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Abstract

This paper explores the connection between CEO transmission and strategic considera-
Specifically, it examines whether external
transmission differs from internal transmission in its strategic change, and whether the
Jirm's strategic patterns can be explained by the CEO's perception of the business envi-

tions in small and medium-sized firms.

ronment.

Introduction

lthough corparate CEO succession
% has been discussed for more than 40

years, there is no consensus as to the
kind of successor that a firm should choose when
the situation arises. Furthermore, despite the
fact that the number of small and medium-sized
firms exceeds that of large firms, CEO succes-
sion in smaller firms is largely ignored. This pa-
per explores the connection between CEO suc-
cession and strategic considerations in small and
medium-sized firms. Specifically, it examines
whether succession is a source of strategic ori-
entation!, whether external succession differs
from internal succession in its strategic orienta-
tion, and whether the firm’s strategic orientations
can be explained by the CEO’s perception of the
business environment.

French Context
As in the U.S., small and medium-sized

firms in France outnumber large firms and em-
ploy a large proportion of people. According to

81

official data (INSEE 1994), out of a population
of 2,900,000 French firms, 60,000 change their
CEO every year. Also, 90% of small and me-
dium sized-firms are held directly or indirectly
by an owner-manager (Valette, 1994), thus the
conclusion that the strategy of a given firm is
synonymous with that of its respective CEO.
Moreover, a number of studies indicate that more
than one-third of all of the CEOs of small and
medium-sized French firms will be replaced
within the next ten years due to the CEOs’ in-
creasing age (Table I).

It is therefore reasonable to assume that
this situation applies in other countries. If a
CEO’s age is a characteristic of business inertia
(Hambrick and Mason, 1984), economic conse-
quences at two levels are likely occurring. First,
the number of CEOs that will be replaced within
the next 10 years will certainly affect the macro
economy. Secondly, the replacement of CEOs
may influence the decision-making process
within a given firm, thus resulting in an orienta-
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tion that will have an affect at the individual
level.

Table I
Classification of CEOs
in small and medium-sized firms by age

Age of CEO % of CEOs this age
less than 40 years old 24 %
40-49 years 44%
50-60 years 26%
more than 60 years 6%

Source: P.M.E. 1994

Theoretical Background

If the choice of CEO influences decision
making within an organization, then the type of
executive succession may have important conse-
quences for the outcome of that organization
(Pfeffer, 1981). Such an assumption, however,
has often been debated. The literature on succes-
sion presents three different possibilities as to the
effect of succession on organizational outcomes.
The first possibility suggests that CEO succession
creates a crisis within an organization that nega-
tively affects the firm's performance. The sec-
ond one suggests that CEO succession improves
the performance of the firm. Finally, the third
possibility indicates no relation between CEO
succession and a firm’s economic performance.

Unfortunately, despite these streams of
possibility, a consensus is still missing (Wier-
sema and Bantel, 1992). As indicated by Lieber-
son and O'Connor (1972), considering the num-
ber of factors that influence firm performance,
the exact nature of the relation between succes-
sion and firm performance may be obscured.
Also, with no fundamental standard of organiza-
tional performance, it is difficult to compare re-
search results. For example, Guest (1962) studies
conflicts within an organization as a result of
CEO succession; Helmich (1972), studies per-
sonnel turnover and positional shifts; Haven
(1993), analyzes organizational mortality; and fi-
nally, Virany, Tushman, Romanelli (1992), look
at the impact on financial returns.
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However, these studies are limited due
to their use of performance as a dependent vari-
able, even though this variable has been shown to
have a cause-and-effect relationship with the
turnover of a firm’s management team (Gamson
and Scotch, 1964). To overcome this measure-
ment shortcoming, recent studies have used ex-
ternal performance measures, such as the stock
market, where the future income expectations as
a result of the new executive can be isolated. The
results of these studies, however, are inconsis-
tent. For example, Reinganun (1985) found that
the effects of executive succession as measured
by the stock market are dependent on three vari-
ables: the size of the firm, the type of CEO suc-
cession, and the personal disposition of the
predecessor. Nevertheless, other studies have
found CEO succession to have a negative impact
on an organization’s performance (Beatty and
Zajac, 1987).

Looking at the business unit level, the
replacement of a firm’s CEO represents a major
event that brings about organizational change.
Hamermesh (1977) found that managerial change
is needed to respond efficiently to a divisional
profit decline. Additionally, Hofer (1980) and
Hambrick (1983) found that a condition of suc-
cess in company turnarounds is the replacement
of the CEO team, and that the selection of a
turnaround strategy should depend on the firm's
financial situation, in particular with regard to
the firm’s proximity to break-even status. Ac-
cording to Hofer (1980), if a business is far be-
low break-even, a strategy oriented toward the
reduction of assets is appropriate. If a business is
slightly below break-even, a strategy oriented
toward revenue generation is necessary. And if
the business is close to break-even, a strategy
oriented toward cost cutting is appropriate.

Examining the linkage between top
management and organizational strategy, several
studies have focused on the nature of upper
echelon characteristics in order to explain the
strategic choices of CEO succession (Friedman
and Singh, 1989; Datta and Guthrie, 1994). They
argue that successor origin, which is a highly
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recognized variable of a new CEO, may not be
the best proxy for successor. For example,
Dalton and Kesner (1985) and Friedman and
Singh (1989) report that poorly performing or-
ganizations are no more likely to select an out-
side successor than are highly performing or-
ganizations. They found that, in many cases,
firms experiencing difficulties need an external
leader to trigger organizational change. Troubled
firms, however, may not attract new leadership.
The new leader may not be able to turn the firm
around once confronted by a firm’s poor condi-
tion, and his reputation may suffer as a result.

Moreover, longitudinal research has
shown that when firms change their CEO in re-
sponse to a particular business environment, the
selection of the new CEO is a crucial choice to
the future of the company, even in the absence of
declining performance or a change in the overall
business environment (Tushman and Romanelli,
1985; Romanelli and Tushman, 1994). They thus
argued that a change of a firm’s CEO is always a
condition leading to major change within the or-
ganization. Miller (1991), however, is more
cautious about this assumption in considering that
CEO succession can harm the firm when only an
adaptive strategy is needed. Consequently, an
awareness of the firm’s subsequent evolution is
important in order to determine whether or not a
succession will in fact solve the firm’s problems.

