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While there is a wealth of research
on strategic leadership, the findings
are often contradictory (e.g., Carey
and Ogden, 2000; Dawley e al, 2003;
Hambrick and Mason, 1984; Thomas,
1988). These contradictions are fur-
ther exasperated when considering
organizational performance because
of the multifarious measures of per-
formance. We have chosen an initial
condition where organizations have
filed for Chapter 11 bankruptcy since
it is a definitive measure of perform-
ance (Daily, 1994). We then examine
the potential for leadership’s influ-
ence on strategic changes to the or-
ganization. We assume  strategic
change to be a necessary precursor
for future organizational perform-
ance improvements essential  for
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emerging from bankruptcy. We sug-
gest an interactive effect among the
different constructs concerning lead-
ership, which may help explain some
of the inconsistencies in extant stud-
ies.

Several of these previous studies on
leadership have examined the bene-
fis and drawbacks of hiring an in-
sider versus an outsider in the context
of bankruptcy (e.g., Gilson, 1990;
Hotchkiss, 1995; LoPucki and Whit-
ford, 1993). Currently, litde attention
is given to the factors that may affect
a CEO’s influence within each of
these classifications (i.e., insiders and
outsiders).

Our study addresses this shortcom-
ing by developing a contingency the-
ory of how CEO successor choice, du-
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Figure I. Factors in the Contingency Theory
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Duality:
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ality, and Top Management Team
(TMT) tenure interact to affect post-
bankruptcy strategic change. In our
context, organizational breadth of di-
versification reflects strategic change.
Our three constructs draw from
agency, stewardship, and resource-
based theories and were chosen for
examination due to the large amount
of literature that has linked them to
organizational outcomes (e.g., Bar-
ker and Patterson, 1996; Boeker,
1997; Boyd, 1995; Finkelstein and
Hambrick, 1990; Greening and John-
son, 1996; Pfeffer, 1982; Shen and
Cannella, 2002). Figure I illustrates
our relevant constructs and their
three-way interaction.

In the following sections, we review
the findings relating our constructs to
organizational change. In the first
section, we present the relevant pros
and cons of choosing a successor
CEO who is an outsider or an insider.
We then review the various argu-
ments for and against having a CEO

> Measure of Diversification

who also holds the position of the
Chairman of the Board of Directors
(BOD). Next is a review of the mixed
influences of a TMT with either high
or low team tenure. Finally, we relate
all three of these constructs together
in order to develop a hypothesis link-
ing them to strategic change follow-
ing reorganization necessitated by
bankruptcy.

CEO Successor Choice

The CEO is ultimately responsible
and accountable for an organiza-
tion’s strategy, design, and perform-
ance (Carey and Ogden, 2000; Con-
ger et al., 2001; Kesner and Sebora,
1994). The CEO’s role has been de-
scribed as the most powerful of the
power centers in controlling and di-
recting the efforts of the organization
toward achieving its goals (Brady and
Helmich, 1984). As such, external
parties are likely to view succession as
a signal about the institution’s future

JOURNAL OF MANAGERIAL ISSUES  Vol. XVHI Number 2 Summer 2006

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



CEO SUCCESSOR CHOICE AND POST-BANKRUPTCY 215

(Beatty and Zajac, 1987), and the suc-
cesses and failures of individual CEOs
often translate into the successes and
failures of the firm. This makes CEQ
succession a defining event for virtu-
ally every organization (Carey and
Ogden, 2000).

As important as the CEO is, the
BOD can remove the CEO for many
reasons. The BOD can be displeased
with organizational performance and
are holding the CEO accountable for
those results (Harrison ef al, 1988).
They can desire a change agent (Staw
et al, 1981), or they may desire to
send signals to the sharcholders (Ca-
rey and Ogden, 2000; Conger et al,
2001). Regardless of the reason, once
the BOD decides to replace their
CEQO, they need to decide on an in-
sider or outsider.

An insider has knowledge of the or-
ganization alrcady and is also as-
sumed to be in a better position to
step in and take control since he or
she “knows-the-ropes” (Zajac, 1990).
This organizational knowledge, as
well as his or her familiarity with the
BOD, makes an insider replacement
preferable to the BOD (Zajac, 1990).
Empirical evidence suggests  that
there are both benefits and draw-
backs associated with an insider re-
placement. Zajac (1990) found sup-
port for a positive association
between insider replacement and
firm performance, while Khanna and
Poulsen (1995) found no market re-
action to the origin of the replace-
ment CEO.

