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Abstract

A particularly controversial corporate governance practice is the case of former
CEOs who decide - and are allowed - to extend their influence by remaining as
chairs of the supervisory board (in this study referred to as CACs: CEOs as Chairs).
We analyze the effects and preconditions of CACs and confirm a formerly observed
pattern that departing CEOs who remain as board chairs restrict their successors’
potential to initiate changes. However, inhibited change is intended and will con-
tinue even after the CAC has finally left the scene, i.e., passing the baton or the
ultimate departure of the CAC becomes actually a ‘non-event’. In a German con-
text, this commitment to the status quo is essentially good news: By analyzing Ger-
man HDAX firms over a period of twenty years, we find empirical support that it
is mainly CEOs effectively meeting the expectations of two powerful stakeholder
groups (namely, shareholders and employees) who get the chance to continue
as board chairs and that this practice pays off for both stakeholder groups in the
long run. Consequently, the installation of a CAC is not necessarily a symptom of
a missed opportunity for strategic realignment, but can rather be an indicator of a
firm’s sustainable development.
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1 Introduction

Executive succession is often viewed as an occasion for strategic realignment,
that is expected to result in the delivery of firm performance that deviates from
pre-succession levels (Miller, 1993; Quigley et al., 2019; Wiersema, 1992). This
expectation implies that the chance for fresh perspectives and new strategic think-
ing is endangered if the former decision makers stay involved in their respec-
tive firms’ corporate strategies. A particularly controversial case is the phenom-
enon of former CEOs who decide—and are allowed—to extend their influence by
remaining as chairs of the supervisory board (in this study referred to as CACs:
CEOs as Chairs), thus controlling their own replacement (Andres et al., 2014;
Bresser & Valle Thiele, 2008; Quigley & Hambrick, 2012). Some of the prob-
lems of this corporate governance arrangement are that CACs have difficulties
taking back earlier decisions, they exert considerable institutional and psycho-
logical influence to permanently filter out change initiatives in the firms that they
formerly ran, and they are the least detached persons possible to get the job of an
objective, impartial supervisor. As a result, CACs become obstacles to change,
effectively restricting new CEOs in their actions. Once a CAC fully departs, a
burst of change initiatives can be expected (Quigley & Hambrick, 2012).

As compelling as these arguments are, they need to be weighted against poten-
tial advantages of CAC arrangements. First of all, what if the CAC’s commitment
to the status quo is a commitment to excellence, to permanent innovation, or to
a fair distribution of the value created within the firm (Bresser & Valle Thiele,
2008). In other words: What if the status quo is a desirable one for the share- and/
or the stakeholders of a corporation? Secondly, a passionate supervisor may have
personal incentives to use the in-depth knowledge of the firm for the good of the
corporation that he or she considers to be the own legacy. The CAC has accumu-
lated firm and industry experience over years or even decades, which allows them
to fulfill the monitoring task effectively (Andres et al., 2014), due to the amount
of insider knowledge. Beyond that and by providing strategic advice, there may
be cases where a CAC contributes significantly to the quality of the on-the-job
learning of the successor, so that the new CEO becomes convinced, not forced, to
stay the course.

This article is the first one to integrate both sides of the debate in the context
of business strategy. To better understand the full implications of CACs for strat-
egy and performance changes, we study the phenomenon of CACs in the insti-
tutional context of Germany. This seems to be especially appropriate for at least
three reasons: First, the richness and quality of data: in Germany there exists
a clear separation of management and supervision. While in the United States
‘unity of command’ or CEO duality, respectively, is still a commonly accepted
practice (Karlsson & Neilson, 2009; Krause et al., 2014), and former CEOs
renounce their executive power incrementally by temporarily staying on as board
chair or by switching from the CEO to the board chair position subsequent to
their tenure as CEO, the circumstances in Germany are much more unambigu-
ous as the duties of the executive management group (“Vorstand”, including the
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CEO) and the supervisory board (“Aufsichtsrat”, including the chairman of the
board) are rigorously separated by law. Accordingly, in the German context, if the
CEO decides to stay on as board chair, it is a much clearer transition from a lead-
ership to a monitoring function than it would be in the United States, allowing the
authors of this study to focus on issues related to this aspect, without some of the
complexities of transitions in the context of dual leadership (Krause & Semadeni,
2013). Also, CAC arrangements in Germany have been a widespread practice in
the last decades (Andres et al., 2014; Bresser & Valle Thiele, 2008), representing
a regular transition form in the traditional German corporate governance context.
Accordingly, a wealth of empirical data exists on CAC occurrence and its conse-
quences over the decades. Second, the German context offers the chance to bet-
ter observe endogeneity, the different circumstances under which some former
CEOs become CACs, and others don’t. The endogeneity of CAC arrangements
is not unique to a medium-discretion environment such as Germany, but more
pronounced and thus more clearly recognizable than in high-discretion environ-
ments. As we will argue, the consequences of endogeneity are also more system-
atic. And thirdly, the German context with its rules and regulations allows us to
utilize some of these rules (that do not exist in high-discretion environments as
the United States) for building instrumental variables. For that, we particularly
focus on the detail that the practice of CACs has become increasingly controver-
sial in Germany: Only in 2005 did an amendment to the code of best practices
of corporate governance address this issue for the first time (Rode, 2006), urg-
ing top managers to end the criticized practice of CACs, thereby relying on an
act of non-mandatory self-regulation. As the German government decided that
self-regulation did not achieve the desired results, it implemented a law in 2009
forcing CEOs into a “cooling-off period” of two years before they can take any
position at the boards of their former corporations unless at least 25 percent of
the shareholders put forward the CEOs’ election to be confirmed by the share-
holders for immediate transition into the supervisory board (Fockenbrock, 2018;
Velte & Stiglbauer, 2012). This specific institutional context allows us to create
a powerful instrumental variable, and thus to control for endogeneity to a large
extent and thereby gain some general insights that can be applied in a wider range
of environments and country contexts.

Our work contributes to the current research in several ways. First, we contrib-
ute to the literature on CEO succession as an adaptive event (Behr & Fehre, 2019;
Miller & Friesen, 1980; Quigley & Hambrick, 2012; Wiersema, 1992). While some
studies have shown that succession is typically followed by considerable organiza-
tional change (e.g., Miller, 1993), others have found that succession brings about lit-
tle change (e.g., Wiersema, 1992). The retention of the former CEO as chair might
be a very prominent factor and could be thought of as a “partial succession” or even
a “non-event” (Quigley & Hambrick, 2012: 836). Second, we contribute to the lit-
erature on managerial discretion (Hambrick & Finkelstein, 1987). Researchers have
examined a wide array of factors in order to understand whether, and when executives
have influence over organizational outcomes (see, e.g., Crossland & Hambrick, 2007,
Wangrow et al., 2015). The idea that CEOs might be constrained by their predeces-
sors’ continuing presence, however, has not been considered in larger detail (see for
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one exemption, Quigley & Hambrick, 2012). Our study provides insights into how
this arrangement of CACs works in an institutional context characterized by limited
(or medium) levels of managerial discretion (Crossland & Hambrick, 2007). Third,
we respond to the request for further corporate governance research that considers
country-specific, contextual factors (Oehmichen et al., 2017; Yoshikawa & Rasheed,
2009). Our findings suggest that the effects and preconditions of CAC arrangements
differ with regard to the institutional context, allowing us to draw some country-spe-
cific conclusions. Thus, our study may help to reframe the regulatory debate about
the desirability of having a former CEO on the supervisory board (Andres et al.,
2014; Bresser & Valle Thiele, 2008). In fact, our evidence indicates that the rationale
for the new German law that came into force in 2009 which impedes the transition of
former CEOs to the supervisory board, requires further exploration.