As Miller (1993) noted, much research
has focused on the relationship between perform-
ance and succession rather than on the overall ef-
fect of new leaders. More research is needed to
analyze organizations and determine just when
and how a new CEO changes structure, process
and strategy (Miller, 1993). At this point, while
the influence of CEO succession has been studied
initially from an organizational performance as-
pect, it is clear that the influence of CEO succes-
sion on performance through strategic change is
an important issue. Therefore, it makes sense to
study these relationships since there is enough
evidence to suppose that managers impact or-
ganizational outcomes differentially (Wiersema et
al., 1992). Consistent with this thinking, Ham-
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brick (1983). suggests that the identification of
strategy allows a more complete and accurate
image of overall strategic action.

Hypotheses

The ability of a firm to respond to eco-
nomic opportunities or the pressure of economic
change is one of the prominent ways in which its
survival is determined (Wiersema et al., 1992).
Researchers have studied a variety of factors that
make an organization increasingly resistant to
fundamental transformation (Katz and Allen,
1985). Organizations struggle to preserve knowl-
edge, behavior, norms and values (Daft and
Weick, 1984), which are all mechanisms that
help formalize a firm’s goals and standardize its
orientations of activity, thus reducing the auton-
omy of the firm’s executive. The degree of ex-
ecutive autonomy can be reduced even further by
the existing social system. Indeed, a link exists
between the executive and the organization
whereby he is inherently linked to the status quo.
In fact, he is embedded in the existing social co-
hesion, or lack thereof, and consequently does
not have the latitude to introduce real change
(Pfeffer et al., 1978).

During this convergence period, the role
of the CEO is to implement minor changes in or-
der to shape the existing strategy and to legiti-
mize this strategy (Tushman et al., 1985). The
structure in which the organization evolves in or-
der to provide coherence for the firm can, how-
ever, make it difficult for the firm to change
when necessary (Pfeffer, 1981). Since a firny’s
CEO is at the borderline between the organiza-
tion and the outside business environment, only
he can initiate and implement the organizational
change that is necessary to fit that environment
(Keck and Tushman, 1993). During radical
change, executives introduce important decisions
that break up the inertia of an organization. This
reorientation is based on the creation of new
routines and new cognitive frames that formalize
new goals and new standardized orientations of
activity (Keck and Tushman, 1993). Therefore,
executive succession represents a major event
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that dramatically affects organizational inertia
(Tushman and Romanelli, 1985; Hambrick and
Fukutomi, 1991). For example, Romanelli and
Tushman (1994) argued that a change of a firm’s
CEO is always a condition leading to major
change within the organization even in the ab-
sence of declining performance or a change in
the overall business environment.

Hypothesis 1: An organization with succession
will differ in its strategic orientation than an or-
ganization with no succession (fig. 1).

an insider will be selected when performance is
good, since an insider is likely to be less disrup-
tive to the ongoing organizational processes.

In trying to understand the reasons that
stimulate executives to adopt more change versus
less, Kiesler and Sproull (1982) suggest that peo-
ple react to situations based on their past experi-
ence, while Walsh (1988) thinks that people fol-
low the values and beliefs of the organization. As
a result, a link will be created between the in-
sider and the organization, whereby the inside

Fig 1: Hypothesis 1

Succession/No succession

Strategic orientation

The environment in which organizations
evolve is subject to rapid and radical change that
often seems threatening from the point of view of
the firm (Haveman, 1993). If an organization
wants to survive, it must respond to environ-
mental change. As presented by Tushman et al.
(1985), the fitting of the organization’s configu-
ration to its environment obliges the organization
to adopt an incremental business strategy that
foresees continuous disruption. During its con-
vergence period with the business environment,
the firm’s adaptation is realized via incremental
change; whereas in the relatively compact period
of reorientation, the firm needs a transformation
that provides new strategies as well as a recon-
figuration. This transformation, along with the
resulting new strategies, must occur while having
no relation to the prior context in which the firm
was situated. Firms selecting external succession
experience significantly more strategic change
than do those that opt for internal succession.
Internal succession usually maintains continuity,
while external succession uses change (Puffer
and Weintrop, 1991). Moreover, Carroll and
Delacroix (1984), as well as Miller (1993), pre-
dict that an outsider will be selected when per-
formance is declining because a requirement for
a disruptive change in strategy is needed, while
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successor prefers the status quo to a more inde-
pendent outsider with no attachment to or in-
vestment in the organization's previous strategic
vision (Hambrick and Mason, 1984). Also,
Miller (1991) and Boeker et al., (1993) consider
that an external successor is not as likely to be
involved with a firm's ongoing strategies as an
insider is since the outsider was not involved in
the choice of those strategies. In fact, outsiders
can more objectively assess the firm's ongoing
strategies and therefore implement the optimum
adaptation.

Hypothesis 2: An organization with a new out-
side successor will differ in its strategic orienta-
tion from that of an inside successor (fig 2).

The strategic choice perspective of or-
ganizational adaptation (Child, 1972) is a deter-
miner of strategic management. Therefore, this
perspective considers that choices made by top
management impact organizational design out-
comes and firm performance. Our hypothesis
brings several contributions to the CEO succes-
sion debate. First, the use of a strategic orienta-
tion rather than performance outcomes helps to
explain what new CEOs do. Indeed, many dif-
ferent strategies may produce the same outcome,
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Fig. 2: Hypothesis 2

Internal Succession/
External succession

Size of the firm:

Strategic orientation

<200/ >200 employees

Lose money/make profit

Note: The dotted line represents the control variables. The full line represents the hypothesis

while obscuring the exact nature of the relation-
ship between the succession event and firm’s per-
formance. Second, using strategic orientations
rather than performance outcome complicates the
relation between the nature of succession and the
strategic outcome, and shows that the relation-
ship between the CEO succession and the organ-
izational performance cannot be seen as being
purely causal.

