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CEO Successor Characteristics and the
Choice of Foreign Market Entry Mode:

Based on the upper echelons the-
ory, this study of 126 CEO succes-
sions and 271 foreign market entry
events examines the relationships
between successor CEO characteris-
tics and choice of entry mode. Re-
sults indicate that CEO position
tenure, throughput functional back-

INTRODUCTION

Over the past decade, considerable
research attention has focused on CEO
(Chief Executive Officer) succession. It
is not surprising, given that the selec-
tion of a new CEO is a critical decision
and represents a defining event in an
organization’s life. In their review of
the executive succession literature,
Kesner and Sebora (1994) describe CEO
succession as an “important, unique,
and very visible event”, one that has
profound impact on the organization
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ground, and international experi-
ence are associated with full-con-
trol entry modes. Additionally,
these relationships were observed
in the subgroup of high-performing
firms but not in the low-performing
subgroup.

and its strategy. Recent years have also
witnessed greater pressures on CEOs to
internationalize their firms, as they re-
spond to increased globalization of
their industries (Sanders and Carpen-
ter, 1998). This is particularly true for
successor CEOs, who typically assume
their positions under implicit and ex-
plicit demands for better performance.
In this context, key strategic decisions,
including those related to foreign mar-
ket entry-mode choices, assume con-
siderable significance.
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CEO CHARACTERISTICS AND ENTRY MoODE

Research on CEO succession has gen-
erally adopted a strategic contingency
perspective, examining the importance
of fit between organizational context and
demographic characteristics of newly se-
lected CEOs. Such characteristics in-
clude functional background experi-
ence, tenure, and educational level—
characteristics that are considered valid
proxies for the cognitive orientation and
knowledge base of newly selected CEOs
(Finkelstein and Hambrick, 1996). A re-
lated stream of research has focused on
relationships between CEO background
characteristics and firm strategies, again
based on the argument that executive ex-
periences reflect cognitive orientation
and knowledge base and consequently
have important implications for strategic
choices.

Simultaneously, a significant body of
research has emerged on the choice of
foreign market entry modes. Entry mode
choice has been defined as a “frontier
issue” in international business (Ander-
son and Gatignon, 1986) and a “very im-
portant, if not critical, strategic decision”
{Agarwal and Ramaswami, 1992, p. 2).
Research on entry mode selection has
been based on several theoretical per-
spectives, including transactions cost
economics, industrial organization, and
strategic behavior, with a wide array of
antecedent factors being used to explain
entry-mode choices. However, the role of
top management has been largely ig-
nored in such research, and, although
CEOs typically play key roles in the
choice of entry modes (Conference
Board, 1995), research on how their
knowledge, skills, and cognitive orienta-
tions influence entry-mode choices is
noticeably absent.

QOur research here seeks to fill this im-
portant void in the executive succession
and entry-mode literatures. Based on up-

per echelons theory (Hambrick and Ma-
son, 1984) and grounded in executive
leadership literature (Finkelstein and
Hambrick, 1996), we examine relation-
ships between demographic characteris-
tics of CEO successors and choice of for-
eign market entry modes. We focus on
position tenure, educational level and
functional background—characteristics
identified by Finkelstein and Hambrick
(1996) as being particularly important in
influencing executive knowledge base,
cognitive orientation, and values. In ad-
dition, we include international experi-
ence given its important influence on
formulation of international strategies as
identified in prior studies (Black, 1997;
Daily, Certo, and Dalton, 2000; Sam-
bharya, 1996).

We focus on CEO successors because
the post-succession period is typically
characterized by formulation and imple-
mentation of strategies where new CEOs
seek to have the greatest impact (Ocasio,
1994; Tushman and Romanelli, 1985).
Major organizational and strategic
changes often occur after a succession
(Hambrick, Geletkanycz and Fredrick-
son, 1993), with CEO successors fre-
quently initiating strategies that reflect
their knowledge base and experiences.
In other words, the post-succession
phase is typically characterized by CEOs
making decisions based on a strong com-
mitment to their mental paradigms. We
expect the same to be true for foreign
market entry, with characteristics of
newly selected CEOs being reflected in
their choice of foreign market entry
modes.