2 Theory and hypotheses

Business environments differ in terms of the degree of leeway provided to their
executives or “managerial discretion”, respectively (Hambrick & Finkelstein, 1987).
In this regard a growing body of research suggests that managerial discretion is not
uniform cross-nationally, but is associated with certain informal and formal national
institutions that influence CEO effects on firm outcomes (Aguilera & Jackson, 2003;
Crossland & Hambrick, 2007; Krause et al., 2019). A few of those formal institu-
tions — namely ownership dispersion, legal origin, and employer flexibility — have
been addressed to relate national institutions, discretion, and CEO effects empiri-
cally to firm performance (Crossland & Hambrick, 2011). Referring to legal origin,
Crossland & Hambrick (2011: 803) argue that while common-law systems (e.g., in
the U.S. or the UK) evolved primarily as a way to protect the rights of private prop-
erty owners, civil-law systems (e.g., in Germany or in France) developed more as a
means of solidifying state power. From this distinction follows that while CEOs in
common-law systems are charged with a particular end (i.e., maximize shareholder
value) but are given considerable leeway in the means to do so, the constraints on
CEOs in civil-law systems exist at the level of means, i.e., managerial actions are
only approved if they balance the needs of multiple constituencies (i.e., maximize
stakeholder value). In sum, CEOs of firms in civil-law systems will have less discre-
tion as CEOs of firms in common-law systems.

Adequate for a common-law system and the high-discretion environment of high
technology firms in the U.S., Quigley and Hambrick (2012) treat the decision of a
former CEO to stay on as board chair methodologically as a variable that is influ-
enced by pre-succession performance as well as the board’s desire for change, but
also by a number of relatively arbitrary individual choices that may suffice to result
in CAC occurrence. This set of arbitrary choices can include many possible factors,
ranging, for example, from the predecessor’s psychological reluctance to leave, to
the board’s desire to signal a professional transition, or, even because directors are
imitating the practices of peers or are simply following tradition.

We assume that therein lies an important difference to the civil-law systems
sample of our study. The German sample is derived from a medium-discretion
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environment (for an extensive discussion, see Crossland & Hambrick, 2007). The
German culture is known to be biased against the risky and unconventional, and the
power conceded to a single individual is considerably restricted by law (Tuschke &
Sanders, 2003). Another characteristic of this particular medium-discretion environ-
ment is its pervasive system of checks and balances: Strong institutional pressures
insist on firms to pursue multiple goals, i.e., on balancing the interests of diverse
stakeholder groups without putting too much emphasis on the single goal of share-
holder value maximization (Fiss & Zajac, 2004; Gerum et al., 2018). In addition,
Germany is characterized by unusually high ownership concentration and by a
unique board system where half of all board positions of large public corporations
are usually filled by employee representatives (Crossland & Hambrick, 2007).

In the following sections we will first try to confirm in our new setting the basic
CAC effect found in high-discretion industries (see Quigley & Hambrick, 2012),
showing that predecessor retention (i.e., CAC) will restrict the new CEQO’s discre-
tion, dampening their ability to initiate strategic changes. In a second step, we will
elaborate our argument that in a medium-discretion environment like Germany this
commitment to the status quo will continue even after the CAC has finally left the
scene. This can (third) be explained by the initial conditions of CAC installment,
characterized by strong pre-selection pressures in a medium-discretion context.
However, and even after controlling for endogeneity, this is (fourth) essentially good
news because in a medium-discretion environment an approach of balancing the
interests of share- and stakeholders is expected to be continued.

2.1 CAGs as an inertial force: The basic cross-contextual effect

Over time organizations are susceptible to inertia (Hannan & Freeman, 1984) which
is why their flexibility to respond adequately to environmental changes is restricted
(Miller, 1991). Fortunately, executive succession provides a periodic ‘window of
opportunity’ (Behr & Fehre, 2019) to break out of their inertial paths (see also:
Pfeffer & Salancik, 1978). Although, research has shown that executive succession
tends to heighten the likelihood of change (Gabarro, 1987; Miller, 1993), the impli-
cations of such change for performance are mixed (Finkelstein et al., 2009; Liu &
Atinc, 2021). In this regard, it has been widely discussed that the ability to initi-
ate any changes depends on how much discretion managers possess (Hambrick &
Finkelstein, 1987; Quigley & Hambrick, 2012). Higher discretion enables manag-
ers a wider range of options (Campbell et al., 2012) and a greater latitude of action
(Hambrick & Abrahamson, 1995). Because executives are appointed to their posi-
tions with the goals of sustaining and improving organizational performance (Barker
et al., 2001), it is critical to understand what constrains or, alternatively, what ena-
bles them to influence organizational outcomes (Wangrow et al., 2015: 2). Thus far,
there has still been little attention paid to the nearby assumption that powerful par-
ties may restrict executives from initiating significant (strategic) changes. Among
such powerful parties are predecessor CEOs who remain as board chairs, i.e., CACs.
The core assumption with reference to the scarce research on CACs is that “prede-
cessor retention restricts a successor’s discretion, thus dampening his or her ability
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to make strategic changes or deliver performance that deviates from pre-succession
levels. In short, a predecessor’s continuing presence suppresses a new CEQO’s influ-
ence” (Quigley & Hambrick, 2012: 834).

The underlying mechanisms of the change-inhibiting effect of CAC occurrence
can be summarized in three arguments (Quigley & Hambrick, 2012): First, CACs
have difficulties taking back earlier decisions for a number of reasons (e.g., fit of
one’s own expertise with the chosen strategy, psychological investments, fear of los-
ing face, etc.). Second, CACs can exert considerable institutional and psychological
influence to permanently filter out change initiatives. Third, and to make matters
worse, CEOs interested in further activities as CACs are a highly skewed subgroup
of all former CEOs, due to their high commitment to continue their influence. So,
the least detached persons imaginable get the job to act as objective, impartial super-
visors of their own legacies. As a result, CACs become the personification of com-
mitment to the status quo (Behr & Fehre, 2019; Hambrick et al., 1993), effectively
restricting new CEOs in their actions. Accordingly, strategic change as well as per-
formance change is inhibited. We assume that this basic effect is robust beyond dif-
ferent national and/or industry contexts, leading to our first hypotheses:

Hypothesis 1a: Retention of the predecessor CEO as board chair (i.e., CAC) will
be negatively related to post-succession strategic change.

Consistent with the notion that restricted managerial discretion brings about sta-
ble strategies and, in turn, stable performance (Hambrick & Finkelstein, 1987), sev-
eral studies have already shown that strategic continuity is associated with perfor-
mance continuity (e.g., McClelland et al., 2010; Venkatraman & Prescott, 1990). In
this spirit, Quigley & Hambrick (2012: 839) argue that, “instead of the supposition
that predecessor retention is generally harmful (or beneficial), a more logical expec-
tation is that it brings about performance that largely adheres to pre-succession lev-
els.” The authors find substantial support for their prediction that predecessor reten-
tion is negatively related to performance change, either positive or negative (Quigley
& Hambrick, 2012: 847). As a consequence of restricted strategic change, this pat-
tern is expected to be robust across different contexts:

Hypothesis 1b: Retention of the predecessor CEO as board chair (i.e., CAC) will
be negatively related to post-succession performance change.