Business strategy is the means by which
a firm competes and tries to achieve its aims
within an industry (Schendel and Hofer, 1978).
Strategy involves choices along a number of
critical dimensions. It includes the overall col-
lection of individual business-related decisions
concerning the prices of products, the quality of
services and products, the number of products
produced, and the degree of activities. created by
the strategy. Along these lines, Galbraith and
Schendel (1983) considered that the elements of
strategy of individual business-related decisions
are independent and interactive. Strategy can
therefore be seized and measured as a orientation
of strategic variables. Additionally, Hambrick
(1984) noted that the identification of strategic
orientations allows a more complete and accurate
description of the firm’s strategic orientation.
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Just as there may be differences in stra-
tegic change between insider and outsider succes-
sions, there may be differences in the specific
orientations of input and output strategy devel-
oped by firms after succession. We have intro-
duced the environmental dimension, since the
managerial literature shows that firms face sev-
eral types of environment. The environment was
viewed as a multidimensional construct (Dess
and Beard, 1984; Miller and Friezen, 1978), and
plays a role in the strategic orientation of an or-
ganization as well as the firm’s performance
(Venkatraman and Prescott, 1990). The relation-
ship among the firm, the strategy and perform-
ance is based on the assumption that an organi-
zation must maintain a proper alignment with its
environment. Therefore, when the environment
changes, firms must adapt their strategy. Firms
that change their strategy outperform those that
do not (Venkatraman and Prescott, 1990).
Moreover, as noted by Weick (1969), the envi-
ronment is analyzed as perceptually determined
and enacted, although the perceived environment
is not an objective one. As indicated by Tsay and
Macmillan (1991), perception of the environment
is important since it is the basis for managerial
actions. As such, the perceived environmental
characteristics are essential to the development of
the firm’s strategic orientation.
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Fig. 3: Hypothesis 3

Internal Succession/
External succession

Internal Succession/
External succession

Size of the firm:
<200/ >200 employees

Lose money/make profit

P Strategic orientation

Hypothesis 3: The strategic orientations of firms
will differ from how CEOs perceive the envi-
ronment (fig. 3).

Methods
Sample and data

Our study took place in France, where
there is no official record of successions. The
cases mentioned in newspapers are very rare and
mostly concern large companies. We con-
structed the sample by contacting the regional
chambers of commerce located in France, asking
them for information concerning local CEO suc-
cessions. Almost all of them answered either
positively or negatively (17 out of 20 chambers
of commerce responded). Those that answered
negatively (6 chambers of commerce) told us that
they had not heard of any local succession in
their region, or that they keep such information
confidential, while those that answered positively
(11 chambers of commerce) shared information
with us.

The data were collected during the
summer and fall of 1990. The effects of strategic
change introduced by a new leader take several
years to become noticeable. This requires a lon-
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gitudinal framework. We chose a post-
succession period of two years to detect any post-
succession strategic change. The new successor
was asked to fill out a questionnaire designed to
investigate numerous strategic issues compared to
his predecessor. With an initial sample of 157
firms, we held telephone interviews with each
firm to determine appropriateness criteria (a
post-succession period of two years for firms
with less than 500 employees, which is a char-
acteristic for small and medium-sized firms in
France). No succession appears to have a post
succession superior to 5 years.

Because at least one of the two appro-
priateness criteria was not met by 40 firms, a
personal questionnaire was sent to the remaining
117 firms. From this new sample, 95 firms were
identified as having undergone executive succes-
sion (22 were dropped). Even though a control
variable regarding the 500-employees constraint
size had been established before sending the
questionnaires (some firms did not meet the 500-
employee criteria), 12 firms were withdrawn
from the final sample. Firms with CEO succes-
sion were further categorized depending on
whether the succession was from inside the firm
(n = 30) or outside the firm (n = 53). None of
the firms in this sample had overseas subsidiar-
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ies, although some did engage in exporting their
products. All firms studied were from the private
sector. Before the succession took place, the
firm’s stock was held directly or indirectly by the
owner-manager. However, this characteristic be-
comes less relevant after the CEO succession,
since in the redistribution of capital, the new
leader no longer holds most or all of the com-
pany’s stock. On the other hand, we also know
that outsiders at least know the industry, since
they themselves have been working in it. As for
CEOs coming from within the organization, all
have been working for the company for at least 2
years. None of the firms was quoted on the stock
market. They ranged in employee size from 6 to
490, with an average of 129 employees and a
standard deviation of 121. Firms in the succes-
sion sample were drawn from a variety of indus-
tries. From the total sample (83 firms), 53 were
engaged in manufacturing activities (64 %); 19 in
service activities (23%); 9 firms were in the con-
struction field (11%); and 2 in transportation
2%).

Twenty-three firms were used as a non-
succession control group. For the control group,
the CEO was asked to fill out a questionnaire de-
signed to investigate numerous strategic issues
covering at least two years. They range in em-
ployee size from 5 to 250 with an average of 33
employees and a standard deviation of 65. From
the total sample (23 firms), 14 firms were en-
gaged in manufacturing activities (61%); 7 firms
in service activities (30%); and 2 firm in trans-
portation (9%).

Selection of variables

The chosen variables were selected be-
cause of their theoretical relevance as well as for
data availability. Other variables might have been
used; however, a lack of availability of relevant
data eliminated them. In order to differentiate
between the input and the output of a firm’s
strategy, we decided to separate the variables.
We identified two levels of variables. The first
one is the determination of variables where
CEOs have discretion (the input of strategy),
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while the second level is the output of strategy,
which is the result of the input of strategy, as de-
veloped by Woo and Cooper (1981), Woo
(1987), and others that used the PIMS data.
Moreover, we measured the strategic orientations
by looking at the economic consequences.