Countering any benefits, argu-
ments suggest that insiders perpetu-
ate poor organizational performance
(Bovd, 1994; Cannella and Shen,
2001). Itis suggested that insiders are
bogged down by organizational iner-
tia (Zajac, 1990), are overly optimistic
about an organization’s ability when

developing  reorganization  plans
(Hotchkiss, 1995), and are associated
with continued poor post-bankruptcy
performance (Hotchkiss, 1995).

The benefits of an outsider replace-
ment hinge primarily on his or her
ability to afford the organization with
a change agent (Carey and Ogden,
2000). Change agents result in more
rapid cffectual recovery of a failing
firm (Datta and Iskandar-Datta,
1995). They also bring a mandate for
change from the BOD (Conger ¢t al,
2001), which can break ideological
barriers. Logic would therefore sup-
port the association of survival with
an outsider replacement CEO. In our
context, we would suggest that the
need for a change agent, as well as a
corresponding need for a mandate
for organizational change, would fa-
vor an outsider.

CEO Successor Choice and Duality:
An Agency and Stewardship
Perspective

The BOD must also consider giving
the new CEO duality (i.e., a combin-
ing of the CEO and Chairman of the
BOD (COB) positions). Duality has a
significant effect of the power of the
CEO (Boyd, 1995). Empirical results
examining the advantages and disad-
antages of duality, especially as it re-
lates to organizational outcomes, are
mixed (e.g., for a review see Bovd,
1995).

The main arguments against duality
have their roots in the agent/principal
relationship  from  agency  theory
(Berle and Means, 1932). That is,
when the CEO holds a power position
relative to the BOD, it is less likely that
any monitoring mechanisms will func-
tion properly. When these mecha-
nisms dysfunction, it is likely that or-
ganizational  costs  will rise  and
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216 BROCKMANN, HOFFMAN AND DAWLEY

subsequently lower organizational per-
formance.

Arguments supporting duality rest
primarily in stewardship theory. Ste-
wardship theory (Davis et al, 1997)
can be viewed as the “‘anti-agency the-
ory.”’ It takes a humanistic approach
(McClelland, 1960; McGregor, 1957),
proposing that people just want to do
their job and also strive to perform to
the best of their ability (e.g., March,
1981). Since the theory of steward-
ship assumes a more humanistic ap-
proach, one could expect an easing
of the monitoring demands placed
on the BOD and therefore lower or-
ganizational costs.

Boyd (1995) proposed a contin-
gent view of duality based on Dess
and Beard’s (1984) environmental di-
mensions. In particular, in a munifi-
cent environment, duality is nega-
tively related to performance,
supporting an agency perspective; in
a complex environment (such as in
bankruptcy), duality is positively re-
lated to performance, supporting the
need for knowledgeable persons in
command.

These differing findings suggest
that duality may moderate the rela-
tionship between CEO successor
choice and post-bankruptcy strategic
change such that in the case of an
outsider CEO successor, an organi-
zation may benefit more from duality
(i.e., in terms of strategic change) than
from a BOD that hires an insider CEO
successor. This is because an outsider
CEO successor with duality will pro-
vide an organization with a clear and
powerful leader, and powerful leader-
ship is particularly useful if significant
changes are necessary in turning
around a failing organization (Finkel-
stein and D’Aveni, 1994; Lorsch and
Maclver, 1989).

CEO Successor Choice and TMT
Tenure: A Resource-based
Perspective

Resource-based theory (Barney,
1997) suggests that certain character-
istics of the firm’s TMT may play a
pivotal role in how well a firm is able
to realign systems, culture, personnel,
and procedures with the new struc-
ture and ultimately to recover from
bankruptcy. The resource of knowl-
edge held by the TMT has the poten-
tial to meet the criteria to affect the
organization’s performance (Castan-
ias and Helfat, 1991). Specifically, in-
cumbent managers with long tenure
generally have detailed knowledge of
the firm’s operations (Wruck, 1990)
and access to established networks
both inside and outside of the organ-
ization. However, since the organiza-
tion has failed, these resources may
not have been appropriate and there-
fore are in need of change.

A new CEO, as a change agent,
would enter the organization with the
appropriate mandate. However, any
new CEO generally lacks extensive
knowledge about contacts and pro-
cedures needed to perform his or her
duties successfully, and such knowl-
edge must be gradually obtained over
time (Boeker, 1997; Hambrick and
Fukutomi, 1991). Therefore, the
knowledge that a long-tenured TMT
would possess and its access to estab-
lished networks should be of great
value in assisting the CEO to progress
through the disruptive process.

Thus, in the resource-based style,
we are assuming the TMT’s knowl-
edge resource was already present,
but its lack of use is manifest in the
organization’s failure. Therefore, an
outsider CEO successor should be
able to refocus the current resources
to benefit both the organization (i.e.,
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CEO SUCCESSOR CHOICE AND POST-BANKRUPTCY 217

to recover from bankruptcy) as well
as him/herself (i.e., to get “up to
speed’’).