2.2 The CACs final departure: Twilight of the gods as a‘non-event’

In a high-discretion environment it can be expected that once the CAC fully departs,
there will be a burst of change initiatives from the successor (Quigley & Hambrick,
2012: 839). As discretion is enhanced, the successor CEQO is now able to break with
the past, which provides an increased chance to deliver performance that diverges
from the pre-succession baseline. Finally, new CEOs most often have a strong
urge to enact change early on, in order to demonstrate that their leadership skills
can make a difference (Gabarro, 1987). With the CAC looking over their shoulders,
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succession becomes a non-event regarding the disposal of burdensome legacies.
CAC:s restrict executives from taking bold or idiosyncratic actions by establishing
explicit constraints (e.g., through influencing board agendas, committee structures,
and CEO compensation) as well as by establishing implicit constraints, since the
questioning of past decisions may lead to considerable unease in face-to-face meet-
ings. Thus, CACs dampen the new CEOs ability to initiate strategic changes and/
or to deliver performance that deviates from pre-succession levels so that full CAC
departure leads to the start of numerous change initiatives, which had been hindered
up until this point by the retention of the former CEO.

We expect an interesting deviation from this pattern in a medium-discretion
context: Explanations focusing on cognitive processes and biases of the individual
CACs make perfect sense in situations defined by the great leeway provided to the
CEOs of U.S. firms. On the other hand, the institutional context of Germany leaves
limited choice to the CEOs, so that strategic decisions may be driven more by fac-
tors beyond the individual. If CAC installments represent the desire of dominant
stakeholder groups for an approach of continuing in the path that met stakeholder
interests, the new CEO may experience the same pressure to conform to such expec-
tations. Even if the successor wishes to deviate from the former norms, he or she
still has to deal with institutional pressures that make it hard to change things imme-
diately. Even more likely is the case that the new CEO simply decides to continue
the policy implemented by the predecessor, experiencing strong pressure from the
stakeholders, or the case that the new CEO even increases the commitment to the
course, understanding that suspicious stakeholders watch the moves in the first year
where he or she makes decisions outside the influence sphere of the tried and tested
CAC. Another plausible scenario is that the CEO truly wishes to confirm the policy
of balancing stakeholder interests, having become convinced that this is the smooth-
est way of continuing the leadership. What all of the scenarios in a medium-dis-
cretion environment have in common, is that if the CAC represents the interests of
dominant stakeholders, it is highly unlikely that the new CEOs will start their first
free year with a burst of change initiatives. Thus, we propose:

Hypothesis 2a: Final departure of the CAC will be negatively related to strategic
change in the period immediately following departure.

Hypothesis 2b: Final departure of the CAC will be negatively related to perfor-
mance change in the period immediately following departure.

2.3 The CAGsinitial conditions: Guardians of a‘balanced’ approach

We expect that medium discretion will lead to strong endogeneity of situations
where CAC involvement is present, or in other words it is derived from the precon-
ditions of CAC existence demanding a multitude of coordinated choices. The former
CEO in the position as a board chair affects shareholders, the career of the subse-
quent CEO, colleagues in the top management team, rivals for the board position,
and others. Additionally, the position exerts an influence on stakeholders such as
employees and an often deeply skeptical public. A medium-discretion environment
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means limited choice of the CEO regarding the decision whether to continue as a
CAC or not. In such contexts, it matters less what CEOs want to do, but more what
dominant stakeholder groups, such as shareholders and employee representatives,
allow them to do. The fact that CACs are a highly skewed group becomes the most
important part of the story. Of all the former CEOs who may have the ambition to
become CACs, mainly those who have effectively balanced the interests of domi-
nant stakeholder groups, and thus, promise to add value by staying, get the chance to
take up the board chair position. In such a medium-discretion scenario CACs have
usually passed the test of strong pre-selection pressures based on the change pat-
terns they are likely to inhibit. On the one hand, the main interest of shareholders in
a potential CAC is a high return to shareholders. On the other hand, one of the main
interests of employee representatives in a potential CAC is to maintain employment
intensity at a high level. Thus, we suggest the following hypotheses:

Hypothesis 3a: Retention of the predecessor CEO as board chair (i.e., CAC) will
be positively related to pre-succession return to shareholders.
Hypothesis 3b: Retention of the predecessor CEO as board chair (i.e., CAC) will
be positively related to pre-succession employment intensity.

2.4 CACs as protectors of the realm: Some (un)expected consequences

If the assumptions get confirmed that CACs are pre-selected as they start from a
desirable position (a successfully balanced stakeholder policy they were responsible
for as CEOs), this circumstance allows us to empirically answer the question what
a commitment to the status quo means for the subsequent post-succession perfor-
mance and employment intensity levels.

In a medium-discretion environment, a theoretical prediction is possible not only
on the amount of change (less change with CAC arrangements). In addition to the
existing literature, we also hypothesize on the consequences that inhibited change
has on the overall performance. Mainly the “top performers” (who have effectively
balanced the interests of dominant stakeholder groups) are allowed to continue as
board chairs. Even though they are expected to restrict the new CEOs discretion and
dampen strategic change, this role can be considered essentially good news as they
prevent the new CEO from taking ill-informed, bold or idiosyncratic actions. While
the new CEO may bring fresh perspectives and the willingness to enact change
soon, she/he often lacks a deep understanding of the firms’ resources and capabili-
ties, key internal and external parties, and other essential local knowledge (Gabarro,
1987; Miller, 1993). Ultimately, CACs will help improving managerial efficiency
or implementing existing strategies more efficiently (Demerjian et al., 2012; Krause
et al., 2013).

In this transitional phase, and consistent with the idea of ‘passing the baton’
(Vancil, 1987), CACs are supposed to provide resources and strategic advice. Not
only are they pre-selected based on their past performance, they must also offer
credible signals that they will continue to improve results with the interests of both
shareholders and employees in mind. Stakeholders, due to their past experience with
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the former CEO, can evaluate whether both willingness and competence for a con-
tinuation of past performance exists. Not surprisingly, some scholars find support
that firm value increases when a former CEO becomes a member of the supervisory
board (Andres et al., 2014), or even propose that to improve long-term firm perfor-
mance, companies should keep outgoing CEOs around and not grant new CEOs too
much power (Perry et al., 2011). Thus, we suggest the following hypotheses:

Hypothesis 4a: Retention of the predecessor CEO as board chair (i.e., CAC) will
be positively related to post-succession return to shareholders after controlling for
the endogeneity of CAC appointments (i.e., self-selection).
Hypothesis 4b: Retention of the predecessor CEO as board chair (i.e., CAC) will
be positively related to post-succession employment intensity after controlling for
the endogeneity of CAC appointments (i.e., self-selection).