LITERATURE REVIEW

CEO Characteristics

and Firm Strategy
The empirical literature on executives’
demographic characteristics, strategic
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choices, and firm performance has been
based largely on the upper echelons the-
ory advanced by Hambrick and Mason
(1984). This theoretical perspective,
which draws on literatures in organiza-
tional behavior and strategic manage-
ment, posits that strategic choices made
by executives “. . .reflect the idiosyncra-
sies of decision makers” (Hambrick and
Mason 1984, p. 195). The underlying
logic lies in the Carnegie School of
thought and the argument that complex
decisions are largely outcomes of behav-
ioral factors, including the values and
cognitive orientation of key players (Cy-
ert and March, 1963). Hambrick and Ma-
son {1984) argue that managers’ cogni-
tive orientation influence the perceptual
process behind strategic decision mak-
ing through selective perception, by lim-
iting their field of vision and by filtering
information. Thus, differences in manag-
ers’ cognitive perspectives affect all as-
pects of the strategic decision-making
process, including issue identification
(Dutton and Duncan, 1987), information
search, and information processing (Cy-
ert and March, 1963), as well as alterna-
tive specification and selection of the
course of action. In other words, the be-
liefs, assumptions and values that exec-
utives bring to the decision setting drive
their decision-making and actions.
Hambrick and Mason (1984) also argue
that the background characteristics and
experiences of managers shape their cog-
nitive perspective and knowledge base.
Although psychological factors are cen-
tral to upper echelons theory, such phe-
nomena are rarely studied directly in
studies of top executives (Kesner and Se-
bora, 1994). Rather, psychological orien-
tations are typically imputed from more
readily observable characteristics, in-
cluding tenure (Barker and Mueller,
forthcoming; Datta and Guthrie, 1994),

educational level (Wiersema and Bantel,
1992), functional background, (Datta and
Rajagopalan, 1998) and international ex-
perience (Sambharya, 1996). The under-
lying assumption is that experience, per-
sonal background, and education shape
managerial cognition, knowledge, and
skills in ways that substantially impact
decision making and behavior (Hitt and
Tyler, 1991). Kiesler and Sproull (1982)
also suggest that background character-
istics and experiences reflect executives’
underlying psychological orientation
and knowledge base and consequently
should impact strategic choices and out-
comes. Additional support for the demo-
graphic approach comes from Pfeffer
(1983) who argues that, “. . .demography
is an important causal variable that af-
fects a number of intervening variables
and processes, and through them, a num-
ber of organizational outcomes” (p. 350).
Furthermore, he adds that demography
might explain more variance in the de-
pendent variable than the presumed in-
tervening constructs and mental pro-
cesses. Widespread use of the demo-
graphic approach can also be attributed
to other benefits, namely, objectivity,
parsimony, and testability (Hambrick
and Mason, 1984).

Much of the extensive research on top
management demography (Finkelstein
and Hambrick, 1996; Kesner and Sebora,
1994) centers on CEQO characteristics,
with the implicit assumption that power
and key decision making authority is
concentrated in the hands of CEOs. An
important stream of research has exam-
ined relationships between CEO charac-
teristics and firm strategies. Based on the
strategic choice paradigm (Child, 1972)
and the upper echelons perspective
(Hambrick and Mason, 1984), the pri-
mary question in this research stream is
whether managers’ strategic choices re-
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flect their individual experiences, cogni-
tive orientations, and knowledge base.
Empirical support comes from studies
that have found top management charac-
teristics to be related to firms’ strategic
orientations, at both the corporate and
the business level. Smith and White
(1987), for example, identified system-
atic relationships between new CEOs’
functional backgrounds and firms’ di-
versification strategies. Likewise, Song
(1982} found functional backgrounds of
CEOs to be related to the diversification
strategies of their firms, with those
adopting a strategy of internal diversifi-
cation typically being led by CEOs with
marketing and production backgrounds.
In contrast, firms that pursued acquisi-
tions were more likely to have CEOs
with backgrounds in accounting, fi-
nance, and law. At the business level,
Chaganti and Sambharya (1987) and
Govindarajan (1989) identified relation-
ships between the functional back-
ground of key managers and firms’ com-
petitive strategies. In addition, Miller,
Kets De Vries and Toulouse (1982) found
that firms led by confident and aggres-
sive CEOs adopted risky and innovative
strategies, whereas those headed by
CEOs given to feelings of helplessness
adopted more conservative strategies.
More recently, Barker and Mueller
(forthcoming) found firm R&D spending
to be greater in firms with CEOs who
were younger and had output back-
grounds. In the international context,
Channon’s research {1979) indicates sys-
tematic associations between CEO pro-
files and internationalization strategy,
and executive international experience
has been shown to be closely associated
with a firm’s level of international diver-
sification (e.g., Black, 1997; Sambharya,
1996). In sum, the above studies provide
descriptive validity to the proposition

that systematic relationships exist be-
tween CEO demographic characteristics
and firm strategies, suggesting that expe-
rientially acquired reference frames of
CEOs critically influence their choice of
strategies. Extending the argument to the
international arena, one can similarly ar-
gue that the characteristics of successor
CEOs should have an important impact
on international strategies and decisions,
including the choice of foreign market
entry modes.