CEO Successor Choice, Duality, and
TMT Tenure: A Contingency Theory

CEO succession, in itself, is a defin-
ing event for virtually every organiza-
tion. However, given the mixed bless-
ings of an outsider versus an insider
successor, we suggest that other factors
affecting organizational change are
present. The suggested factors in-
clude the power given the successor
CEO manifest in duality, as well as the
tenure level of this new CEO’s main
advisory body for strategic actions
(i.e., the TMT).

Likewise, CEO duality in itself is an-
other area where mixed blessings oc-
cur. As discussed earlier, duality sanc-
tions unity of command and provides
benefits from a stewardship perspec-
tive. In situations where a BOD hires
an insider as the CEO successor, du-
ality may lead to excessive centraliza-
tion and the resultant threat-rigidity
(Daily and Dalton, 1994b; Staw et al,
1981). This centralization can exac-
erbate an already excessive agency
problem causing further organiza-
tional deterioration and a continua-
tion of the downward spiral (Ham-
brick and D’Aveni, 1988; Hambrick
and D’Aveni, 1992).

As with CEO successor choice and
duality, the affect of TMT tenure also
has mixed blessings towards the po-
tential for organizational change. As
the TMT’s tenure lengthens, so does
its capacity to act as a resource. How-
ever, long managerial tenure has also
been associated with commitment to
the status quo (Boeker, 1997; Michel
and Hambrick, 1992; Wiersema and
Bantel, 1992), reduced learning and
increased inertial responses (Ham-

brick, 1994a, 1994b; Miller, 1991; Vir-
any et al, 1992). Longer TMT tenure
has also been shown to reduce risk-
taking and limit information process-
ing (Finkelstein and Hambrick, 1990,
1996; Hambrick, 1994b; Hambrick
and Finkelstein, 1995). These effects
suggest a tendency for long tenured
managers (o maintain past business
patterns (Barker and Patterson, 1996;
Boeker, 1997; Hambrick et al, 1993;
Romanelli and Tushman, 1986; Staw
and Ross, 1980).

The counter-argument supporting
shorter TMT tenure was proposed by
Virany et al. (1992). Their findings
suggest that organization perform-
ance is best when there are frequent
changes in the TMT while retaining
the current CEO. They argued that
new TMT members bring with them
new knowledge, which leads to TMT
learning and, more appropriate in
our context, adaptation. The findings
of Virany et al (1992) suggest that
TMT change (with CEO retention) is
best for helping firms avoid the prob-
lems that could result in bankruptcy
in the first place.

However, once a firm has gone
bankrupt, the research reviewed
above suggests that disruption is de-
sirable because the firm needs to
break from its past practices since
they have proved to be unsuccessful.
Perhaps the best way to get this type
of disruption would be to hire a CEO
successor from outside the organiza-
tion. The organization could change
due to the new knowledge brought
into the firm by the new CEO. Fur-
thermore, the outsider CEO should
probably be given duality so that he/
she has enough power to initiate and
implement strategic change (Boyd,
1995). Additionally, in order to facil-
itate strategic change, it would be
helpful to have a long-tenured TMT
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that can provide access to established
networks and the organization mem-
ory needed to help orient the new
CEO to the firm and, thereby, ensure
an adequate understanding of the
firm’s capabilities and limitations.

Based on our contingency theory,
we hypothesize that:

Hypothesis 1:  Successor CEO origin, CEO

duality, and TMT tenure all interact to-

gether to affect post-bankruptcy strategic
change.

METHODS

Sample and Data Collection

The sample for this study consists
of all publicly-traded manufacturing
firms (operating in SIC industries
2000-3999) having assets greater than
$10 million that filed for Chapter 11
reorganization between 1980 and
1995. These firms were identified
through the New Generation Research
database of bankrupt firms (Daily,
1996). SIC industries 2000-3999 were
chosen to increase the likelihood of
finding firms with characteristics con-
sistent with the research questions in
this study (i.e., some degree of refo-
cusing activity). Publicly-traded firms
with assets greater than $10 million
were chosen to increase the probabil-
ity of finding sufficient data.