3 Methods
3.1 Sample and data sources

We derived a sample from the DAX100 index of the German stock exchange, cov-
ering the timeframe from 1994 to 2012, with some variables integrating data from
1993 and 2013. Our goal in choosing the sample period was a large timeframe
(close to 20 years), and to cover a period including both successful years and crisis
years (e.g., the dotcom bubble in the 2000 s, or the global financial crisis of 2008),
to make sure that CACs are not only a “fair-weather phenomenon” thriving only in
good times. For the last years, we also included firms and observations from the
HDAX, the index that replaced the DAX100. The DAX100 and the HDAX com-
prise the companies with the highest market capitalization in Germany. Among
the 197 firms that were part of the DAX100 for at least three years and had their
headquarters located in Germany, we restricted our full models to succession events
with complete data availability for all dependent and independent variables. That
reduced the original dataset with all independent variables including a maximum
of 945 firm-years to 457 firm-years for which both performance and strategy data is
available (433 firm years for models estimating stock market changes — see Appen-
dix 1: Data Reduction Table). The dataset is right-censored, ending in 2012. Our
final sample consisted of 125 succession events, in 29 percent of the cases (36 suc-
cessions) did the former CEO stay on as board chair. To facilitate comparison with
one of our studies of reference (Quigley & Hambrick, 2012), we built a database
including all succession events and data on a maximum of five years for every suc-
cession event (with succession in t= 1; if the succeeding CEO quit earlier, we also
stopped tracking the post-succession events before t=5). This led to 457 firm years
included in the analysis. Performance data (years 1 to 5, with a time lead of one
year for the variables TSR change, TSR and Employment Intensity) and information
on mergers and acquisitions was collected from the Bloomberg Financial database.
The values of the strategy variables were derived from the Bloomberg Financial
database, Thompson Datastream, and firms’ annual reports. Information regarding
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CEO succession, board chairs, shareholder concentration, and composition of the
top management teams was retrieved from Hoppenstedt Aktienfiihrer, a source that
recorded all data on changes in corporate governance at a regular annual cutoff date,
which we used to assign governance changes to respective years. For all information
related to details of succession events, we utilized data from Bloomberg and press
articles included in the Lexis/Nexis database.

3.2 Dependent variables

Changes in strategy and performance Change in strategy and performance (and
the according controls) were measured similarly to the main reference article on
the topic of CACs (see the method section in Quigley & Hambrick, 2012). Means,
standard deviations, and correlations of all variables are presented in Table 1. By the
strong resemblance of model design and variable definition we wanted to ensure that
potential differences of the results can be explained by differences in the research
settings and new angles on the topic, and not by statistical artifacts. (For results
of a more extensive quasi-replication of the Quigley/Hambrick model replicating
most of their independent variables and controls, please write to the first author).
Our dependent variables covering strategic change focus on resource reallocations
and top management team departures. Resource reallocation was based on an index,
including measures that are influenced by the CEO and represent a broad spectrum
of strategic initiatives (see, e.g., Crossland et al., 2013): Selling, General & Admin-
istrative (SG&A) intensity (SGA/sales), Plant and Equipment newness (net plant &
equipment/gross plant & equipment) and Financial Leverage (total debt/sharehold-
ers’ equity). Following Quigley & Hambrick (2012), we measured the absolute
change (without regard to sign) for each of these items from the year prior to suc-
cession (Year 0) to the focal year (Year t). These three change indicators were stand-
ardized across all firm years (divided by the standard deviation prior to removing
the signed direction) and then summed to develop the composite index. We exam-
ined turnover in the Top Management Team by counting TMT departures. First, we
recorded the names of the executive management group (Vorstand) in the year prior
to succession t (0), and then counted the number of executives from this group who
departed in the focal year.

To track change in firm performance as a dependent variable, we first measured
industry-adjusted TSR for the post-succession years (thus, tracking performance at
the end of the years two to six after succession). 7SR (total shareholder return) was
calculated as share price at the end of year minus share price at the beginning of the
year, plus dividends paid, all divided by beginning share price. TSR was industry—
adjusted by subtracting the median TSR of the focal industry in the year of measure-
ment. From this performance value, we derived TSR change as the absolute differ-
ence, without regard to sign, between pre-succession levels and the focal year, net
of median TSR change in the respective industry. In our estimation models, we used
most performance and performance change data with a time lead of 1 year, so that,
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68 R.Valle Thiele et al.

for example, the consequences of the year of a CAC installment (t =1) is estimated
for the performance change taking place in year two after succession (Table 1).

Performance levels To account for firm outcomes that matter for stakeholders we
focused on the levels of outcomes of interest for the two stakeholder groups of
shareholders and employees. As success measure for shareholders, we used 7SR
(total shareholder return) in the years 2 to 6, according to the calculation described
in the paragraph above. (A detailed and complete summary of all variables can be
found in the Appendix 2).

As measures of policies benefiting employees, we focused on two aspects used
in the literature to cover pro-employee strategies, the (relative) growth in employ-
ment numbers, and the absence of divestitures (Cronqvist et al., 2009; Landier et al.,
2009; Yonker, 2013, 2017). Relative employment growth was calculated as Employ-
ment Intensity, calculated as (Number of Employees/Total Assets) in years 2 —6.
As we additionally controlled for pre-succession employment intensity (see below
section on independent variables), this measure covers employment changes within
a given firm after CEO succession, not the absolute level of employment intensity.
Accordingly, (between firm) differences based on industry employment models or
firm traditions (e.g., different shares of blue- and white-collar workers) are con-
trolled for. A CEO with comparatively high values of employment intensity after
succession either refrained from downsizing (that other successors implemented),
or created new jobs (that other successors did not create). Employees clearly iden-
tify downsizing as betrayal and breach of the"psychological contract" they have with
their employer, even if it is efficient in its results (Love & Kraatz, 2009). The crea-
tion of new jobs is also seen as employee-friendly (Yonker, 2017: 3589). To make
sure that employment growth was not accompanied by enforced lower wages, we
additionally performed a robustness test described in the model estimation Sect. 3.6.

To track corporate divestitures, we counted how many different divestitures were
announced for each focal year on the Bloomberg Financial Database (Divestiture
count). What this measure mainly represents in the timeframe of our sample is
whether the top management evaded the rigid labor laws in particular for large pub-
lic firms by outsourcing and transferring employees to smaller, legally independent
firms with less rigid labor laws and less powerful employee representation, in the
context of the 1990s and 2000s often combined with outsourcing business activi-
ties to Eastern European countries (Marin, 2006). Thus, less divestitures represent a
more employee-friendly policy, as more employees were kept under the umbrella of
the publicly-listed corporation headquartered in Germany, with strong union repre-
sentation and advantageous labor contracts.

3.3 Independent variables
Predecessor retained (CAC=1) is a dummy variable indicating the presence of a

former CEO staying as chair (CAC) in each year (t). Accordingly, first free year
after CAC left identifies the first year immediately following the predecessor’s final

@ Springer



Is commitment to the status quo really bad news? The case of former... 69

departure from the chair position. We focused on former CEOs in board chair posi-
tions, as the chair almost always also chairs the compensation committees and heav-
ily influences their composition, giving them extraordinary power in addition to their
agenda-setting task. Andres et al. (2014) have shown in an empirical setting that
CEOs staying on as regular board members without holding the chair position lack
influence on some relevant firm outcomes that CACs are having, so we focused on
the CAC:s, as they hold the position with the maximum extent of prolonged power.