Foreign Market Entry Mode

Firms seeking to enter foreign markets
have a number of strategic choices, in-
cluding, wholly-owned subsidiaries (green-
field investments or acquisitions), joint
ventures, and contractual entry modes
(such as licensing or franchising). These
different modes imply different levels of
ownership and control, leading Erramilli
and Rao (1993) and Hill, Hwang and Kim
(1990) to classify entry modes into two
broad categories: full-control and shared-
control. Firms can opt for full control
and ownership by choosing greenfield
investments or cross-border acquisi-
tions, whereas licensing and joint ven-
tures entail sharing of control and own-
ership. The decision on the extent of
control and ownership is important, as
managers often visualize the foreign
market entry decision in two stages. In
the first stage, if control is important,
firms are likely to choose greenfield in-
vestments or acquisitions. In the second
stage, if managers accept the possibility
of shared control, decisions are made
between options with lower levels of
ownership and the subsequent seeking
of appropriate partners (Gatignon and
Anderson, 1988).

In addition to control and ownership,
entry modes differ in other important
ways. First, there are differences in risk
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exposure (Agarwal and Ramaswami,
1992). Full-control entry modes are typ-
ically more susceptible to environmental
uncertainties and involve greater expo-
sure to political risks. Second, resource
commitments are usually greater in full-
control entry modes often involving de-
ployment of assets which cannot be eas-
ily redeployed without incurring sub-
stantial sunk costs (Hill et al., 1990).
Such assets constitute exit barriers lim-
iting strategic flexibility and thereby in-
creasing venture risks. Several authors
have related higher control to higher risk
in entry modes, given the resource com-
mitment, switching costs, and exposure
of a firm entering a foreign market
(Anderson and Gatignon, 1986). Agarwal
and Ramaswami (1992, p.3) also associ-
ate full-control entry with high risk, ar-
guing “...the sole venture mode is a
high investment and consequently high
risk/return alternative that also provides
a high degree of control to the investing
firm. The joint venture mode involves
relatively lower investment and hence
provides risk, return, and control com-
mensurate to the extent of equity partic-
ipation of the investing firm.” From their
perspective, the choice of entry mode
can be viewed as a strategic decision in
which firms make trade-offs between re-
source commitment and degree of risk.
Finally, the use of full-control entry
modes requires entering firms to develop
their own knowledge base and compe-
tencies to function effectively in the for-
eign environment, whereas firms using
shared-control entry modes have access
to local partner’s knowledge on markets,
competitors, and governmental policies.

Because the ultimate success of wholly-
owned manufacturing subsidiaries is de-
pendent on many political, economic,
sociocultural and market factors, infor-
mation needs associated with full-con-

trol entry decisions are typically much
greater than those associated with
shared-control entry modes. Conse-
quently, decision-makers must be effec-
tive and efficient in extensive, in-depth
environmental scanning as well as in
processing and gathering information.
For example, in cross-border acquisi-
tions, obtaining reliable information for
evaluating potential candidates can be
extraordinarily difficult. Furthermore,
with any foreign market entry there are
significant learning challenges in devel-
oping strategies that create and sustain
competitive advantages (Hitt, Hoskisson,
and Kim, 1997), and these challenges are
inevitably greater in full-control entry
modes. The characteristics of full-con-
trol and shared-control entry modes dis-
cussed above are summarized in Table 1.

RESEARCH HYPOTHESES

In view of the relationships between
CEO  characteristics and strategic
choices, and the differences between full
and shared-control entry modes, we ar-
gue that the characteristics of successor
CEOs will have a significant influence
the choice between entry modes. The ex-
pected relationships between specific
characteristics and entry mode choice is
discussed in the following paragraphs.

CEO Position Tenure

Hambrick and Fukutomi (1991), high-
lighting the significance of position ten-
ure (number of years in the position) in
their model of the “seasons of a CEO’s
tenure”, argued that CEOs typically start
with a strong commitment to their im-
plicit models of causal relations, op-
tions, and priorities. This leads them to
adopt approaches and enact strategies
that they are more comfortable with and
which have been effective in their ca-
reers. In the initial phase of their tenure,
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TABLE 1
CHARACTERISTICS OF FULL-CONTROL AND SHARED-CONTROL ENTRY MODES

with entering foreign market and
maintaining operations, increases
with increasing ownership and
control)

Knowledge of local markets
(Enhanced with local partners.
Exchanges with partners facilitate
access to knowledge needed to
understand environment)

Control (Directly related to
ownership)

Low-Moderate (Given
access to partner
knowledge base)

Shared-Control Entry Full-Control Entry
(Joint Ventures, (Greenfield
Contractual Investments,

Characteristics/Determinants Agreements) Acquisitions)
Extent of risk exposure (Influenced by Low-Moderate High

resource and asset commitment;

risk sharing by partners)
Returns (Directly related to ownership Low-Moderate High

and control)
Resource commitment (Associated Low-Moderate High

High (Must develop
knowledge base

Moderate

independently)