The period is consistent with prior
research (Dawley et al, 2002) and it
was chosen for two reasons. First,
1980 was selected as a starting year be-
cause it was the first full year in which
The Bankruptcy Act of 1978 law ap-
plied. Second, 1995 was selected as
the ending year to allow most firms
sufficient time to recover from bank-
ruptcy, given the five-year timeframe
of interest (i.e., through the data year
2001). In keeping with prior re-
search, it may take two to five years to

assess the efficacy of post-bankruptcy
refocusing strategies (Bergh, 1996;
Bruton et al, 1994; Hotchkiss, 1995;
Markides, 1995). Therefore, this
study examined post-bankruptcy stra-
tegic change from the end of year
one to the beginning of year six fol-
lowing the filing of bankruptcy. All
data were collected from COMPU-
STAT, Annual Reports, 10-K filings,
and the Census of Manufactures.

Data availability from SEC filings
resulted in 208 usable organizations
from the population of 565 organi-
zations. Out of the 208 sample firms,
79 replaced their CEO during the
first full year after filing for bank-
ruptcy. Thirty-eight of these firms
hired insiders and 41 of the firms
hired outsiders. Further lack of data
prevented statistical analyses of 32
firms, thus reducing the final sample
size to 47 (28 Insiders/19 Outsiders).

Definition and Measurement of
Variables

Dependent Variable. The dependent
variable for this study is strategic
change used to measure corporate
downscoping in post-bankrupt firms.
Some prior studies theorized that
change agents (i.e., the BOD, CEO,
and TMT) directly affect post-bank-
ruptcy performance (e.g., Daily and
Dalton, 1995; Hotchkiss, 1995). How-
ever, it is more likely that those agents
affected the amount and type of stra-
tegic change. It should then follow
that this strategic change affects the
organization’s post-bankruptcy per-
formance (e.g., Bantel and Jackson,
1989; Bluedorn et al, 1994; Finkel-
stein and Hambrick, 1990; Hoskisson
and Hitt, 1994; Michel and Ham-
brick, 1992; Miles and Snow, 1978;
Rumelt, 1974). Therefore, change,
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CEO SUCCESSOR CHOICE AND POST-BANKRUPTCY 219

instead of performance, becomes the
dependent variable for our study.

Strategic change is operationalized
as change in entropy measure of di-
versification (Jacquemin and Berry,
1979; Palepu, 1985). Similar to re-
search by Markides (1995) and by
Dawley et al. (2002), values for the en-
tropy measure of diversification were
calculated over the relevant period
for each firm in order to measure a
firm’s refocusing activity as follows:

Entropy measure of Diversification = X

[P, * In(1/P))] such thatp, > 0

where P, is the share of sales in seg-
ment i and In(1/p,) is the weight for
each segment i. This operationaliza-
tion is appropriate here because the
entropy measure of diversification is
typically highly correlated with the
number of unrelated business units in
a portfolio (Hoskisson et al,, 1993) and
therefore the level of diversification.
Levels of diversification, as reflected by
the entropy measure, were measured
for each firm at T, , 5 , 5 aa 6
and the degree of strategic change
was calculated as the entropy mea-
sure at T, minus the respective en-
tropy measure at T,

Independent Variables. Replacement
CEO origin, TMT tenure, and duality
serve as the independent variables in
this study. Replacement CEO origin
(CEOorig) is a dichotomous variable.
The replacement CEQ is either an in-
sider (CEOorig =1) or an outsider
(CEOorig = 0). An insider is opera-
tionalized as an executive coming
from the BOD or the TMT, and an
outsider is an executive coming from
elsewhere.

TMT tenure is an interval variable
operationalized as the average num-
ber of years the members (less the
CEO) have on the TMT as of the end
of the first full year following the year

in which the organization filed for
bankruptcy protection. The year fol-
lowing bankruptcy was chosen since
significant changes occur on the
TMT’s membership during the years
leading up to and including the year
of bankruptcy (Hambrick and
D’Aveni, 1988). Thus, the TMT is op-
erationalized as those who report di-
rectly to the CEQ, as inferred by titles
of Vice President and above (e.g.,
Bantel and Jackson, 1989; Finkel-
stein, 1992; Wiersema and Bantel,
1993).

Duality is a dichotomous variable
where either the same person holds
positions as both the CEO as well as
the Chair of the Board of Directors
(COB) (Duality = 1), or where the
two positions are held by two differ-
ent people (Duality = 0). Duality was
measured at the end of the first full
year following bankruptcy filing. As
long as the same person recorded in
the SEC filings for that year held the
CEO and COB titles, we recorded du-
ality as existing. Data regarding CEO
replacement and TMT tenure were
obtained from SEC filings and in
Standard & Poor’s Register of Corpora-
tions, Directors, and FExecutives.