Additionally, we added a t =0 pre-succession control variable for every depend-
ent variable we estimated. The control variable covered the change that took place in
the year before management succession or the levels of the dependent variable in the
year before succession. By controlling for pre-succession values of our dependent
variables, we estimated change of the dependent variable after management succes-
sion (instead of value levels), thereby controlling for endogeneity that comes from
unobserved (between) factors like firm traditions, industry rules, unique corporate
governance settings of particular firms etc. (Hambrick, 2007). For the model esti-
mating TMT departures, we also controlled for original TMT remaining, which was
the number of original members (who were part of the predecessor’s team) still with
the organization at the beginning of each focal year, thereby controlling for the dif-
ferent size of top management teams.

3.4 Control variables

We added several control variables that could influence the change intensity of
companies beyond the CAC issue. These include characteristics of the succeed-
ing CEO (e.g., is the CEO an outside successor), of the company structure (e.g.,
organizational slack) and of the objective need to change things (e.g., pre-succession
ROA level). Most of the control variables are adapted from prior research and are
described in detail in Appendix 2.

To fully understand the context of CAC occurrence in a medium-discretion envi-
ronment, it is essential to include further independent variables not covered in the
research on CAC’s so far. To represent the influence of dominant stakeholders,
we added three variables expressing strong stakeholder influence: Pre-Succession
Shareholder concentration (log). The natural logarithm of the share of the corpora-
tion owned by the largest shareholder, measured in t (0). Members of the family of
the founder usually not only were block holders, but also exerted influence beyond
their official shareholdings through other family members also present on the man-
agement board. Thus, we used the indicator variable Predecessor from founder’s
family measuring the power of the predecessor as either the founder or as a member
of the founder’s family, while Successor from founder’s family measured family links
and the accompanying power of the succeeding CEO. Board size is a count variable
that records the number of board members of a company in year t. Economic growth
controls for the possibility that CACs are used primarily in favorable economic con-
ditions. This variable measures the percentage increase in gross domestic product
in year t in Germany. All performance measures were industry-adjusted based on
the 18 original DAX industry categories of the DAX100. Additionally, we added
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nine industry controls for broader industry sectors represented in the DAX. Other
controls account for particularities of the German firm sample: In the last 20 years,
most German corporations were legally required to change their accounting stand-
ards at least once, for example from the local standard (HGB) to US GAAP and then
to IFRS, making it harder to compare performance numbers. US GAAP Accounting
standard and IFRS Accounting standard are dummy variables indicating the use of
the respective accounting system.

3.5 Instrumental variables

To account for further unobserved heterogeneity on the succession level that is
not covered by control variables, we added two instrumental variables (IV) to the
model. The conceptual idea is that an adequate IV must influence the probability of
the former CEO taking over the CAC role, without additional influencing the main
dependent variables. This allows to control for unobserved heterogeneity among the
succession events. The institutional pressure against CACs, a particularity of the
German business context, contributes to a credible instrumental variable. Changes
in corporate governance regulations often qualify as good instrumental variables,
as they influence the frequency of the regulated corporate governance design, but
have no relevant additional influence on dynamism or strategic perspectives of the
regulated firms. We measured institutional pressure against CACs as an ordinal
variable from 1 to 3, representing three different phases with increasing pressure
against CAC implementation, as described in the introduction (see also Table 2
and the Appendix 2). Overall, the instrumental variable proves to be highly cred-
ible: With every additional phase, there are fewer CACs while the level of strategic
and performance change, and overall performance levels, do not change significantly
over time. Accordingly, a test of underidentification of the instrumental variable
for cluster-robust panel data (the Kleibergen-Paap rk LM statistic) rejects the null
hypothesis of an underidentified model (Chi Square 4.876; p-value 0.03). Thus, our
instrumental variable is “relevant,” i.e., sufficiently correlated with the endogenous
regressor (Kleibergen & Paap, 2006).

To ensure the exogeneity of our first IV, we also performed an additional test.
The potential problem that there might also be a feedback from bad performance
to increased societal pressure to reduce CAC arrangements seemed possible, but
unlikely. Historically, the governance changes in Germany were not driven by
particular bad performance years (the dot com bubble and the global financial
crisis had disastrous results far beyond Germany). Driver was a legitimacy con-
cern that Germany had too many idiosyncratic arrangements that were not in
compliance with international standards (Deutschland AG with cross-ownership,
influence and ownership of banks, CACs etc.). The pressure to change arose pri-
marily from the will to international standardization, not from catastrophic per-
formance results (Tuschke & Luber, 2012). To provide statistical support, we
tested in a regression equation whether the various phases of societal pressure to
reduce CAC arrangements could be predicted by previous economic weakness.
Annual German GDP growth in the same year and in the three, six, and nine
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72 R.Valle Thiele et al.

years prior to the year of measurement is not significantly associated with the
extent of societal pressure to abandon CAC arrangements. We see this as an argu-
ment that our instrumental variable is of high quality and that lack of exogene-
ity is a negligible problem. Additionally, we also included an interaction effect
of the IV institutional pressure against CACs with the variable threshold25%.
This indicator variable equals one if the largest stockholder holds more than 25%
of the company stocks. The relevance of this threshold comes from the decision
of German legislator in 2009 that a direct transition of the former CEO to the
CAC position is possible without a cooling-off period if the respective person is
elected after being put forward by shareholders who hold at least 25 percent of
voting rights. Therefore, an effect of a dominant blockholder with at least 25%
shares should be visible depending on the phase of governance regulation, as this
context makes it easier to implement CACs after 2008.

3.6 Model and estimation

To test the constraining influence of CACs on changes in strategy and perfor-
mance (Hypotheses la, 1b, 2a, 2b), we kept our models comparable to previous
research by using generalized estimation equations (GEE). GEE derive maximum
likelihood estimates and accommodate non-independent observations (Hardin &
Hilbe, 2013). We used the Stata routine xtgee. As the change variables were highly
skewed, always positive and over-dispersed, we specified models with negative
binomial distribution, log link function, and exchangeable correlation structure.
To better cover the endogeneity of CACs (Hypotheses 3a, 3b), and their per-
formance consequences (Hypotheses 4a, 4b), we used endogenous treatment
models (ETMs), which allow comprehensive correcting for self-selection based
endogeneity (Cerulli, 2015; Clougherty et al., 2016). While endogenous treat-
ment models resemble 2SLS Heckman selection models, they focus on self-
selection into treatment (instead of sample selection due to censored data), and
have better statistical properties (less overstating or understating of the magni-
tude of the true effects), if the endogenous variable is binary, as in the case of
CAC occurrence (Clougherty et al., 2016). Our ETM does not require some of
the usual assumptions for Ordinary Least Square regressions. As we calculate
cluster-robust standard errors based on firm clusters, correlations between the
error terms of the same company are acceptable. Furthermore, it is not only
possible, but also desirable that some unobserved variables influence both the
treatment (CACyes) and the outcomes. Without such endogeneity there is not
much value added by ETMs. Therefore, we tested for all three linear endog-
enous treatment regression models the null hypothesis that no unobserved vari-
ables affect both treatment assignment and the outcome. The null hypothesis
can be clearly rejected in a Wald test of independent equations, the treatment
error and the outcome error are correlated. Endogeneity is an issue (Model 1:
Chi2(1) =17.80, p < 0.00; Model 2:Chi2(1) =57.8, p < 0.00; Model 3:Chi2(1)
=36.09, p< 0.00)); in the fourth model estimating divestitures, the Wald test
is not significant (Model 4: Chi2(1) =0.05, p= 0.83); to predict the impact of
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CACs on divestitures, even a statistical model not accounting for unobserved
endogeneity would have similar, unbiased results.

