40% 1.59% 1.81% N/S N/S

***, **, * denote the significance level of 1%, 5%, 10%, respectively

M-W U TEST is the Mann-Whitney U test

This table reports abnormal stock returns for Tier-1 and Tier-2 Firms three days before and three days after the
hiring announcements of the Tier-1 and Tier-2 CEOs. Tier-1 includes all firms whose performance is above the
median of industry-adjusted ROA of the entire sample. Tier-2 includes all firms whose performance is below
the median of industry-adjusted ROA of the entire sample. Tier-1 CEOs are the ones that hired CEO from
Tier-1 and Tier-2 CEOs are the ones that hired CEOs from Tier-2. The total sample consists of 40 firms with
22 Tier-1 CEOs and 18 Tier-2 CEOs. Day 0 is the day of announcement of new CEO hiring. Abnormal stock
returns are estimated using the four-factor model. N/S stands for not significant
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Tier-2 CEOs. We find that Tier-1 CEOs find the next job much faster than Tier-2 CEOs:
the time elapsed between the two jobs is 4.49 months for the former and 8.62 months
for the latter group. The time difference is significant at the 5% level. However, we do
not find significant differences in the compensations received by the two groups.

3.4 Factors that might enhance an Executive’s ability

As discussed before, four common attributes examined in the pertinent research are the
executive’s age (AGE), academic background (EDU), years of experience in the
position (TNUR), and gender (GNDR). We employ TNUR2 to examine if a non-
linear relation exists between the tenure of a CEO and the firm’s performance. In order
to see the combined impact of tenure and age, if any, on the firm performance, we also
introduce an interactive term between AGE and TNUR.

The final attribution model we use takes the following form:

D ¼ β0 þ β1
*EDUþ β2

*TNURþ β3

�
TNUR

2

�
þ β4

*AGEþ
β5

* AGE*TNUR
� �þ β6

* GNDRð Þ þ ε…::

ð1Þ

where D is the dummy which takes on the value of 1 if the executive is a Tier-1, and
takes on the value of 0 if the executive is a Tier-2, and

& EDU = EDU is a binary variable that takes on a value of 1 if a CEO has a master’s
degree or higher, and 0 otherwise.

& TNUR = The number of years a CEO has served in this capacity prior to resigning
& TNUR2 = To capture the potential non-linear relation between TNUR and the ability
& AGE = The age a CEO attains at the end of the fiscal year in which he/she resigns

from the previous company.
& GNDR = A dummy variable that takes on a value of 1 when the CEO is a male, 0

when CEO is a female

The univariate results are shown in Panel A of Table 9, while regression results
employing Eq. 1 are presented in Panel B of Table 9.

The univariate analyses (Table 9, Panel A) indicate that Tier-1 executives are more
experienced than the Tier-2 group (at the 10% level), implying a positive relation
between tenure and ability. This result is consistent with Wagner et al. (1984), Salancik
and Pfeffer (1985), Gabarro (1987), and Hambrick and Fukutomi (1991), Boeker
(1992); and Finkelstein and Hambrick (1995).

Panel B of Table 9 presents regression results. One attribute that stands out is the
level of education: Tier-1 executives are more likely to have a Master’s degree than
their Tier-2 counterparts. This result is in agreement with the prediction of Bhagat et al.
(2010). 5 Coefficients for other variables, including tenure, age and gender are
insignificant.

5 Bhagat et al. (2010), however, do not find any significant relation between education and the ability of an
executive.
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4 Summary & conclusions

Do the stock market and job market measure a CEO’s ability based on the performance
of the employing firm? If the answer yes, we would expect the market to react to the
CEO’s departure from the old firm and appointment with a new firm in the following
manner: a) negative market reactions would be higher when a CEO of higher
ability departs than when a CEO of lower ability departs, and b) positive
market reaction would be higher when the former is hired than when the latter
is hired. If the job market assesses the ability of a CEO the same way as the
stock market, we would expect the CEO with higher ability would find the next
executive job sooner and command a higher salary than his lower ability
counterpart. In this paper, we test these predictions. In addition, we explore if
there is any measurable and observable attribute that might contribute to an
executive’s level of success.

Table 9 CEO attributes

Panel A. Univariate Analysis

Tier-1 Tier-2 DIFF
(1) (2) (1)–(2)

Variables Mean Mean Mean
AGE 55.42 54.61 0.81
TNUR 6.40 6.20 0.20*
GNDR 0.89 0.92 -0.03
EDU 0.80 0.73 0.07
COMP 11.89 12.33 −0.44
Panel B. Regression: the association between the ability and attribute

Coefficient
Intercept 0.000381

0.43
EDU 0.00412*

1.90
TNUR 0.00716

0.41
(TNUR)2 0.00915

0.23
AGE 0.00311

0.36
TNUR*AGE 0.00347

0.15
GNDR 0.00559

0.24

Tier-1 includes all firms whose performance is above the median of industry-adjusted ROA of the entire
sample. Tier-2 includes all firms whose performance is below the median of industry-adjusted ROA of the
entire sample

Dependent variable is D-dummy variable which takes on the value of 1 if the firm belongs to Tier-1, and takes
on the value of 0 if the firm belongs to Tier-2. Tier-1 includes all firms whose performance is above the median
of industry-adjusted ROA of the entire sample. Tier-2 includes all firms whose performance is below the
median of industry-adjusted ROA of the entire sample. T-statistics are reported in Italics

D ¼ β0 þ β1
*EDU þ β2

*TNURþ β3
* TNURð Þ2þ þβ4

*AGE þ β5
* AGE*TNUR
� � þβ6

*GNDRþ ε:

***, **, * denote the significance level of 1%, 5%, 10%, respectively. T-statistics are reported in Italics
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We select from S&P500 during 2004–2012 the firms that fired their CEOs and the
firms that lost their CEOs via resignations. Our sample consists of 48 CEOs who
voluntarily resigned to find a new job. We provide evidence to indicate that the stock
market relates the performance of the employing firm to the ability of its CEO. The
market assigns higher negative abnormal returns to departure of a higher-ability
executive than to the departure of a lower-ability CEO. The abnormal returns are
significantly higher for the hiring of first group than of the second one. The executives
have not disappointed the market: the firms that hired the better-performing group are
rewarded with significantly better long-term returns than the firms that hire the good-
performing executives.

Additionally, we find that the job market reactions are consistent with stock market
reactions: Tier-1 CEOs find new jobs significantly faster than Tier-2 CEOs. Finally, the
level of education is an important factor that separates Tier-1 CEOs from Tier-2 CEOs:
the former group is more educated (a Master’s degree or better) than Tier-2 CEOs.
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