Control Variables. In keeping with
previous rescarch in the strategy lit-
crature on bankruptcy, the following
variables were included as controls:
performance prior to bankruptcy
(operationalized as ROA in the five
years before bankruptcy) (Hambrick
and D’Aveni, 1988), organizational
size (operationalized as the natural
log of total assets) (Daily and Dalton,
1995; Miles and Snow, 1978; Porter,
1980), organizational slack (opera-
tionalized as the sum of absorbed and
unabsorbed slack) (Barker and Du-
haime, 1997; Bourgeois, 1981; Singh,
1986) and, industry growth during re-
covery (operationalized as the indus-
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try growth rate (by four digit SIC
code) in the value of shipments for
the five-year post-bankruptcy period)
(Dawley et al., 2002; Dess and Robin-
son, 1984; Hambrick and D’Aveni,
1988). Two financial measures com-
monly used as control variables in
bankruptcy research are earnings be-
fore interest and tax (EBIT) and lev-
erage (LEV) (e.g., Daily and Dalton,
1994a, 1994b, 1995; Hambrick and
D’Aveni, 1988). Leverage (LEV) is a
ratio variable operationalized as the
total long-term debt (LTD) divided
by the total equity. These data for
size, slack, EBIT, LEV, and LTD were
measured in the year of bankruptcy
and determined from COMPUSTAT
tapes.

Analytical Procedures

Because an interval dependent var-
iable is examined, the hypothesis was
tested using hierarchical OLS regres-
sion (Aiken et al, 1991; Lewis-Beck,
1980). The control variables were en-
tered first, then the individual inde-
pendent variables, then the two-way
interactions, and finally the three-way
interaction.

RESULTS

Descriptive statistics of all applica-
ble variables are provided in Table 1.
The main effects are shown as non-
standardized and then centered for
the interactive terms (Aiken et al,
1991). The results from the hierar-
chical regression analyses, including
the adjusted Rsquared and changes
in F, are shown in Table 2. The results
for each of the four steps of the re-
gression are provided in the four
models. Model 1 shows just the con-
trol variables, Model 2 adds the main
effects, Model 3 adds the two-way in-

teractions, and Model 4 adds the
three-way interaction.

In all four models, the only statis-
tically significant contribution from
the constant and control variables
came from Beginning Entropy. In
Models 1, 2, and 3 none of the other
variables were statistically significant.
However, in Model 4, the explained
variance from the control variables as
well as that from the addition of the
three-way interaction (Adj. R* =
0.485; p < 0.05) were significant. We
present some inferences from these
results in the Discussion section.

Hypothesis 1, which stated that
CEO origin, CEO duality, and TMT
tenure all interact together to affect
post-bankruptcy strategic change, was
supported. The results are most ap-
parent in graphical format because
the values for the beta coefficients are
not always logically obvious (as de-
scribed in Aiken et al, 1991). That is,
the beta value for an interaction
terms does not necessarily suggest di-
rectionality or magnitude as they may
for a main effect.

Figures II and III show the inter-
actions with the dependent variable
of Strategic Change on the vertical
versus duality and non-duality on the
horizontal axes. Figure II shows the
relationship for Low TMT tenure
(mean tenure less one standard de-
viation) and Figure III for High TMT
tenure (mean tenure plus one stan-
dard deviation). Since the slopes of
all the lines are different in the two
graphs as well as statistically signifi-
cant (B = -0.278; p < 0.05), we can
conclude that an interaction among
the three independent variables of in-
terest does exist. From a practical per-
spective, we can note (as discussed in
the following section) that post-bank-
ruptcy strategic change is greatest for
firms that hire an outsider as CEO,

JOURNAL OF MANAGERIAL ISSUES " Vol. XVIII' Number 2 Summer 2006

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



221

CEO SUCCESSOR CHOICE AND POST-BANKRUPTCY

100> des 'S00>ds ‘b =N

o898 eSB8  eel6S  ee9LS 1S0°  oefOF L T o8¢ 050 €10~ L SE0- vl 100 901 800 $uo0g) X WLIWL X Aireng 91
0001  eelPl  «oBPE  oo8LF 810 (4] woe ul «SST ol 50 9T 120 we 880 L61  L0O Aupeng x W LINL S1
0001  eelSP rig LO1-  eeSSHE 101 T «$6T 780~ $90 o#87 L60 6rl 60 o €70 Kuenq x 3uo0dD r1
0001 oeOF8 621 «e6(8 860 9Tl 190 ogl- 91 WO~ 860 &IST- ar- g1 o UL 1L ¥ Suo0dD €1
0001 961 133 $20° L0 $90 w0 ue- SO0 SLI- L6l 91 9%E 9L WLINL TI
0001 10 667 Sl os1 661 ST0- 6Ll 660 91 120- 680 90 Aureng 11
0001 100 OFl 01 99T 680° €0 SLO (yead 1L0- 050 090 3uo0ad 01
0001 TE0- 981 OI0 <067  eef8P- ST~ «S6T oFIE- SOTI $TTS ugd 6
0001  £F0-  650° 810 €60 ¥20 8L0 810 90T S¥iv R 118
0001 960  &OLT 98T 6Fl ogl LT BEE 9O aBesaar] L
0001 srl €60 ¥IL- 1€1 eesS1 o o oS 9
0001 ee60F  9S1- 6L 86 610 €10 Adonug Sutuuidag ¢
0001 1L0-  «867 sy 61 0S¥ sy
0001 690" 6L1-  0£0 0Tl Qmasn Ansnpuy ¢
000'1 91 90 O VO Butuuisag 7
0001 620 10 autpaq Adonug |
Sl 4l £1 4 11 0l 6 8 L 9 s (2 £ 3 1 as  uww