Given that the PIMS literature shows the
relationship among product quality, service qual-
ity, degree of activity, number of products,
prices, and performance, these relationships
should also exist in the context of CEO succes-
sion. Nevertheless, there are limitations con-
cerning the extent to which the PIMS results may
be applied to this research. Controversial issues
concerning measurement and data collection
methods, for example, have arisen (Anderson
and Paine, 1978; Ramanujam and Venkatraman,
1984). Also, the generalizability of PIMS find-
ings has been discussed. Indeed, research has
found that no unique relation exists between
strategic variables and performance in a specific
industry (Hatten and Schendel, 1977), and that a
linear relationship is a poor representation of the
data (Schwalbach, 1991).  Furthermore, the
multi-colinearity of the variables used to analyze
the business strategy presents a problem. In-
deed, using independent variables that are multi-
colinear by nature may confuse the estimation
procedure and may hide or distort the real rela-
tionship variables, since they are not sufficiently
precise to distinguish the separate effect on the
dependent variables as compared to the effect on
the independent variables (Galbraith and Schen-
del, 1983).

Measuring the business performance of
small and-medium sized firms presents a signifi-
cant challenge for researchers. Organizational ef-
fectiveness studies have focused mainly on iden-
tifying the most appropriate performance meas-
ures for large firms and privately held firms. As
reported by Schendel and Hofer (1978), sales
growth provides one measure of economic per-
formance that reflects how well an organization
relates to its business environment. In fact, em-
pirical studies have shown that management be-
havior can be better described by growth as-
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sumption than by profit assumption (Grabowski
and Mueller, 1972). Although the objective
measure is better, Dess and Robinsson (1984)
suggest using a subjective measure of perform-
ance when accurate objective measures are un-
available and when the alternative is to remove
the consideration of business performance from
the research method.

Because we are dealing with small and
medium-sized firms, the position of the firms in
their respective markets seems difficult to meas-
ure. Considering this situation, we used other
criteria to measure this performance, specifi-
cally, the number of customers and the growth in
sales realized from previous customers.

Measure of variables

All variables (strategic variables) were
rated along 3-point scales in which a value of 1
indicated that, after the succession, a firm rated
lower or lesser compared to the pre-succession
period; a value of 2 indicated the same or identi-
cal level; and a value of 3 indicated a higher or
better level. More precisely, the firm was asked
to compare the average level of each strategic
variable (product quality, service quality, degree
of activity, number of products, prices, sales
growth, number of customers, growth in sales
realized from previous customers) relative to the
3 years prior the succession. Whether for statisti-
cal purposes, three-point scales are considered to
have interval properties is debatable (Smith,
1978). The statistical analysis used in this re-
search followed the practice of researchers who
think that multivariate parametric statistical and
nonparametric techniques can be developed with
ordinal-level measures (Labovitz, 1978). How-
ever, the limit of this scale, the limitation of a
three-point scale and the lack of information
contained in this scale is compensated for by
open-ended questions, which increase the accu-
racy of the responses.

Open-ended Questions

We also asked each successor to justify
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the orientation that he had taken for each of the
variables described above. Their answers gave us
a rich amount of information, as well as a more
complete understanding of their competitive po-
sitioning and the business environment in which
they are located. As noted by Jick (1979), "it is
here that qualitative methods, in particular, can
play an especially prominent role by eliciting
data and suggesting conclusions to which other
methods may be blind (p. 603).”

Therefore it is important to ask open-
ended questions to understand how executives
justify their strategy. As noted by Weick (1969),
the business environment is analyzed as being
perceptually determined and enacted. Others
have analyzed the business environment as an
exogenous variable that is independent of a firm
(Aldrich, 1979). This polemical issue has been a
source of controversy. To overcome this contro-
versy, Bourgeois (1980) has argued that the cen-
tral point is not to know if the measure is either
perceptual or objective, but rather that both
measures are real and are relevant to an organi-
zation’s strategy. Recognizing that the business
environment is a perception (secondary strategy
making) rather than a domain definition, this re-
search determines the strategic orientation, as di-
rected by the CEO, that involves navigating a
domain constrained by its environment. Conse-
quently, the open-ended questions are important
in controlling the external contingency factor in
which firms are posited, and since the succession
happens, whether or not the environment changes
(in terms of perception) and, if so, in which di-
rection.

Dummy Variables

Previous research indicates that strategic
orientation is, in fact, affected by contingency
variables (Miller, 1991). Research concerning
the strategic orientation taken after the succession
must examine any internal contingency variables.
Thus, we used two internal contingency variables
as a control: firm size (measured dichotomously,
with 0 = under 200 employees, 1 = over 200
employees) and financial structure (measured
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dichotomously, with 0 = firms with losses prior
to the succession, 1 = firms making profits be-
fore the succession).

Type of Succession

Successor origin, which is measured in
each firm every time a succession occurs, was
coded as 1 if the successor was from outside the
firm and O if the successor was from inside the
firm. To distinguish between insider and out-
sider successions, we used Boeker and Good-
stein's (1993) definitions: An inside successor is
defined as a manager or an employee promoted
from within a firm, and an outside successor is
any other individual. We obtained this informa-
tion from the questionnaire (the CEO was asked
to indicate his origin).

Analysis

Several statistical techniques were ap-

this was accomplished through Ward’s method of
hierarchical cluster analysis. The clustering vari-
ables used in this study were the eight strategic
variables, with five of them representing the in-
put of the strategy and the other three represent-
ing the output of the strategy. Just one cluster
analysis was run for the entire sample. As indi-
cated by Hambrick (1984), there is no objective
method to determine the number of clusters. To
ensure objectivity in the choice of the number of
clusters, an analysis of variance (ANOVA) on
cluster means was used. Moreover, a chi-square
analysis was run in order to control if the origin
of the succession, the size of the firms, and the
financial situation before the succession occur
randomly throughout the clusters.

Results
Table II presents the descriptive statis-

tics, including means, standard deviations, and
coefficients of correlation.