We also performed two robustness tests. First, we looked into a potential
sample selection bias due to our decision only to use companies with complete
data on all variables. This does not seem to create a problem, as for the DAX/
HDAX companies most financial and governance data was available, due to the
extensive reporting requirements. Potentially missing was mainly data on pre-
succession controls in the first years of the sample, plus some stock market
data (TSR) on companies that went private, changed their legal form, or started
insolvency procedures. We ran some of the main regressions of Table 3 with
a procedure that includes incomplete data (Full information maximum likeli-
hood), and the 95% confidence intervals of the main independent CAC vari-
ables were strongly overlapping with the ones in our sample.

Secondly, we ran an additional model (2a in Table 3) to make sure that
employment intensity is a proxy for employee -friendly policies. For this robust-
ness check, we hand-collected employee expenses for a random sample of 150
of our firm-years from Hoppenstedt, and controlled for employee expenses per
person when estimating changes in employment intensity. We argue that - cet-
eris paribus - higher employment intensity represents a more employee-friendly
policy, and not a trade-off where additional jobs are accompanied by lower
wages. Therefore, we estimated the impact of CACs on employment intensity
while simultaneously controlling for average wages.

4 Results

Hypothesis la and 1b predict that predecessor retention would be negatively
related to strategic and performance change after succession. This hypothesis from
one of our studies of reference (Quigley & Hambrick, 2012) could be success-
fully confirmed for our selected dependent variables (see Table 4). The consistent
result is reduced change intensity for all indicators of change when the predecessor
is retained. In Table 4, Effect of Predecessor retained on Resource reallocation is
b=-0.90; p= 0.002 in model 1/on TMT departures b=—-0.31; p= 0.059 in model
3). Additionally, our measure of change in firm performance had smaller coeffi-
cients when the CAC stayed on board (Effect of Predecessor Retained on AReturn to
shareholders: b=—0.35; p= 0.048 in Model 5).

The effect sizes of CACs on change are both statistically as practically signifi-
cant. For example, if all firms in the sample with their given characteristics would
keep their CACs (compared to not a single firm doing this), the resource real-
location would be reduced by half a standard deviation (—0.53, the coefficient
of —0.90 (Predecessor retained) in model 1, divided by the standard deviation of
resource reallocation (= 1.55). Weaker effect sizes exist for TMT departures in
model 3 (—0.30=-0.31/1.04), and stronger effects exist for TSR change in model 5
(—0.87=-0.35/0.4).

Most of the coefficients of the control variables have the expected direction.
The coefficients of the lagged dependent variables are positive and statistically
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Table 3 Effects of endogenous predecessor retention on stakeholder-relevant outcomes (in year t+ 1)

(6] @ (2a) 3

TSR (t+1) Employment Intensity (t +1) Divestitures
(Robust-

ness check)

Pre-succession TSR —0.14
(0.15)
Pre-succession employment intens 0.79%#* 0.86%#*
(0.04) (0.06)
Pre-succession divestiture count 0.07**
(0.02)
Personnel expenses (per employee) —11.62%%%*
(2.79)
Industry Controls, year controls, CEO year controls, accounting system controls included (except 2a)
Pre-succession TSR —-0.53 —L.41%%* —0.86%**
(0.36) (0.33) (0.25)
Pre-succession ROA 0.43 1.16 —0.16 —3.48%*
0.27) (0.88) 0.73) (1.21)
Pre-succession shareholder conc. (log) 0.03 —0.03 0.07 0.17 +
(0.04) (0.14) (0.11) (0.09)
Board size 0.00 0.04 + —0.01
0.01) (0.02) 0.02)
Economic Growth —-12.77 -56.76* —54.28
(10.51) (28.61) (43.54)
Predecessor from founder’s family —0.38%#%* 0.03 -0.48 -0.28
="(0.11)" (0.34) (0.36) (0.46)
Slack (Year t-1) —-0.05+ -0.22 0.17
(0.03) (0.15) (0.11)
Sales (log, Year t-1) -0.03 -0.03 0.60%***
(0.02) 0.07) (0.08)
Tenure of predecessor CEO (log) —0.01 —0.06 0.09
0.02) (0.09) (0.08)
New CEO Is outside successor 0.03 0.627%*%* —0.14
(0.04) 0.17) (0.15)
Successor from founder’s family —0.21 0.69 0.76 +
(0.14) (0.43) (0.45)
Threshold 25% 0.80%* —0.39%*
(0.29) (0.20)
Predecessor retained (CAC =1) 0.63%** 2.5]%** 2.64%%* —0.64*
(0.15) (0.30) 0.41) 0.27)
Constant 0.69 + 0.7 0.17 —6.30%%%*
First Step: Predecessor retained (CAC =1)
Pre-succession employment intens 0.1 1#H* 0.11%*
(0.03) 0.04)
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Table 3 (continued)

)] @) (2a) 3
Pre-succession divestiture count 0.01
(0.03)
Pre-succession TSR 0.69% 0.96%*%* 0.93%* 0.55%
(0.28) 0.24) 0.29) 0.27)
Pre-succession ROA 0.98 1.29 + 0.89 0.20
(0.60) (0.69) 0.72) 0.63)
Pre-succession shareholder conc. (log) —0.06 -0.15+ —0.20* 0.05
(0.10) (0.09) (0.08) (0.10)
Economic Growth 3.61 1.10 2.15
(2.66) (2.68) (3.07)
Predecessor from founder’s family 1.27%%* 1.19%** 0.99%#%* 1.20%**
(0.22) (0.20) (0.24) (0.24)
Institutional pressure against CAC —0.35%** —0.54%*%* —0.43%* —0.39%*
(0.10) (0.09) 0.11) 0.13)
Threshold25% =1 —0.91%##* —1.06%#* —1.04%*
(0.26) 0.22) (0.36)
Threshold25% =1 # Institutional pres- 0.22 + 0.22% 0.12
sure against CAC
0.12) (0.09) 0.17)
Constant 0.47 1.20%%* 0.87* 0.33
Observations 433 457 150 457
Number of successions 122 123 55 123
Wald test (tho =0) 17.80 57.80 36.1 0.05
rho —0.80 -0.90 -0.9 —-0.06
sigma 0.50 1.80 1.7 0.44
Wald chi-square (Model fit) 75.70 1605.10 354.8 663.70

Robust errors in parentheses ***p< 0.001 **p< 0.01 *p< 0.05 +p <0.10, Linear regression
(Models1,2,2a)/Poisson regression (Model 3) with endogenous treatment and cluster-robust standard
errors

significant when predicting Resource reallocation (b =0.12 for Pre-succession
resource reallocation in model 1, p= 0.042) and TSR change (b =1.00 for Pre-
Succession TSR change in model 5, p < 0.001). That means firms tend to be
linked to dynamic changes when they did so in the past, too. This is not true for
TMT departures that cannot be estimated by Pre-Succession TMT departures
(b =0.01). However, the size of the old management team is a strong predictor
(TMT remaining, b= 0.47 in model 3) which is a legacy of the past, too.