sapspels 2apdudsaq [ AqeL

JOURNAL OF MANAGERIAL ISSUES  Vol. XVHI Number 2 Summer 2006

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



BROCKMANN, HOFFMAN AND DAWLEY

222

1000 > dyssx ‘070> dy ‘01°0 > di

*S[9AJ] 9ouBOYIUTIS PI[IL1-0M] ‘SIUSIOLJJI0D UOISSAITaI paziprepuess ‘/ = N “(38uey) s13arens) Adonug ur suioa( :djqeureA juspuadaq

«01TY a3uey) 4

S8t Ay

+2S0'T- 8LT- 8u0QdD X U LLINLL X Afend ‘91
uonoeINU] Aep-9o1y ]

6L’ a8uey) 4

sot Ay

91¢’l €01° 090 00 Aren@ x WLIAL ‘ST

LL6L1 LLY 8€¢ (441} Arenq x 3uoOFD b1

s 180° LIS~ - UWLLAL X 3uU00dD “€1
SUONOBIANU] ABp\-OM I,

866" afuey)

08¢’ Ay

6vE SHO° st 660° wrl wo WLINL Tl

€SL- L20™- ov- 10~ 989'- $20- Anreng 11

€€ 910™- 8¢ 150 LST- 600" 8uo0dD 01
juapuadapug

*xxE1T T aBuey) 4

SLT Ay

S€8- 140"~ 89¢- 810 19¢"- 910~ 897 - 110~ 1194 3utuidag 6

950 200°- L1O 100° T 800° [4:74 600 192 L7 Sutuuidag g

190 200° 950 200~ sLI’ 900° 8LT 600° a8e1aA] Sutuurdag L

6€S° 810° L1 900° 161° 900° €08’ S10 Yoe[s Suruutdag -9

*+++6CL YT SS6° 1YV 696  xxxIL19C €96°  *xx118°LT ¥56° Adonug Suruuidag g

¥90° €00 LSS 620° LLE 0 180°1 90" IS Y

8ST'1- SH0'- 68L- 620" €99 €20™- LT6- 620°- ymoIn Ansnpuj ¢

oEl’ 900° 68¢€™- L10~ T6€- 910~ 966"~ 120°- vO¥ Sutuuidag ‘g

L00™- 129~ w9 69¢ - eIsuo) *|
sjonuo)

) d ) g 1 d 1 d S3|qeLIRA
¥ [PPON € [PPON T 19PON [

aduey) >330S Uo WSO OFD yudWwDEdY pue ‘dnud ], LALL ‘ANrend OFD JO SINYFH Paulquio) Y], Z dqeL

JOURNAL OF MANAGERIAL ISSUES " Vol. XVIII' Number 2 Summer 2006

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



CEO SUCCESSOR CHOICE AND POST-BANKRUPTCY 223

Figure I1. The Interaction of CEO Origin and Duality on Strategic Change
For TMT Tenure = Low

Duality vs. Strategic Change for LOW TMT Tenure
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and have a TMT with long tenure.

DISCUSSION

The current study developed and
tested a contingency theory of how
CEO successor choice affects post-
bankruptcy strategic change. Find-
ings indicate the significance of a
three-way interaction, suggesting that
post-bankruptcy strategic change is
highest for firms hiring an outsider,
giving him or her duality, and retain-
ing a TMT with long tenure (the up-
per right point on Figure III). A sim-
ilarly high level of strategic change is
also noticeable with the combination
of an insider successor, no duality,
and a TMT with long tenure (the up-
per left point on Figure III).