Table II
Means, Standard Deviations, and Spearman Correlation Coefficient

s

Variables’ V1 V2 | V3 V4 V5 V6 | V7 | V8 |Means |SD

sales growth 1.00 ' 2.75 0.56
degree of activity .03 1.00 2.52 0.67
sales to customers -.16 .23*% 1 1.00 2.57 0.63
number of customers | -.08 .16 A45%*%*% 1 1.00 2.08 0.39
number of products AO*** .00 .03 -.13 1.00 | 2.49 0.63
quality of products 20%* 34x** .16 JOk** .14 1.00 2.49 0.50
quality of service .03 .17 36*** .04 .020%* .13 11.00 2.47 0.50
price 26% .13 -22% | -21 | .31 -.18 ] .01 {1.00 [1.94 0.59

N=83, *p<0.05, **P<0.01, ***p<0.001

plied to the data. A multivariate analysis (MA-
NOVA), followed by univariate ANOVA, was
undertaken for the first hypothesis. The second
hypothesis, which suggests that organizations
with new inside successors will be differentiated
in their strategic change from organizations with
new outside successors, was verified by a multi-
variate analysis (MANOVA), followed by uni-
variate ANOVA. For the third hypothesis, the
strategic orientations of firms will differ from
how CEOs perceive the business environment;
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Hypothesis 1

Multivariate test with regard to succes-
sion/no succession revealed significance differ-
ence (Wilk's F=2.36) for the first hypothesis.
The univariate tests (Table II), revealed three
sources (one at p<0.01; two at p<0.05) of this
overall difference: sale growth, number of cus-
tomers, and growth in sales realized from previ-
ous customers.
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Table I11
A comparison of the strategic variables of firms
that have not experienced CEO succession and
firms that have experienced CEO succession

Variables Succession/
No succession
F-value
Degree of activity .00
Number of products 2.54
Quality of products 1.54
Quality of service 3.01+
Price 3.88+
Sales growth 4.04*
Sales to customers 6.49*
Number of customers 9. 12%*

+p<0.10 *p<0.05 **P<0.01

Hypothesis 2

Statistical analysis of hypothesis (Wilk's
F=1.36, ns) failed to reveal any significant
findings. Univariate tests also failed to produce
significant differences (table IV).

Multivariate analysis with regard to size
(Wilk's F=1.12, ns) failed to produce any sig-
nificant differences. Univariate tests also failed
to reveal that statistically significant differences
existed between firms with less than 200 employ-

ees and firms with more than 200 employees, ex-
cept for the price (Table IV). Multivariate analy-
sis with regard to the financial situation before
succession (Wilk's F=1.17, ns) failed to reveal
any significant findings. Univariate tests also
failed to reveal that statistically significant differ-
ences existed between firms losing money before
the succession and firms making money before
the succession, except for the quality of products
(Table IV).

Hypothesis 3

An examination of change in the squared
Euclidean distance between various cluster solu-
tions brought a fifth-cluster solution that best fits
our data. The cluster scores (means) on the eight
strategic variables are shown in Table V. In all
variables, the F statistic was significant at
o=0.05, confirming that each cluster is differ-
ent. Furthermore, the results of a one-way multi-
variate analysis of variance (Manova) showed
that the five clusters solution was significant
(Wilk's F=17.17, p<0.001). Moreover, from
the open-ended questions, it seems that the stra-
tegic orientations that firms have taken are de-
termined by the different perceptions of the envi-
ronment (Table V). Therefore, our results indi-
cate (Table V) that the perception of the envi-
ronment will likely be an important determinant
of the strategic orientation, confirming the hy-

Table IV
Distribution of the type of succession, size, and financial situation

Variables Internal succession/ Size <200/Size > 200 Profit before succession/
External succession F-Value lose before succession

F-Value F-Value

Sales growth .057 .07 .29

Sales to customers .02 .72 .04

Number of customers 2.13 .04 1.53

Degree of activity .74 .72 .17

Number of products 47 .34 .03

Quality of products .13 .02 3.85+

Quality of service 2.00 .03 .052

Price .48 4.34* 2.66

+p<0.10 *p<0.05
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Table V

Cluster analysis of the strategic variables

Variables Cluster I Cluster II Cluster III Cluster IV Cluster V ANOVA
n=27 n=21 n=20 n=10 n=5 F-Value

Sales growth 3 2.28 3 3 1.8 18.77***
Sales to customers 1.88 3 2.9 3 1.4 54.58%**
Number of custom- 2.48 2.95 2.85 2 1.4 16.70***
ers
Degree of activity 2 2.14 2.3 2 1.60 4. 77H**
Number of products 2.70 2 2.95 2.8 1.60 17.16%**
Quality of products 2.48 2.47 2.9 2 2 9.86%**
Quality of service 2.11 2.38 2.95 2.70 2.40 14.47***
Price 2.03 1.52 2.2 1.9 2.2 4. 72%%%
Perception of the Intensive Strong com- |Intensive Favorable en- | Due to lack o
environment competition, | petition, un- |competition, [vironment and | resources, w¢

with no pos- | stable, and |with a will p will to sat- must focus or]

sibility to with a will to|to stay in the fisfy present | profitable ac-

compete in stay inthe |[same mar-  [ustomers. tivities and

the present present mar- |ket, but also resolve to do

market like | ket. a will to de- business dif-

we did be- velop other ferently.

fore. products.
*ikkp <0.001

pothesis. ters, indicating that the strategic orientations of

Table VI shows that the distribution of
internal successions and external successions oc-
cur randomly throughout the clusters, thus indi-
cating that the strategic orientations of firms can-
not be differentiated on the basis of the origin of
succession.

Table VII shows that the distribution of
firms under 200 employees and firms over 200
employees occur randomly throughout the clus-

firms cannot be differentiated on the basis of the
size of the firm.

Table VIII shows that the distribution of
firms making money before the succession and
those losing money before the succession occur
randomly throughout the clusters, indicating that
the strategic orientations of firms cannot be dif-
ferentiated from the financial situation before the
succession.