The controls for past performance (Pre-Succession ROA, Pre-Succession TSR,
Sales in year t-1) have either no significant effects, or a negative effect when sig-
nificant. As expected, is success in the past a predictor of fewer changes in the
coming years. The most counterintuitive consequences are linked to the outsider-
ness of the new CEO. In four models, this has no significant impact, and in the
models predicting TMT departures (3 and 4), the effect on change is negative
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(b =—0.53 in model 3). That can be seen as a strong hint that the effects of out-
sider CEOs (that often are measured without a control for CACs in the litera-
ture) should always be interpreted together with the overall governance structure.
While outside CEOs may have a strong interest in changes, they also need power
they often lack as new organization members.

The hypotheses 2a and 2b state that the final departure of the CAC will be
negatively related to strategic and performance change in the period immedi-
ately following departure. This is not supported by the evidence. For all of our
measures of change, there is not a negative effect on change when the new CEO
continues without supervision by the CAC. Instead, when controlling for the fact
that only some companies had CACs in the first place (Predecessor retained),
there is neither a positive nor a negative significant effect of the first free year
of the new CEO on resource reallocation (b =0.36 in model 2, p= 0.08), on
TMT departures (b =—0.28 in model 4, p= 0.42) or on TSR change (b =0.31
in model 6, p= 0.49). While our strong assumption of significant constraint on
change is not supported, the evidence is still in sync with the idea of the first
free year of the new CEO as a non-event. However, there is a weak positive
impact of the CAC finally leaving on resource reallocation. But we clearly do
not see an outburst of change initiatives that Quigley & Hambrick (2012) meas-
ured in high-tech companies in the U.S. The evidence suggests that the strategic
course formerly co-initiated by the CAC is not reversed, without any significant
positive or negative changes. The first free year of the CEO successor is not
defined by increased change initiatives or performance changes, and the effect of
First free year is not beyond chance.

Hypotheses 3a and 3b state that CAC occurrence is endogenous, i.e., more
likely in succession contexts in which both shareholders and employees’ inter-
ests were served. To explore which factors might contribute to successions with
CACs, we first ran a series of probit regressions to predict predecessor retention
by stakeholder-relevant firm characteristics in year t (0). We used all succession
events with complete data on relevant controls that took place in the DAX in our
time frame (n= 186), including events not used for our final sample due to miss-
ing data. The resulting best model (see Appendix 3) includes all variables that
predicted CAC arrangements in the year of the succession event: High return
on assets and return to shareholders, high pre-employment intensity (indicat-
ing strong representation of employees’ interests), the absence of strong block
holders, and a potential CAC who is linked to the founder’s family (indicating
ownership shares and links to the group of directors). The instrumental variable
Institutional pressure against CACs was also included and showed the expected
effect: The stronger the institutional pressure, the fewer CAC arrangements.
A second model with all other potential predictors (including year and indus-
try dummies) proved insignificant with neglectable model fit (Wald Chi2(34)
=41.27, Prob >chi2 =0.18). Thus, we ran our endogenous treatment regression
with the five first-step predictors identified in Appendix 3.

Hypotheses 3a and 3b find confirmation (see the lower part of Table 3). In the
first-step estimate, pre-succession stock performance and pre-succession employ-
ment intensity are strong predictors of predecessor retention. The coefficients of
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pre-succession TSR range from 0.55 to 0.96 (e.g., model 2: b= 0.96. p < 0.013).
Pre-succession employment intensity is also positively linked to the probability
of CAC occurrence (model 2: b= 0.11, p < 0.000). Furthermore, the lower part
of Table 3 shows that CACs are more likely when the predecessor becoming CAC
is part of the founder’s family, and less likely when there is a strong concentration
of shareholders in the company. The instrumental variable Institutional pressure
against CACs has a strong negative effect on the probability of CAC occurrence
(e.g. model 1: b= 0.35, p < 0.001), contributing to an effective endogeneity con-
trol. As expected, the interaction with 25%threshold also is significant in some of
the first-step models (e.g. model 2: b= 0.22, p= 0.019), so there is evidence that
the threshold matters more for CAC transitions in the later governance phases.
However, the interaction effect should be interpreted together with the generally
strong negative effect of the 25%threshold variable. The evidence suggests that
dominant blockholders are on average slightly less supportive of CAC arrange-
ments than less concentrated shareholder groups.

Hypothesis 4a and 4b state that CACs will be positively associated with total
shareholder return and employment intensity, even when adjusting for the strong
endogeneity of CACs (such that firms with high shareholder returns and high
employment intensity tend to use CAC arrangements more often). The upper
part of Table 3 estimates the effects of the independent variables if all companies
were willing to implement CACs, not only those who tend to do so anyways.
Even when adjusting for the endogeneity and strong pre-selection pressure, com-
panies with CACs still have a positive impact on TSR and employment intensity.
With endogeneity of CAC implementation being integrated in the main model,
post-succession stakeholder-relevant outcomes improve through CAC engage-
ment, thus confirming hypotheses 4a and 4b. The coefficient of CAC occurrence
regressed on TSR is 0.63 (Table 3, Model 1: p < 0.000). The employment inten-
sity is on average 2.51 percentage points higher when a CAC is involved in the
post-succession phase (Table 4, Model 2, p < 0.000). The divestitures rejected
by many employees are significantly reduced with a CAC involved (b =—0.86 in
model 3). These effects have not only statistical, but also high practical signifi-
cance: Employment intensity is nearly a standard deviation higher when a CAC
is involved (b =2.51 =0.88 * 2.86 in model 2). The industry-adjusted total share-
holder return is nearly one and a half standard deviations higher with predecessor
retention (b =0.63 =1.47 * 0.43). The strong effect of former CEOs staying as
chairs is maintained in our robustness check in model 2a. Even when we included
employee expenses as an additional control in a smaller random sample of 150
firm-years, the effect does not change strength or direction (b =2.64, p < 0.001 in
model 2a). To summarize, former CEOs staying on as chairs (i.e., CACs) exert a
remarkably high practical influence on stakeholder-relevant outcomes. As all of
our dependent performance variables were industry-adjusted, we also performed
an additional robustness test. Industry adjustment based on many industries with
small sample sizes can lead to statistical artefacts. We ran all models estimating
performance a second time with a restricted sample, only containing industries
with at least 12 values. The results remained unchanged.

@ Springer



78 R.Valle Thiele et al.

5 Discussion and conclusions

Based on a sample of large German corporations we explored the phenomenon
of former CEOs who get the chance to extend their influence by remaining as
chairs of the supervisory board (CACs) in the medium-discretion institutional
context of Germany. Although we were able to partially confirm previous find-
ings, i.e., CAC occurrence results in significantly reduced strategic and per-
formance change (Quigley & Hambrick, 2012), we showed that there are also
significant differences depending on the institutional context: First, we were
not able to confirm the previous finding that the first free year of CAC initi-
ates a burst of change initiatives (Quigley & Hambrick, 2012). Rather, there is
no evidence of an outburst of change initiatives, indicating that the incumbent
(and now “freed”) CEO is still committed to the status quo following a path
of (strategic) continuity. Second, in a medium-discretion context like Germany
mainly those CEOs who have effectively served the interests of shareholders
and employees get the chance to continue as board chairs. While Quigley &
Hambrick (2012) focus on high technology firms, our sample is much broader
because we assumed that due to the abovementioned strong institutional pres-
sures in Germany, the relationship would also hold beyond industry boundaries.
Third, what might be interpreted as a lack of innovativeness isn’t essentially bad
news as reduced change does not necessarily imply inertia and the impediment
of volatility, but might also be a sign of successfully (and actively) balancing
diverse stakeholder interests. Hence, and by considering the initial conditions of
CAC installment, we were able to confirm that change detrimental to the inter-
ests of strong stakeholders is inhibited by the CAC in a medium-discretion envi-
ronment like Germany. How can this result be interpreted?