High

CEOs can be expected to be somewhat
risk averse, avoiding risky strategies that
might jeopardize their position. In addi-
tion, the early years of a CEO’s tenure are
typically characterized by limited task
knowledge, making it more difficult for
CEOs to endorse risky strategic options
(Hambrick and Fukutomi, 1991).
However, with greater position tenure,
CEOs become more familiar with the de-
cision process and acquire greater task
knowledge, expertise, and experience
along with increased power within the
organization. The leading role that CEOs
typically play in board appointments re-
sults in board co-optation which, over
time, serves to strengthen their influence
over corporate decisions and helps insu-
late them from the pressures of economic
performance (Boeker, 1989). Addition-
ally, the development of a patriarchal
aura, together with accumulation of

shareholdings over time provides CEOs
with greater power, allowing more re-
source-intensive and riskier strategies to
be pursued (Pfeffer and Salancik, 1977).
Moreover, the greater task knowledge as-
sociated with increased position tenure
(Finkelstein and Hambrick, 1996) makes
CEOs more confident about adopting
riskier strategies. Position tenure also re-
sults in greater autonomy (Miller, 1991)
providing CEOs with greater opportuni-
ties to pursue strategic options involving
higher levels of risk and resource re-
quirements.

The above arguments suggest that
newly selected CEOs are likely to favor
options that involve lower resource com-
mitments and risks, preferring shared-
control entry modes. However, with in-
creasing position tenure, as they acquire
greater legitimacy and power, CEOs are
likely to become more comfortable
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choosing entry modes that provide
greater control over operations, even if
these options involve higher resource
commitments and greater investment
risks. Thus:

Hypothesis 1: Position tenure of CEO
successors will be positively associ-
ated with preference for full-control
entry modes.

Educational Level

Educational level has been associated
in the upper echelons literature with
open mindedness, tolerance for ambigu-
ity, capacity for information processing,
and ability to identify and evaluate mul-
tiple alternatives (Dollinger, 1984; Ham-
brick and Mason, 1984). It has been ar-
gued that managers with greater educa-
tional levels are more likely to possess
the cognitive ability to process complex
information, analyze new situations, and
discriminate among available alterna-
tives (Wiersema and Bantel, 1992). Be-
cause full-control entry modes require
superior knowledge and understanding
of foreign markets, the ability to process
complex information from multiple
sources is more important in such
modes. Full-control entry modes typi-
cally involve more extensive project
analysis and require a more precise as-
sessment of enterprise value than do
shared-control entry modes (Kogut and
Singh, 1988). In addition, educational
level has been associated with receptiv-
ity to innovation and risk taking among
executives (Finkelstein and Hambrick,
1996; Kimberly and Evanisko, 1981).
Given that full-control entry modes are
associated with higher risks (Agarwal
and Ramaswami, 1992), it can be argued
that CEOs with greater educational lev-
els are likely to be more receptive to such
ventures than those with lower educa-
tional levels.

In sum, we can argue that more highly
educated CEOs have the cognitive orien-
tation and ability to analyze the complex
set of factors and accept the risks associ-
ated with full-control entry modes. On
the other hand, CEOs with lower educa-
tional levels are more likely to opt for
shared-control entry modes, which re-
quire less information processing and
entail less risk. Thus:

Hypothesis 2: Educational level of
CEO successors will be positively as-
sociated with preference for full-con-
trol entry modes.

Functional Background

An executive’s functional experience,
an important indicator of the cognitive
biases and type of knowledge that exec-
utives bring to their jobs, provides a lens
through which business problems and
solutions are often identified and de-
fined (Dearborn and Simon, 1958). Al-
though CEOs are presumed to have a
generalist’s view, they often bring an ori-
entation developed in their primary
functional area {(Hambrick and Mason,
1984). For example, an “output” func-
tional background (marketing, sales,
product R&D, entrepreneurship), as de-
fined by Hambrick and Mason (1984),
has been associated with a preference for
new products, new markets, and new
opportunities, and a “throughput” back-
ground (accounting, operations, process
R&D) with the need to maintain control
and operational efficiency. Consequently,
CEOs who have spent most of their ca-
reers in throughput functions are more
likely to have a control and efficiency
orientation that should favor the choice
of full-control entry modes, with greater
strategic and financial control.