Table VI
Distribution of internal and external succession
Type of succession | Overall sam- Cluster I Cluster II Cluster III Cluster IV Cluster V
ple n=27 n=21 n=20 n=10 n=5
n=283
Internal successions 53 18 11 15 6 3
External successions 30 9 10 5 4 2

Chi square=2.46 (df=4, ns)
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Table VII

Distribution of financial situation

Type of succession Overall sam- Cluster I Cluster II Cluster IIT Cluster IV Cluster V
ple n=27 n=21 n=20 n=10 n=>5
n=_83
Internal successions 53 25 20 18 8 5
External successions 30 2 1 2 2 0
Chi square=2.65 (df=4, ns)
Table VIII
Distribution of size
Type of succession | Overall sam- Cluster I Cluster II Cluster III Cluster IV Cluster V
ple n=27 n=21 n=20 n=10 n=5
n=_83
<200 53 15 11 16 7 5
>200 30 12 10 4 3 0

Chi square=7.31 (df=4, ns)

Based upon the presentation of Table V, the five
clusters can be described as follows:

Cluster 1: Active strategy oriented toward a new
position

The first orientation is represented by those firms
oriented towards an active strategy in order to
change the positioning of the previous leader.
Despite the fact that the rate of sales growth is
greater, this strategy is characterized by a ten-
dency to increase the number of new customers.
This strategy is driven by a greater number of
products, a higher quality of products and a
smaller price of products.

According to responses to the open-
ended questions, the strategy is likely to increase
the scope of the market by providing more cus-
tomers and more products. This situation is ap-
parently the result of intense competition where
new firms were attacking their respective mar-
ket, which forced firms to react actively and
forcefully by extending their product lines and by
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improving product quality.
Cluster 2: Strategy oriented toward development

The second orientation is a strategy in
which firms increase their sales to previous cus-
tomers and increase the number of new custom-
ers. This orientation offers better quality of
services and products as well as reduced prices.
Based on responses to the open-ended questions,
we can say that the business environment is de-
scribed in terms of strong competition, while
seeming to be intense and unstable, thereby
forcing firms to react by improving product
quality and by reducing prices to remain com-
petitive.

Cluster 3: Active strategy to extend the firm’s de-
velopment

The third strategy is an active one that is
characterized by sales growth, which is achieved
through increasing sales to previous customers
and increasing the customer base. This strategy
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is driven by a greater number of products, degree
of activity, and improved quality of products and
services. Questionnaire responses. indicate that
the situation results from intense competition in
the present market. Even though this market is
potentially good, the CEO seeks to develop new
products.

Cluster 4: Strategy for internal development

The fourth orientation is characterized
by firms oriented toward internal development.
More precisely, this strategy is determined by in-
creasing sales to previous customers as well as
overall sales. This strategy is driven by improved
service quality and by new product development.

Based on open-ended questions, firms
that use this strategy made no major changes to
attract other customers, and they were positioned
in a favorable environment. As long as they re-
spond to what their customers want, they do not
fear the competition. Their priority is to satisfy
existing customers rather than to seek new cus-
tomers. Additionally, they have developed good
relationships with their customers and they are
attentive to the needs of their customers.

Cluster 5: Retrenchment Strategy

The fifth orientation successors take is
characterized by smaller sales growth, a smaller
number of customers, and smaller sales to previ-
ous customers. To conduct this strategy, firms
relied on a smaller number of products, on a
smaller degree of activity, and on a higher qual-
ity of services.

Returning to the questionnaire, we found
two types of justification for this strategy. For
the group of firms with profits before the succes-
sion, new leaders adopted a new strategy ori-
ented towards profit. For example, they sought
to sell fewer products but at a higher price and
with improved quality. New CEOs justify this
decision by explaining that the old leader empha-
sized volume rather than profit. They decided to
change the way of doing business because it is
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more profitable, recognizing that even though the
old strategy is still working in their respective
market sector, it corresponds to an outdated sys-
tem. For the group of firms with losses before
the succession, new leaders adopted this strategy
because the firms could not adopt another strat-
egy; it was necessary to revitalize the firm to-
ward products that were profitable and in which
they had a distinctive strength. Consequently, we
can say that both firms losing and making money
adopted the same strategy but for different rea-
sons. Firms losing money reacted to strong ex-
ternal constraints and perceived that they had no
other choice, while firms making money chose
the profitability dimension rather than the growth
dimension.

Discussion

The results show that firms undergoing
CEO succession are more likely to introduce
strategic orientation than firms not undergoing
succession. The results of this research are con-
sistent with the results produced by Tushman and
Romanelli (1985), along with Miller (1993),
which show that CEO succession seems to trig-
ger strategic orientation within a firm.

However, this study did not provide evi-
dence of a relationship between type of succes-
sion events and type of strategic change. If the
CEO succession has been studied in terms of in-
side versus outside succession, our results show
that this distinction is not a good predictor of the
strategic orientation developed by firms. As sug-
gested by Zajac and Wetphal (1996), as well as
Dalton and Kesner (1985), this distinction seems
to be incorrect and too simplistic. In future re-
search, it could be worthwhile to use other vari-
ables specific to the context of small and me-
dium-sized firms in order to determine whether
or not they are good predictors of strategic
change and strategic orientation as developed by
firms that undergo CEO succession.

The results do show, however, that five
strategic orientations exist among the firms stud-
ied, thereby suggesting the existence of distinctly
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different strategies that corroborate the fact that
strategic orientations following a succession
event are highly diverse. Also, the link between
the strategic orientations and the environment
improves our understanding of contingency rela-
tions among the environment, the strategic input
and the output of strategy. As indicated by Weick
(1969), the environment is analyzed as perceptu-
ally determined and enacted. Consequently, a
change in CEO may provide an opportunity for
the firms to be perceptually determined and en-
acted via the perception of the new CEO, without
necessarily having a factual transformation in the
environment. More precisely, the probability of
change in strategic orientation increases not only
as a result of the occurrence of environmental
change, but also because the new CEO perceives
that the environment is changing. Thus, as noted
by Meyer (1982), perception of the environment
is crucial since it is the basis of managerial ac-
tions. Meyer (1982) also emphasized the fact that
transformations are more related to social reali-
ties than to the factual realities imposed by envi-
ronment shocks. This idea is quite different from
the one developed by researchers, where the en-
vironment is considered to be factual and is re-
lated to technological discontinuities (Keck et al.,
1993), as well as to legal, social, and competition
changes (Romanelli et al., 1985), before being
perceived.