In our context, one of the major premises of current research on
CACs— namely that “newly appointed CEOs typically encounter firms that
have an accumulation of misalignments with their environments” (Quigley &
Hambrick, 2012: 836) — might not be fulfilled. In other words, institutions in
a given context might improve the odds that the CEO stays on as board chair
precisely in cases when there is /ittle misalignment with the environment and,
as such, a change induced by the new CEO might more likely induce failure
instead of success.

Hence, it is probable that the incumbent CEO becomes convinced that the
pursued path of the CAC balancing the diverse interests of the firm’s stake-
holders is in his or her best interests, too. Our evidence supports this idea of
strategic agency rather than the dominance of environmental pressure. After
all, the limited changes in strategy and performance and the continuity of CEO
decisions even immediately after the departure of the CAC could also indi-
cate that the decisions are determined by environmental pressure and that the
decision-makers simply do not play a special role. However, the theory of an
existing, although limited influence of upper echelons in medium-discretion
environments, and the results in Table 3 contradict this interpretation. The
endogenous treatment models in Table 3 largely account for environmental
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pressure. The observed heterogeneity (the probability of a CAC arrangement is
influenced, for example, by performance before the succession, the degree of
shareholder concentration, the closeness to the founding families, social pres-
sure etc.) is taken into account just as well as unobserved heterogeneity, which
is based either on unobservable factors or on factors that hardly vary over the
long term (e.g. long-term organizational cultures and traditions, institutional
representation of trade unions, board size, origin from which federal state,
etc.). The continued impact of CACs shows that they, more than other board
chairs, tend to favor the interests of shareholders and employees, in addition
and beyond other influences of the medium-discretion environment. The upper
part of Table 3 is to be interpreted as if there were no endogenous influence on
the decision for CACs, i.e. no influence from the institutional and societal envi-
ronment. CACs as individuals matter, and they matter by taking stakeholder
interests into account, and by balancing them. Therefore, there will be a strong
influence of CACs when choosing their CEO successors based on strategic and
organizational fit, and when offering advice to their successors how to increase
efficiency and improve decision-making.

We would even tentatively suggest that effects beyond the succession event
might bring strategy back into the discussion (Porter, 1996): The CAC supports
the incumbent CEO in maintaining discipline and pursuing a long-term path of
action. A clear strategic focus and few change initiatives might be an appropri-
ate way to balance the interests of the diverse stakeholder groups.

The aim of our article was NOT to assess the corporate governance changes
of 2005 and 2009 in Germany. Instead, we wanted to focus on the importance
of endogeneity, which is particularly evident in this environment, while con-
trolling for this endogeneity more strongly and comprehensively than previous
studies on the subject. The perspectives of CACs matter even if endogeneity is
largely controlled for. Taking into account the interests of various stakeholders
seem to be a phenomenon that also plays a role independently of environmen-
tal constraints, perhaps due to the great interest of CACs in preserving their
legacy.

6 Limitations

Our study has of course several limitations that, if properly addressed, might
provide fruitful avenues for future research. First, there may be a selection bias
in place due to our focus on the largest publicly traded companies. It is possi-
ble that for small- and medium sized firms, especially if they are family-run or
foundations and if they are not publicly traded, the personality-based clashes of
the leadership described in the American literature may play a much larger role
than among the DAX companies with their strong stakeholder representations.
The second limitation refers to the considered stakeholders. Although we are
convinced that shareholders and employees represent the most powerful stake-
holder groups within a (German) corporation, it would be interesting to consider
multiple stakeholder groups (e.g., customers, suppliers, and large institutional
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investors) who might also be able to constrain managerial discretion and exert a
certain influence on the effects and preconditions of the CAC arrangement (Phil-
lips et al., 2010). In this regard it would thirdly be promising to explore alterna-
tive measures of employee-friendly policies and to research how the constraints
imposed by key stakeholders and the predecessor CEO are enacted. Actually,
previous research on the dynamics of CEO-board interactions showed how cer-
tain behavioral factors lead to constraints or might even be able to reduce the
latter ones (Westphal & Khanna, 2003; Westphal & Zajac, 1995). Ideally, CAC
effects should be estimated based on companies’ social scores that focus more
on fairness of value distribution. While these scores have become commonplace
in recent years, they do not exist as a general measure in the timeframe of our
sample. Fourth, it would be interesting to further analyze the specifics of the
CEO-board chair interaction as this clearly identifiable leadership dyad is pre-
dominantly assigned with driving strategic change initiatives within large organi-
zations (Krause et al., 2016). For example, Krause (2017) demonstrates that the
board chair instead of monitoring and controlling often plays another, more col-
laborative role, enabling the CEOs to focus on their primary responsibilities. Will
this even be more the case with a CAC installed as board chair because larger
power gaps vis-a-vis the CEO lead to beneficial performance outcomes (Krause
et al., 2015)? And do we have to consider additional contingency factors like, for
instance, the insider/outsider status of the CEO (Georgakakis & Ruigrok, 2016;
Karaevli & Zajac, 2013; Zhu et al., 2020)? In doing so, we would acknowledge
that it is the initial conditions of CEO appointments as well as the configuration
of the leadership dyad and the distribution of power within the dyad or manage-
rial discretion, respectively, that determines the amount and performance effects
of strategic change.

Fifth, it is a clear limitation that our sample ends in 2012, and does not include
the 2020ies. While our sample includes both successful years and crisis years, Ger-
many may be in a new situation that cannot be compared to the past. With the fun-
damental crisis of some German industries in the most current years (cars, chemi-
cals, mechanical engineering, etc.), the question of CAC arrangements arises with
even more urgency. In this situation it may be necessary to introduce radical solu-
tions and transformative decisions in many industries. How CACs fare in times of
profound crises is of great interest for the general debate, so we consider follow-up
studies to be indispensable, as soon as data on the current governance decisions
(and on the five years of subsequent performance) is fully available.

Finally, a full evaluation of the consequences of CAC installments for sharehold-
ers needs to integrate additional complexities. While Andres et al. (2014) conclude
that CAC’s in Germany are good news for investors, it must also be considered that
a lack of compliance with the German Corporate Governance Code has a negative
impact on firms market value and costs of capital on average (Kaspereit et al., 2015,
2017). The topic of legitimacy of corporate governance (non)compliance requires
further exploration.
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Appendix 3

Table 7 Exploratory Search for
endogenous influences on CAC
occurrence. Probit regression
estimating CAC occurrence
among the 186 succession event

Leaving CEO from founder’s family +

Incoming CEO from founder’s family n.s

Shareholder Concentration -

years in the full sample Leaving CEO started as an insider n.s
Retirement Age of Predecessor over 65 n.s
Return on Assets, year before succession +
Current return on assets n.s
Pre-succession return on assets +
Current Total Shareholder return n.s
Pre-succession Total Shareholder return +

Institutional pressure against CAC -

n.s. — not significant
+ — positive and significant coefficient

- —negative and significant coefficien
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