From a practical perspective, it
would therefore appear that the BOD
has some latitude in their selection of
a new CEO. This flexibility reflects
the contingency aspect of our hypoth-
esis. For instance, if the TMT tenure
is high as on Figure 111, then the dif-
ference in strategic change from hav-
ing a new outsider CEO with duality
versus an insider without duality does
not appear to be that large. A similar
relationship exists on Figure II for a
TMT with low tenure. Therefore,
should a BOD find themselves with
fewer than all the options considered
here at their disposal, they could still
maximize the potential gain in stra-
tegic change within the limitations
present. The BOD should tailor the
leadership structure in whatever
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Figure III. The Interaction of CEO Origin and Duality on Strategic Change
for TMT Tenure = High

Duality vs. Strategic Change for HIGH TMT Tenure
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manner necessary to maximize the
potential for strategic change instead
of being restricted to a particular
combination of our relevant con-
structs.

Inferences from Table 2 reflect
other suggestions available to the
BOD, particularly if they are limited
in their options for changing the stra-
tegic leadership of their organization.
For instance, although not specifi-
cally hypothesized, one may infer that
the interaction between the CEO'’s
origin and Duality is statistically sig-
nificant by itself without the addition
of the TMT Tenure variable (Table 2,
Model 4, B = 0.177; p < 0.10). Al-
though this may seem favorable ini-
tially, further post hoc analyses may
suggest otherwise. In particular, the

explained variance for the addition of
the two-way interactions is not statis-
tically significant (Adj. R? = 0.405; p
> 0.10). Therefore, the level of stra-
tegic change is explained by the con-
trol variables with Beginning Entropy
being the only statistically significant
variable B = 0.955; p < 0.001).

A significant contribution to ex-
plained variance from Beginning En-
tropy makes anecdotal sense. One
would expect that an organization
with a significant level of diversifica-
tion prior to bankruptcy would have
more options at its disposal for reor-
ganization (Marlin et al, 2004). The
number of options should increase
particularly if those diverse resources
were unrelated (Skaggs and Droege,
2004). An unrelated structure should
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allow the leadership to spin-off or lig-
uidate those unrelated assets or busi-
nesses without unduly affecting any
core competency present or in devel-
opment. This type of refocusing
should result in capital from sales or
liquidation that could then be rein-
vested in the retained business in or-
der to maximize the potential for
emergence from bankruptcy.

From a theoretical perspective, our
results extend the turnaround litera-
ture (e.g., Daily and Dalton, 1995;
Datta and Iskandar-Datta, 1995; Staw
et al, 1981). Previous research on or-
ganizational turnaround suggests
that bringing in an outsider to re-
place the CEO and giving the out-
sider duality can provide a mandate
for organizational change and break
ideological barriers to change (Ham-
brick and Fukutomi, 1991). Our re-
sults suggest that situational factors
(i.e., TMT tenure and duality), in ad-
dition to successor choice (i.e., in-
sider versus outsider), affect post-
bankruptcy strategic change. One
explanation for these results is that an
outsider provides the change impe-
tus, duality gives the outsider the
power to make changes, and the or-
ganizational knowledge and access to
established networks held by a long-
tenured TMT make it possible to im-
plement the changes.

Additionally, our results also ex-
tend the succession literature and
specifically the work of Virany et al
(1992) who found that organization
performance is best when there are
frequent changes in the top manage-
ment team, while the CEO tends to
be retained. While Virany ef al’s
(1992) results suggest that TMT
change (with CEO retention) is best
for helping firms avoid the problems
that could result in bankruptcy, our
results suggest that once a firm has

gone bankrupt, an outsider CEO suc-
cessor should be hired and given du-
ality if the firm has a TMT with long
tenure. In the event that a bankrupt
firm’s TMT has already changed
much (i.e., short tenure), our results
indicate that the hiring of an insider
CEO successor who is not given du-
ality may be the best course of action
for the firm.

Finally, from a practical perspective,
results from the current study suggest
that the BOD carefully weigh many dif-
ferent factors when deciding on who
should replace the CEO (i.e., an in-
sider or an outsider) because of poor
organizational performance. Although
numerous other considerations are
necessary in management structure
and bankruptcy (Brockmann e al,
2004; Daily, 1994, 1995, 1996), our re-
sults suggest that whether an insider or
an outsider should be hired is contin-
gent on the tenure of the top manage-
ment team and/or whether or not the
new CEQ is given duality.

Limitations

As with any study, this project has
certain limitations restricting the ge-
neralizability of the findings. In par-
ticular, our limited data set resulted
in a sample size of only 47. As with any
study, an increase in sample size will
reduce the potential for errors and in-
crease the potential for finding statis-
tical significance. Our limited data set
probably influenced the ability to find
significance in our variables. This limit
is particularly noticeable in the lack of
statistical significance in most of our
control variables. Therefore, our re-
sults should be viewed with this limi-
tation in mind.