Also, the fact that entry modes differ
with regard to interdependencies has im-
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portant implications for choices. Stra-
tegic interdependencies are typically
greater in shared-control entry modes,
where significant interaction with for-
eign partners is likely in day-to-day op-
erations. Executives with an output
background and an external focus are
likely to be more comfortable managing
such interdependencies, whereas those
with a throughput background are likely
to favor full-control entry modes with
lower levels of interdependencies. Gupta
and Govindarajan (1984) also suggest
that executives with experience in mar-
keting and sales fit better in situations
involving greater ambiguity and more
uncontrollable factors. Thus, we can ex-
pect CEOs with “output” backgrounds to
exhibit a preference for shared-control
entry modes (characterized by greater
ambiguity and less control). In contrast,
CEOs with “throughput” backgrounds,
whose skills and cognitive orientation
are more appropriate to foreign opera-
tions where the focus is more on control
than on management of interdependen-
cies, are likely to prefer full-control entry
modes. Thus:

Hypothesis 3: CEO successors with
throughput functional background are
more likely to choose full-control en-
try modes.

International Experience

International experience among top
managers has been associated with re-
duced levels of uncertainty in inter-
national operations (Sambharya, 1996),
increased awareness of international
opportunities, and superior ability to
manage operations in different countries
{Black, 1997). Such experience can be
particularly important in the context of
foreign market entry, given the chal-
lenges of competing in international

markets. The diversity of foreign markets
confronts firms with a broad array of de-
mand characteristics and greater variety
of rivals, suppliers and buyers (Barkema
and Vermeulen, 1998). Under such cir-
cumstances, learning associated with in-
ternational experience can lead to fewer
mistakes and, consequently, increased
likelihood of success. In addition, by di-
minishing the idea of “foreign” and help-
ing managers integrate the learned cul-
ture with their own, international expe-
rience can have an important impact on
the values and cognitive orientation of
managers. CEOs who have accumulated
knowledge of foreign cultures and busi-
ness practices through international ex-
perience can be expected to possess the
skills sets that give them greater confi-
dence to operate in foreign business en-
vironments (Black, 1997).

The value of international experience
has also been emphasized by other re-
searchers (e.g., Daily, et al., 2000), who
argue that such experience provides ex-
ecutives with skills not easily developed
through other means. Such international
experience is likely to be particularly
valuable in the context of entry modes
that require greater market knowledge
and understanding, i.e., full-control en-
try modes. As suggested by Melin (1992),
knowledge about foreign markets is
important in overcoming the “psychic
distance” of doing business overseas
(caused by differences in language, cul-
ture, business practices, and legislation).
A CEO with greater international experi-
ence possesses superior insights on how
to operate in diverse national and prod-
uct settings, which increases the propen-
sity to use full-control (versus, shared-
control) entry modes. Moreover, interna-
tional experience is likely to be more
valuable in full-control entry modes,
where local partners’ knowledge base
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cannot be used to overcome the “psychic
distance”. Finally, as Tung and Miller
(1990) and Kedia and Mukherji (1999)
argue, international experience in man-
agers contributes to the development of a
“global mindset” that leads to greater
confidence in foreign environments and
more effective handling of global compe-
tition. This mindset along with a better-
developed global business perspective
increases the likelihood that internation-
ally experienced CEOs will opt for full-
control entry modes. Thus:

Hypothesis 4: International experience
of CEO successors will be positively
associated with preference for full-
control entry modes.

Studies by Thomas, Litschert and Ra-
maswamy (1991), Datta and Rajagopalan
(1998) and Gupta and Govindarajan
(1984), among others, suggest that firms
exhibiting superior performance better
align their strategy to executive back-
ground characteristics. Gupta (1984) ar-
gued that a match between managerial
characteristics and firm strategy leads to
superior performance and Gupta and
Govindarajan (1984) found that perfor-
mance was a function of the extent of fit
between the experiences and personali-
ties of managers and the strategy of the
firm. In other words, from a normative
perspective, it can be been argued that
firms choosing strategies that fit their top
executives’ characteristics typically ex-
hibit superior performance. Extending
the same to choice of entry mode, we
argue that while better-performing firms
should exhibit a strong fit between entry-
mode choices and CEQ characteristics,
lower-performing firms are not likely to
do so. Thus:

Hypothesis 5: The relationships be-
tween CEQO successor characteristics

and entry-mode choice identified in
hypotheses 1-4 will be present in high
performing but not in low performing
firms.

METHODS

Sample

Firms with foreign market entry fol-
lowing CEO succession had to satisfy the
following criteria to be included in the
sample. First, only firms in manufactur-
ing industries (two-digit SIC codes 20-
39) were selected. Second, firms were
required to have sales over $250 million
and to have international sales. Third,
firms had to derive at least 50 percent of
sales from their main business segment
(primary four-digit SIC industry)'. The
underlying rationale was that CEOs in
less-diversified firms are more likely to
be involved in international entry-mode
decisions than those in more-diversified
firms. In the latter, CEOs are more likely
to be involved in decisions associated
with identifying the appropriate portfo-
lio of businesses than in strategies per-
taining to the competitiveness of indi-
vidual divisions, including entry-mode
choices. Moreover, CEO experience and
background in the context of strategic
choices become more relevant for firms
competing primarily in a single business
(Gupta, 1988). Finally, our sample was
limited to publicly traded firms, en-
abling us to gather data on firms and
CEOs from secondary sources.

