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ABSTRACTS

Leadership transition is a critical period for any organizations. By researching
firms in the FTSE All-Share Index, this thesis offers three empirical studies to explore
some interesting problems in this important epoch. The samples used for the research are
those companies that changed their CEOs in a six-year (from 2002 to 2007) window. This
study identified the importance of CEOs’ psychological factors not only for the
predecessors but also for the new leaders. The first study looks at the old CEOs before the
CEO turnover; the second and third studies follow the new CEOs longitudinally after the
succession.

The first essay investigates how old CEOs’ psychological factors influence their
types of departure, i.e. voluntary and involuntary CEO turnovers. This study integrates
both cognitive and emotional factors, appreciating the proactive roles of CEOs in the
leadership succession process. Apart from conventional reasons, e.g. firms’ prior
performance, old CEOs’ power, their future focus attention (FFA) and negative emotion
(NE) provide crucial explanations determining the turnover types. Empirically, this study
identifies that the level of CEOs’ FFA, signaling the planned career management
behaviors, will increase the likelihood of voluntary CEO turnover. I also found that the
level of CEOs’ NE, reflecting the uncooperative behaviors, will increase the likelihood of
involuntary CEO turnover.

The second essay studies how new CEOs’ psychological factors influence the post
succession strategic changes (PSSC) of firms. Using the trilogy of mind perspective, on
top of cognition, I advocate that new CEOs’ emotion and conation serve as the impetus for
the PSSC. By tracing the identical new CEOs over years after their succession, the
empirical results of this longitudinal study demonstrate that those. intra-individual
psychological (time-varying) factors of new CEOs are important for the PSSC. New CEOs’
future focus attention (FFA), commitment to change (C2C) will significantly increase the
PSSC and new CEOs’ negative emotion (NE) will significantly reduce the PSSC.

Based on the cognitive continuum theory (CCT), the third research study
advocates that new CEOs’ cognitive reasoning provides new explanations for the
mechanism behind the cash holding phenomenon. It is down to CEOs to appreciate the
needs and the associated risks. I identify that the degree of analysis (DoA) in new CEOs’
cognitive continuum will increase firms’ cash holding level because DoA tends to raise
the calculated transaction costs, the management controls, the uncertainty avoidance
behaviors and the opportunity costs.

Using a psycholinguistic approach and computer-aided text analysis (CATA)
technique, directly measuring CEOs’ mind, we expect to explore the “black box” of CEOs’
roles comprehensively in the leadership succession period.

Key words: CEO turnover, succession, cognition, emotion, conation, analysis, intuition,
cognitive continuum, FFA, NE, C2C, CCT, DoA, PSSC, CATA
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Chapter 1. Introduction to the research

1.1. Research purpose & rationale

The history of top executive studies can be tracked back to the early years of the 20th
century (Barnard, 1938). Even in the embryo of strategic management research, scholars
had already started to know that “strategy is a human construction” ((Andrews, 1971),
p.107), particularly as a human construction of managers. The popularity of research on
top executives is self-evident. It is an eye catching domain and generates much interest for
external people such as stakeholders, investors, the media and the general public. Top
executives can greatly influence what happens to organizations and to themselves,
whether good or bad (Finkelstein et al., 2009), for example, Jack Welch at GE, Jiirgen
Schrempp at Daimler-Benz and so on. Under ambiguity, uncertainty and complexity,
individuals inject a great deal of themselves into their decisions (Barsade, 2002, Amabile
et al., 2005, Baron, 2008). Therefore, apart from objective contextual factors such as
environments, competition and company resources, those subjective human factors, for
instance, the biases and dispositions of top managers do matter under uncertainty. Their
personalities, experiences, values, social connections, fatigue and envy will have impacts
on the decisions and organizational outcomes.