In a more general consideration,
the very nature of bankruptcy re-
search influences the availability of
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data that may lead to selection bias.
To begin with, SEC filings are only
available for large, publicly-traded or-
ganizations. During bankruptcy, the
SEC eases the filing requirements.
Those filings useful to researchers
(e.g., Annual Reports, 10-Ks, Proxies)
are often the first ones omitted. Fre-
quently, only those organizations
with significant resources will con-
tinue to submit the entire spread of
filings. Therefore, a natural selection
process, based on data availability,
may result in a sample of organiza-
tions having relatively more resources
than those not selected.

The dependence on SEC filings it-
self presents limitations. It precludes
an examination of smaller organiza-
tions and leads to less refined meas-
ures. Many more small organizations
go bankrupt than those included in
this study. Furthermore, the SEC fil-
ings allow measurement refinement
only down to the quarter at best and
annually in other cases.

Similarly, it should also be noted
that since firms that did not come out
of bankruptcy could not be included
in the sample, it is possible that those
firms did not experience net positive
effects of the interactions of the three
variables of outsider CEO, non-dual-
ity, and longer TMT tenure on their
performance.

Future Research

Since this is one of the few studies
on the post-bankruptcy period, a sim-

ple continuation of focus would be
beneficial. One specific area of im-
mediate interest would include the
influence of an organization’s strat-
egy and size on its odds of surviving
bankruptcy. Although we controlled
for organizational size, this variable
has an intuitive appeal when exam-
ining the potential for survival, espe-
cially in light of its pre- and post-bank-
ruptcy strategy. For instance, related
and unrelated diversification strate-
gies would be expected to have dis-
similar influences on how the organ-
ization can restructure in order to
survive bankruptcy. A larger organi-
zation with an unrelated diversifica-
tion strategy may possess more op-
tions for divestitures. If the available
options are wider, an organization
may be better able to raise capital
necessary for saving the rest of the or-
ganization.

Overall, we feel that this examina-
tion of the post-bankruptcy period is
important since all too often the fo-
cus of strategic management research
has been on factors associated with
organizational growth and survival
(Bettis, 1991; Daft and Buenger,
1990). This is in spite of the fact that
it is expensive for our society when
organizations fail or go bankrupt.
The expense of bankrupt firms to so-
ciety is compounded by the fact that
even though the Chapter 11 law is de-
signed to prevent organizational fail-
ure (Johnson et al, 1986; Moulton
and Thomas, 1993), it is not proving
beneficial in practice.
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organization in conjunction with actual congruence between
cmplovee values and those of the top management team.
Findings indicated that perceived and actual values fit have
both unique and interactive effects on employee commit-
ment, intention o stay with the organization, satstaction, be-
licls about ageney effectiveness, and perceptions ol contlict.
Pereeived (it was the dominant positive predictor of attitudes.
Effects of actual fit tended to be more dependent on level of
pereeived it supporting a social construction :l|)|)l’()‘l(‘ll 1o
understanding emplovee reactions to the work environment.
No evidence was found here for a model in which actual it
is mediated by pereeived fitinits effects on attitudes, nor for
A met expectations approach in which consisteney between
perceived and actual fit relates positively to attitudes,

Toward a Multidimensional Theory of Person-Environment it
Karen [. Jansen and Amy Kristof-Brown

This study examines the proposition that the presence of
women on acompany’s board ol divectors is positvely asso-
ciated with gender diversity inits top management team. Re-
gression analvses indicate that afier controlling for firm size
and profits, industry tvpe and profits, number of officers, and
number of board members, the number of women corporate
directors on a Fortune 500 board is positively associated with
the number of women officers at the company, the number
of women officers holding line jobs, the presence of a eritical
mass of women officers, the number of women officers with
high-ranking or “clout™ titles, and the presence of women
among the company’s top carners. These results indicate the
importance of women board members [or top management
team diversity, and suggest that companies striving for in-
creased gender diversity in their senior officer ranks and
more facilitative environments for their top women employ-
ces should pay atention to their board-level representation
of women.

A Contingeney Theory of CEO Successor Choice and Post-bankruptey
Strategie Chantge 213
Erich N. Brockmann, James [ Hoffman and David D. Dawley

This study examines the elfect of successor choice, CEO
power, and Top Management Team (TMT) tenure on an
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Fnteprencunshipand leadership have arguably heen among
the mostexplosive ticlds ot stadyv withim recentsears ver e
rescarchatentnon has beeneinven to entreprencurs as leaders
o1 the pswchological stengths that may be related 1o then

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