There were a total of 126 CEO succes-
sion events between 1989 and 1997 in
our sample of firms. Data availability on
foreign market entry in the five years
following each succession resulted in
271 foreign market entries (involving 45
countries)—184 involved full-control
entry modes (49 greenfields and 135 ac-
quisitions) and 87 shared-control entry
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modes (60 joint ventures and 27 contrac-
tual agreements).

Measures

Dependent Variable. Following past
research (e.g., Erramilli and Rao, 1993;
Hill et al., 1990), entry modes were clas-
sified into two categories: full-control
(coded “1”), which were either green-
field investments or cross-border acqui-
sitions, and shared-control (coded “07”),
which were joint ventures and contrac-
tual agreements (franchising, licensing,
and other non-equity agreements). Data
on foreign market entry used was based
on information reported in The Wall
Street Journal Index, Mergers and Acqui-
sitions, Moody’s Industrial Manual, and
Moody’s OTC Manual, supplemented
with information in firms’ annual reports
and 10-K statements.

Independent Variables. CEO position
tenure was measured as the number of
years the CEO had held the position at
the time of foreign market entry (Miller,
1991). CEO educational level (based on
number of years of schooling) was as-
sessed using a seven-point scale: 1=high
school, 2=attended college, 3=under-
graduate degree, 4=attended graduate
school, 5=master’s degree, 6=attended
doctoral program, and 7=doctorate
(Datta and Rajagopalan, 1998). CEO
functional background was coded as a
categorical variable to reflect either “out-
put” or “throughput” experience. Fol-
lowing Hambrick and Mason (1984),
dominant functional experience in pro-
duction/operations, finance and ac-
counting/data processing/information
systems, and process R&D was catego-
rized as throughput functional back-
ground (coded as “1”); dominant experi-
ence in sales/marketing, product R&D,
and entrepreneurship was categorized as
output functional background (coded as

“0”). Finally, CEO international experi-
ence was operationalized as the total
number of years spent abroad on assign-
ment, in higher education, and/or in
a firm’s international division (Sam-
bharya, 1996). Data on CEO characteris-
tics and succession events were drawn
from the Dun and Bradstreet Reference
Book of Corporate Management, Stan-
dard & Poor’s Register of Corporations,
Directors and Executives, Dun and Brad-
street Million Dollar Disc, and Who's
Who in Finance and Industry.

Control Variables. We controlled for
several factors known to impact entry-
mode choice. Firm size was operational-
ized as the natural logarithm of a three-
year average of the total number of em-
ployees (Guthrie and Olian, 1991) and
firm growth as the average growth in
sales over the three years preceding for-
eign entry (Bihner, 1987). Following
Aulakh and Kotabe (1997}, firm interna-
tional experience was defined as the ra-
tio of its foreign sales to total sales. In
addition, we controlled for selected in-
dustry and macroenvironmental factors.
Industry R&D and advertising intensity
were operationalized as industry R&D
and advertising expenses divided by to-
tal industry sales, respectively (Gatignon
and Anderson, 1988). The size of the
host market was measured using real
gross domestic product (GDP) and
growth was assessed as GDP growth,
both in the year of entry (Barkema and
Vermeulen, 1998). Following Barkema
and Vermeulen (1998), the stage of host
market development was operational-
ized as GDP per capita in the year of
entry with GDP data being obtained from
the U.N. Statistical Yearbook, and the
International Financial Statistics of the
IMF. We also controlled for cultural dis-
tance, given that firms are more likely to
favor full-control entry modes in coun-

560

JoURNAL OF INTERNATIONAL BUSINESS STUDIES

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



PoL HerrMANN, Deepak K. DaTTa

tries with cultures perceived to be simi-
lar to their own (e.g., Kogut and Singh,
1988). Consistent with past research
(Kogut and Singh, 1988) cultural dis-
tance was measured using a composite
index derived from Hofstede’s measures.
Finally, firm performance was measured
as the post-entry three-year average of
firm ROA relative to industry ROA (pri-
mary 4-digit SIC). We used the relative
measure to control for inter-industry per-
formance variations (Finkelstein and
Hambrick, 1990).