This thesis looks at chief executive officer (CEO) succession as the vital event in
studying top executives. Leadership transition evokes hope, fear, and anxiety for
organizations and stakeholders (Finkelstein et al., 2009, Kesner and Sebora, 1994, Rowe
and Cannella, 2005, Giambatista et al., 2005). This thesis investigates the antecedents of
CEO departure types and the stories after. It attempts to address two main general
questions (“why?” and “so what?”); more specifically, why old CEO (incumbents)
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psychological factors lead to different types of turnover and what the post succession
implications are caused by new CEO (successors) psychological factors.

Inseparable from strategic management studies, CEO succession research is rooted in
objective, rational and economic approaches. The title of CEO gives a manager the
ultimate legal authority, power, and responsibility in the corporate hierarchy (Zhang and
Rajagopalan, 2003). From a “variable human” perspective (Finkelstein et al., 2009), the
roles of “soft”, subjective human differences should be taken in to account, for instance,
biases, egos, aptitudes, experiences and others. Psychological factors, i.e. the thoughts,
feelings, attitudes, or other cognitive or affective characteristics of an individual will
influence his/her behavior. They are the fundamental differences representing human
mental functions and behaviors. Similar to the status of research in psychology, current
strategic management literature ignores the “hot” elements of people such as emotion and
intentions. From a different zoom lens, we are able to explore the effects of these ignored
psychological factors in the models of the CEO succession studies.

“Words allow people to convey and interpret meaning, hence potentially to influence
perceptions, emotions, attitudes, decisions and associated behaviour’(Shapiro, 2014). The
topic of this thesis is “the power of words” which is also the theme of the 74th Academy
of Management (AoM) Annual Meeting 2014, Language is a system of visual and/or
vocal symbols which contain meaning to thé user and to the recipient(Harley, 2013).
Psycholinguistics is to study verbal behaviour investigate the role of human psychology in
language acquisition and comprehension (Carlson et al., 2009). Using the psycholinguistic
content analysis approach, this research study extracts CEO psych(;logical factors and
helps to explore the knowledge of how top executives can leverage the power in words to

bring some positive changes to both the organizations and themselves.

-2-



1.2. Summary of research

This thesis contains three independent essays reported in Chapter 3, 4 and 5. The
main focus is the importance of CEOs’ psychological factors for their decisions and the
firms’ strategies. The first essay will apply a traditional functional localization view of
brain into the research of old CEOs’ turnover (Pessoa, 2008). The second essay will
extend the trilogy of psychology theory (Hilgard, 1980) to investigate post succession
strategic change. The third essay will take a cognitive continuum theory (Dhami and
Thomson, 2013) to study CEOs’ cash holding behavior .Essay one and Essay two have
been peer-reviewed and accepted by the 74™ AoM annual meeting 2014; Essay three also
has been peer-reviewed and accepted by the 34th Strategic Management Society (SMS)
Annual International Conference 2014. Figure 1.1 outlines the rationale and main points

of these three empirical studies.

Figure 1.1: An overview of three empirical studies

Essay 1: Voluntary and Essay 2: New CEOs’ minds Essay 3: New CEOs &
involuntary CEO turnovers and post succession strategic | cash holding policies
mmemmmmmeceecocoo._.{ Change(PSSC) )

Theoretical gaps & . Ignored proactive roles of old i New CEOs’ non-cognition i Attempts to open the

motivations * CEOs; career management psychological factors are ' “black box" of CEOs’

. perspectives; neglected ‘, ignored; the intra-individual ' bounded rationality

* emotional components in the ! (time-varying) differences ! decisions of cash holding

- judgment systems _Vareneglected. B
Organizational . Old CEOs’ psychologacal ’ Apart from external causes, Firms holding different
phenomena/ . factors are supposed as successors’ psychological levels of cash is due to
assumptions . additional antecedences of factors are assumed as the the degree of analysis

. the CEO turnover type. internal causes of PSSC. (DoA) of new CEOs’

L o | cognitive reasoning.
Object of study . Predecessors (old CE_Q_s ) o Succg§sors (new CEOs) Successors (new CEOs)
Focal constructs . Old CEOs’ Future Focused New CEOs’ FFA, NE and The DoA in new CEOs'