Implications For Future Research

This study did not give evidence of a
relationship between type of succession events
and type of strategic change and strategic orien-
tation. If the CEO succession has been studied in
terms of inside versus outside succession, our re-
sults show that this distinction does not seem to
explain the strategic orientation of firms. As sug-
gested by authors such as Zajac and Wetphal
(1996), in future research, it could be interesting
to use other variables specific to the context of
small and medium-sized firms. One of these
variables could be the ownership of firms. Indeed
taking this variable into consideration may show
the complexity that is behind the ownership of
small and medium-sized firms.
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Endnotes

1. Succesion has been defined as being the
cause of strategic orientations.

References

1. Aldrich, H., Organizations and Environ-
ment, Englewoods Cliffs, NIJ: Prentice
Hall, 1979.

2. Allen, M., Panian, S. and Lotz, R.,
Managerial Succession and Organizational
Performance: A Recalcitrant Problem Re-
visited, Administrative Science Quarterly,
Vol. 24, pp. 167-180, 1979.

3. Anderson, C. R., Paine, F. T., PIMS: A
Reexamination, Academy of Management
Review, Vol. 3, 602-612, 1978.

4, Beatty, R. P. and Zajac, E. J., CEO
Change and Firm Performance in Large
Corporation: Succession Effects and Man-
ager Effect, Strategic Management Jour-
nal, Vol. 8, pp. 305-317, 1987.

5. Boeker, W. and Goodstein, J., Perform-
ance and Successors Choice: The Moder-
ating Effect of Governance and Owner-
ship, Academy of Management Journal,
Vol. 36, pp. 172-186, 1993.

6. Bourgeois, L., Performance and Consen-
sus, Strategic Management Journal, Vol.
1, pp. 227-248, 1980.

7. Carroll, G. R. and Delacroix, J., Organ-
izational Mortality in the Newspaper In-
dustry of Argentina and Ireland: An Eco-
logical Approach, Administrative Science
Quarterly, Vol. 27, pp. 169-198, 1984.

8. Child, J., Organizational Structure, Envi-
ronment, and Performance: The Role of
Strategic Choice, Sociology, Vol. 6, pp.
2-22, 1972.

9. Dalton, D. R. and Kesner, I.F., Organ-
izational Performance as an Antecedent of




The Journal of Applied Business Research

Volume 15, Number 3

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Inside/Outside Chief Executive Succes-
sion: An Empirical Assessment, Academy
of Management Journal, Vol. 28, pp. 749-
762, 1985.

Daft, R. L. and Weick, K., Toward a
Model of Organizations as Interpretation
Systems, Academy of Management Re-
view, Vol. 2, pp. 284-295, 1984.

Datta, D. K. and Guthrie, J. P., Executive
Succession, Organizational Antecedents of
CEO characteristics, Strategic Manage-
ment Journal, Vol. 15, pp. 569-577, 1994.
Dess, G. G. and Beard, D. A., Dimen-
sions of Organizational Task Environ-
ments, Administrative Science Quarterly,
Vol. 29, pp. 52-73, 1984.

Dess, G. G. and Robinsson, R. B., Meas-
uring Organizational Performance in the
Absence of Objective Measures: The Case
of the Privately-Held Firm and Conglom-
erate Business Unit, Strategic Manage-
ment Journal, Vol. 5, pp. 265-273, 1984.
Friedman, S.D. and Singh, H., CEO Suc-
cession and Stockholder Reaction: The In-
fluence of Organizational Context and
Event Content, Academy of Management
Journal, Vol. 32, pp. 718-744, 1989.
Galbraith, C. and Schendel, D., An Em-
pirical Analysis of Strategy types, Strate-
gic Management Journal, Vol. 4, pp. 153-
173, 1983.

Gamson, W.A. and Scotch, N.A., Scape-
goating in Baseball, American Journal of
Sociology, Vol. 70, pp. 69-72, 1964.
Grabowski, H. G. and Mueller, D.C.,
Managerial and Stockholder Welfare
Models of Firms Expenditures, Review of
Economics and Statistics, Vol. 54, pp. 9-
24, 1972.

Guest, R.H, Managerial Succession in
Complex Organizations, American Journal
of Sociology, Vol. 69, pp. 47-54, 1962.
Hambrick, D.C. and Fukutomi, G.D.S.,
The Seasons of the CEO’s Tenure, Acad-
emy of Management Review, Vol. 16, pp.
719-742, 1991.

Hambrick, D.C., Environment, Strategy
and Power Within Top Management

95

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

Teams, Administrative Science Quarterly,
Vol. 26, pp. 253-275, 1982.

Hambrick, D.C., High Profit Strategies in
Mature Capital Goods Industries: A Con-
tingency Approach. Academy of Manage-
ment Journal, Vol. 26, pp. 687-707, 1983.
Hambrick, D.C., Mason, P.A, Upper
Echelons: The Organization as a Reflec-
tion of Its Top Managers, Academy of
Management Review, Vol. 9, pp. 193-206,
1984.

Hambrick, D. C., Taxonomic Approaches
to Studying Strategy: Some Conceptual
and Methodological Issues, Journal of
Management, Vol. 26, pp. 27-42, 1984.
Hamermesh, R. G., Responding to Divi-
sional Profit Crisis, Harvard Business Re-
view, Vol. 55, pp. 124-130, 1977.

Hatten, K. J. and Schendel, D. E., Het-
erogeneity within an Industry, Journal of
Industrial Economics, Vol. 26, pp. 97-
113, 1977.

Haveman, H.A., Ghosts of Managers
Past: Managerial Succession and Organ-
izational Mortality, Academy of Manage-
ment Journal Vol. 36, pp. 864-881, 1993.
Helmich, D.L. and Brown, W.B., Succes-
sor Type and Organizational Change in the
Corporate Enterprise, Administrative Sci-
ence Quarterly, Vol. 17, pp. 371-381,
1972.

Hofer, C., Turnaround strategies, Journal
of business strategy, Vol. 1, pp. 19-31,
1980.

Jick, T., Mixing Qualitative and Quantita-
tive Methods: Triangulation in Action,
Administrative Science Quaterly, Vol. 24,
pp- 602-611, 1979.

Joreskog, K. G. and Sérbom, D., Lisrel
7. Mooresville, IN: Scientific Software,
1989.