DATA ANALYSIS AND RESULTS

To examine the relationships between
successor CEO characteristics and
choice of entry mode (a binary depen-
dent variable), we used logistic regres-
sion (Hosmer and Lemeshow, 2000; Pin-
dyck and Rubinfeld, 1998)?. This ap-
proach has been widely used in the entry
mode literature (e.g., Barkema and Ver-
mulen, 1998). The logit model in this
context is based on the cumulative prob-
ability function and can be specified as:

Pi = F(a 1= in),

where P; is the probability that a full-
control entry mode choice will be made
given conditions specified by the inde-
pendent and control variables. We first
entered the control variables (Model 1)
and then added the independent vari-
ables (Models 2,3,4, and 5). This ap-
proach (rather than a stepwise selection
procedure) was chosen because the con-
trol variables included in the model have
been shown in the prior literature to im-
pact choice of entry mode. Significance
levels of regression coefficients were
computed using the Wald statistic. To
test hypothesis 5, the sample was di-
vided into two subgroups based on a me-

dian split on firm performance. Logistic
regression models were then estimated
for the subgroups of high and low per-
formers.

Means, standard deviations, and zero-
order correlations among study variables
are provided in Table 2 and results of the
logistic regression used to test hypothe-
ses 1-4 are presented in Table 3°. As
predicted (hypothesis 1), CEO position
tenure was positively associated with
preference for high-control entry modes
(p<0.05), i.e., CEOs who have been in
their positions longer are more inclined
to use full-control entry modes. We also
found strong support for the hypothesis
that functional backgrounds of CEO suc-
cessors influence entry-mode choice
(hypothesis 3). CEOs with throughput
functional backgrounds prefer full-con-
trol over shared-control entry modes
(p<<0.001). In addition, as hypothesized,
we found a significant positive relation-
ship between international experience of
CEO successors and their propensity to
use full-control entry modes (p<0.05).
However, no support was found for the
hypothesized relationship between edu-
cational level and entry-mode choice.
Although the relationship was in the ex-
pected direction (positive), it was not
statistically significant. This non-finding
can be attributed to the seniority of ex-
ecutives being selected as CEOs (Shen-
kar and Zeira, 1992). As Finkelstein and
Hambrick (1996, p. 99) caution, educa-
tional level may not necessarily play an
important role in strategic choices of top
executives because they typically com-
plete their formal education many years
before being appointed CEOs. In sum-
mary, support for three of the first four
hypotheses indicates that the character-
istics and experiences of CEO successors
have an important and significant influ-
ence on entry-mode selection®.
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TABLE 3
Logcistic REGRESSION REsULTS: CHOICE OF ENTRY MODE
Model 2 Model 3 Model 4 Model 5

Model 1  (with CEO (with CEO (with CEO (with CEO

(Control Position Educational Functional International
Variable Variables) Tenure) Level) Background) Experience)
Intercept 1821 2.086* 2.6b9 * 2.423** 1.309t
Firm size 015 022 .026 —.039 —.800
Firm sales growth .042* 061" G7a 062" 028"
Firm ROA .039 .050 =017 1270 =
Firm int. experience =010 029" —.0271 —.034* .000
Real GDP —.001** =001 ¢ —02% 00277 = N0l =
GDP per capita 067 095 14t 1097 == g2
GDP grOWth — 082" — 116* —.073 — 078F — 067"
Cultural distance — 523" -1 — B2 " =1031%°" — 4R7%*
Ind. Adv. intensity 912 491 —.445 2.183 —.642
Ind. R&D intensity =011 .015 .007 —.041 .004
CEO Position Tenure .388*
CEO Educational Level —.090
CEO Throughput

Background 1.685%* "
CEO International
Experience .069*

Chi-Square 78.340°** 113915 " 94993 % 193007 " 64.324%**
Log likelihood 273.21 218.53b 222.534 201.594 233.824
N 269 269 248 265 238
+p<.10; *p<.05; **p<.01; ***p<.001

Results for the logistic regressions for
the subgroups of high and low perform-
ers are presented in Table 4. Consistent
with the pattern of significant effects
found in the full sample, position tenure,
functional background, and interna-
tional experience of CEO successors
were all significantly associated with en-
try-mode choice in the high-performing
subgroup. However, these relationships
were not significant in the subgroup of
lower performing firms. Interestingly,
the association of CEO successor educa-
tional level to entry mode, which was
not significant in the full sample, was
significant in the high performers sub-
group (p<<0.01). Overall, results of our

subgroup analyses suggest a stronger fit
between entry-mode choice and CEO de-
mographic characteristics in firms exhib-
iting superior performance.