' Attention (FFA); negative ' commitment to change (C2C) ' cognitive continuum

. emotion {NE) : :

‘ i |
Methods . Psycholinguistic content ) Psycholmgunst:c content ; Content analysis, quartile

) analysis, logit regressions . analysis, exponential , comparisons, system

, smoothing, fixed effects . Generalized Method Of

' ‘ modelling. _ Moments (GMM)

: ) _ dynamic modelling
Expected : Both FFA and NE will " Internal factors, such as FFA, ' DoA provides new
outcomes i influence the CEO succession . NE and C2C will influence the . insights about the trade-

! type. _magnitude of PSCC.  off in cash holding level
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1.2.1. Why do predecessors (old CEOs) step down from different routes?

The first essay, entitled CEOs’ psychological factors and CEQ turnover types, is
motivated by three reasons in studying types of CEO turnover. Current literature treats old
CEOs as passive players in the process of leadership transition. The first motivation is to
refocus on old CEOs’ initiatives because whether a succession is involuntary or voluntary
depends on their own will. I argue that on top of those conventional factors, i.e. firms’
prior performance and old CEOs’ power, their psychological factors may have some extra
impact on the types of succession. The second reason for this study is to incorporate a
career management perépective into the CEO transition process. The third motivation
comes from the deficiency in research of top executives’ emotions as an ignored factor in
the fields of strategic management and psychology.

Much existing empirical literature has a problem of correctly categorizing two
different types of CEO turnover (Hilger et al, 2012, Giambatista et al., 2005). To
investigate this phenomenon, this study uses some appropriate methods to classify the
difference. The study object is the predecessors, in other words, the old CEOs of the
companies. Psychological factors here are those distinctive cognitive and emotional
elements of CEOs’ mind. The focal constructs (independent variables) are old CEOs’ FFA
and NE. These explanatory variables were generated from predefined psycholinguistic
content analysis software, Linguistic Inquiry and Word Count (LIWC). The logit
regression method was adopted to explain the dichotomous dependent variable of CEO
turnover type, i.e. involuntary versus voluntary departures.

Empirical results illustrate that CEO turnover types are not only influenced by
external factors, but also internally by old CEOs’ psychological factors. The likelihood of

voluntary turnover is positively related to the old CEOs’ FFA because future focused
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CEOs are better in managing their future career prosperity and arranging succession
planning for their companies. On the other hand, the research found that the level of old
CEOs’ NE increases the likelihood of CEO involuntary turnover because it represents the

uncooperative behaviors between old CEOs and the board of directors (BoDs).

1.2.2. Successors’ mind and PSSC

The second essay, entitled The impacts of new CEOs’ psychological factors on
post-succession strategic change, is to address two gaps in the PSSC literature. First,
similar to the discussion above on essay one, existing literature in PSSC studies has
ignored those non-cognition factors, i.e. emotion and intention of managers’ minds; this
study will incorporate these neglected factors to provide a better explanation for PSSC.
Second, this research is not to compare the strategic differences between pre and post
succession; rather, this study looks at the influences of intra-individual (time-varying)
differences of new CEOs’ psychology on strategic change in a longitudinal setting.

In the second essay, the object of study is the successors (the new CEOs).
Explanatory variables, i.e. new CEOs’ FFA, NE C2C, were extracted from computer-
aided text analysis (CATA). This essay looks at the variation of PSSC and applies
exponent smoothing methods to gauge the changes from different angles. Focusing on
those internal causes, this longitudinal study iﬁvestigates the intra-individual (time-
varying) differences of new CEOs’ psychology rather than the differences in the
psychology between predecessors and successors. The empirical observations on the
trilogy of CEOs’ psychology (i.e. cognition, emotion and conation (Hilgard, 1980, Piderit,
2000)) provide strong evidence on the positive effects of FFA, C2C and negative effects

of NE on the variation of PSSC, both in each effect individually and in the integrated













































































































































































































































































































































































































