Katz, R. and Allen, T. J., Organizational
Issues in the Introduction of New Tech-
nologies, in Kleindorfer, P (Ed), The
Management of Productivity, Technology
and Organizational Innovation, New
York: Plenum Press, 1985.

Keck, S. L. and Tushman, M., Environ-



The Journal of Applied Business Research

Volume 15, Number 3

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

mental and Organizational Context and
Executive Team Structure, Academy of
Management Journal, Vol. 36, pp. 1314-
1344, 1993.

Kiesler, S.B. and Sproull, L., Managerial
Response to Changing Environments: Per-
spectives on Problem Sensing From Social
Cognition, Administrative Science Quar-
terly, Vol. 27, pp. 548-570, 1982.
Labovitz, S., The Assignment of Numbers
to Rank Order Categories, American So-
ciological Review, Vol. 35, pp. 515-524,
1978.

Lawrence, P. and Dyer, D., Renewing
American industry, New York: Free press,
1983.

Meyer, A., Adapting to environmental
jolts, Administrative Science Quarterly,
Vol. 27, pp. 515-537, 1982.

Lieberson, S. and O'Connor, J.F., Lead-
ership and Organizational Performance: A
Study of Large Corporations, American
Sociological Review, Vol. 37, pp. 117-
130, 1972.

Miles, R., Coffin Nail and Corporate
Strategies, Englewood Cliffs, NJ: Pren-
tice-Hall, 1982.

Miller, D. and Friezen, P. H., Archetypes
of Strategy Formulation, Management Sci-
ence, Vol. 24, pp. 921-933, 1978.

Miller, D., Stale in the Saddle: CEO Ten-
ure and the Match Between Organization
and Environment, Management Science,
Vol. 37, pp- 34-52, 1991.

Miller, D., Some Organizational Conse-
quences of CEO Succession, Academy of
Management Journal, Vol. 36, pp. 645-
659, 1993.

Pfeffer, J. and Salancik, G.R., The Exter-
nal Control of Organization, New York:
Harper and Row.

Pfeffer, J., 1981, Power in organizations,
Pitman Publishing, Marshfield, MA,
1978.

Puffer, J. and Weintrop, J., Corporate
Performance and CEO Turnover: The
Role of Performance Expectation, Admin-
istrative Science Quarterly, Vol. 36, pp.

96

45.

46.

47.

48.

49.

50.

51.

52.

53.

54.

1-19, 1991.

Ramanujam, D. and Venkatraman, N., An
Inventory and Critique of Strategy Re-
search Using the PIMS Data Base, Acad-
emy of Management review, Vol. 9, pp.
138-152, 1984.

Reinganun, M. R., The Effect of Execu-
tive Succession on Stockholder Wealth,
Administrative Science Quarterly, Vol. 30,
pp- 46-60, 1985.

Romanelli, E. and Tushman, M.L., Or-
ganizational Transformations as Punctu-
ated Equilibrium: An Empirical Test,
Academy of Management Journal, Vol.
37, pp. 1141-1166, 1994.

Schwalbach, J., Profitability and Market
Share: A Reflexion on the Functional Re-
lationship, Strategic Management Journal,
Vol. 12, pp. 299-306, 1991.

Schendel, D. and Hofer, C. W., Strategic
Management: A New View of Business
Policy and Planning, Boston: Little,
Brown, 1978.

Smith, R. B., Nonparametric Path Analy-
sis: Comment on Kim's Multivariate
Analysis of Ordinal variables, American
Journal of Sociology, Vol. 84, pp. 437-
448, 1978.

Tsay, W. M. and MacMillan, I. C., Ef-
fect of Strategy and Environment on Cor-
porate Venture Success in Industrial Mar-
kets, Journal of Business Venturing, Vol.
6, pp. 9-28, 1991.

Tushman, M. and Romanelli, E., Organi-
zation Evolution: A Metamorphosis Model
of Convergence and Reorientation, In L.
L. Cummings & B. M. Staw (Eds), Re-
search in Organizational Behavior, 7,
171-222. Greenwich, CT: JAI Press,
1985.

Valette, E., Le risque successoral, Revue
Frangaise de Gestion, 1994

Venkatraman, N. and Ramanujam, V.,
Measurement of Business Performance in
Strategy Research: A Comparison of ap-
proaches, Academy of Management re-
view, Vol. 11, pp. 801-814, 1986.
Venkatraman, N. and Prescott, J. E., En-




The Journal of Applied Business Research Volume 15, Number 3

vironment-Strategy = Co-Alignment: An Reader’s Comments
empirical Test of its Performance Impli-
cations, Strategic Management Journal,
Vol. 11, pp. 1-23, 1990.

56. Virany, B., Tushman, M. and Romanelli,
E., Executive Succession and Organization
Outcomes in Turbulent Environments: An
Organizational Learning Approach, Or-
ganization Science, Vol. 3, pp. 72-91,
1992.

57. Walsh, J., Selectivity and Selective Per-
ception: An Investigation of Managers'
Belief Structures and Information Proc-
essing, Academy of Management Journal,
Vol. 3, pp. 873-896, 1988

58. Weick, K. E., The Social Psychological of
Organizing, Reading, Mass, Addison
Wesley, 1969.

59. Wiersema, M.F. and Bandel, K.A., Top
Management Team Demography and Cor-
porate Strategic Change, Academy of
Management Journal, Vol. 35, pp. 91-
121, 1992.

60. Woo, C. Y. and Cooper, A. C., Strategies
of Effective Low Share Businesses, Stra-
tegic Management Journal, Vol. 2, pp.
301-318, 1981.

61. Woo, C. Y., Path Analysis of the Rela-
tionship Between Market Share, Business-
Level Conduct, and Risk, Strategic Man-
agement Journal, Vol. 8, pp. 149-168,
1987.

62. Zajac, E. J. and Westphal, D., Who Shall
Succeed? How CEO/Board Preferences
and Power Affect the Choice of New
CEOs, Academy of Management Journal,
Vol. 39, pp. 64-90, 1996.

97



The Journal of Applied Business Research Volume 15, Number 3

Reader’s Comments

98