In testing hypotheses 1-4, we used sep-
arate regression for individual CEO char-
acteristics, because data on individual
CEO characteristics was not available in
all cases (‘N’ ranged from 238 to 269).
However, when we ran a single regres-
sion, incorporating all CEO characteris-
tics variables simultaneously, the results
were identical to those reported in Table
3. Likewise, for Hypothesis 5 the com-
bined regression results (with all four
CEO characteristics entered) were iden-
tical to those reported in Table 4.
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DiscussioN AND CONCLUSIONS

This study was motivated by a desire
to address a key gap in the empirical
literatures on CEO succession and for-
eign market entry modes. Although pre-
vious studies (e.g., Chaganti and Sam-
bharya, 1987; Govindarajan, 1989; Sam-
bharya, 1996; Smith and White, 1987;
Song, 1982) have examined relation-
ships between executive characteristics
and firm strategies, none have done so in
the context of foreign market entry-mode
choices. Overall, our findings provide in-
teresting insights into the relationships
between CEO successor characteristics
and the choice of entry modes. Consis-
tent with theoretical arguments, with in-
creasing position tenure, CEOs favored
full-control entry strategies. Greater le-
gitimacy in their position, along with
higher levels of confidence and experi-
ence, probably resulted in CEOs being
more inclined to select full-control entry
options, characterized by greater risks
and higher resource requirements. More-
over, CEOs with throughput back-
grounds seem to favor full-control entry
modes, a preference that probably stems
from a desire for greater control and ef-
ficiency. In addition, findings indicate
that international experience among suc-
cessor CEOs has important implications
for entry-mode choices. They suggest
that international experience and associ-
ated learning provide CEOs with the
mindset, knowledge, and confidence to
select full-control entry modes, involv-
ing higher levels of information process-
ing along with greater resource commit-
ments and risks. Finally, from a norma-
tive perspective, our study found some
support for the notion that high perform-
ing firms exhibit greater coalignment be-
tween CEO characteristics and choice of
entry modes.

Findings and conclusions presented in
this paper must, however, be interpreted
in the context of study limitations. First,
our sample was restricted to relatively
large, non-diversified U.S. firms in the
manufacturing sector, limiting the gener-
alizability of our findings. Future re-
search examining the relationships ex-
plored in this study with different sam-
ples (e.g., firms in the service sector and,
possibly, more diversified firms) and in
different settings (e.g., entry modes used
by non-U.S. firms) should provide addi-
tional insights. Second, it can be argued
that in decisions related to entry-mode
choices, CEOs are likely to be influenced
by their previous strategic decisions (and
associated outcomes). Future research
on the role and impact of prior decisions
would undoubtedly improve our under-
standing of factors influencing entry-
mode choices. Third, although research-
ers (e.g., Barker and Mueller, forthcom-
ing; Datta and Guthrie, 1994; Datta and
Rajagopalan, 1998; Hambrick and Ma-
son, 1984) have strongly advocated the
use of demographic factors, it is recog-
nized that such factors may not fully
capture the cognitive variables of inter-
est. We believe that future research using
qualitative and longitudinal methods
(Kesner and Sebora, 1984), case studies
and field experiments (Bantel and Jack-
son, 1989) as well as reliable measures of
personality (Pitcher, Chreim and Kis-
falvi, 2000) would be particularly useful
in assessing the validity of our study
findings. Finally, the current study can
be extended to examine the role of top
management teams (TMT) in the choice
of entry mode. Although CEOs have the
ultimate responsibility for key strategic
decisions, it can be argued that, in most
large organizations, they typically share
power and decision making with other
members of top management. TMT char-
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acteristics, therefore, are important pre-
dictors of organizational strategies. The
same should also be true for entry-mode
choices—a question that deserves to be
examined in future research.

In conclusion, although our study pro-
vided interesting new insights on the re-
lationships between CEO successor char-
acteristics and entry-mode choices, there
remain several unanswered questions.
As Kesner and Sebora (1994, p. 327)
note, “...when it comes to executive
succession, there is little that we know
convincingly, much that we do not know
because of mixed results and even more
that we have not yet studied.” We hope
this study spurs additional research that
helps improve our understanding of the
complex set of issues and relationships
surrounding executive characteristics,
international strategies, and firm perfor-
mance.

NOTES

1. We also conducted analyses using
firms satisfying a 70% cutoff (instead of
50%). While the number of entry cases
dropped to 163, findings were identical
to those reported in this paper.

2. In logistic regression the conditional
mean of the regression equation is for-
mulated to be bounded between 0 and 1
and the conditional distribution of the
outcome variable follows a binomial dis-
tribution with probability given by the
conditional mean.

3. To assess if multicollinearity was a
problem, we employed the variance in-
flation (VIF) approach suggested by
Neter, Wasserman and Kutner (1985).
This approach measures how much the
variances of the estimated regression co-
efficients are inflated when compared to
the case in which the independent vari-
ables are not linearly related. The com-
puted VIF values were below 10, sug-

gesting that multicollinearity was not a
problem.

4. Supplementary analysis, using only
a single foreign market entry (randomly
chosen) for each firm/successor CEO in
the sample provided very similar results.
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