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Abstract 
 

We investigate corporate governance experts’ claim that it is detrimental to a firm to reappoint 
former CEOs as directors after they step down as CEOs.  We find that more successful and more 
powerful former CEOs are more likely to be reappointed to the board multiple times after they 
step down as CEOs.  Firms benefit on average from the presence of former CEOs on their 
boards.  Firms with former CEO directors have better accounting performance, have higher 
relative turnover-performance sensitivity of the successor CEO, and can rehire their former CEO 
directors as CEOs after extremely poor firm performance under the successor CEOs. 
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Should a firm reappoint its former CEO to the board of directors after he steps down as CEO?  

Institutional investors and their proxy advisors, as well as other board members, often oppose 

such an action, suggesting possible negative effects from the board membership of these 

individuals.  For example, proxy voting advisor Institutional Shareholder Services, a division of 

RiskMetrics Group, publishes an aggregate measure of governance quality.  One of the criteria 

that negatively impacts a firm’s score is the board membership of a former CEO.  A survey of 

1,000 directors conducted by the magazine Corporate Board Member in conjunction with Price 

Waterhouse Coopers in 2003 found that only 25.3% of survey respondents said that it was a 

good idea to have the former CEO on the board.   

One potential pitfall of reappointing a former, potentially entrenched, CEO as a board 

member is that a clean transfer of power may not take place.  For example, the former CEO may 

be more reluctant to accept changes in corporate policies and strategies proposed by his 

successor or he may undermine the authority of a new CEO.  Rumors of such power struggles 

between new and former CEOs in the board room have been reported in the popular press for 

such companies as Citigroup, Dow Chemical, and Newell Rubbermaid.  On the other hand, as a 

director on his firm’s board, a former CEO is arguably the director with the most firm-specific 

knowledge.  Unlike most other inside directors, who also have firm-specific knowledge, the 

former CEO does not depend on the current CEO.  Such knowledge and relative independence 

can make him a valuable advisor to the new CEO and to other board members.  We empirically 

investigate this tradeoff – entrenchment and power struggles versus valuable advice and 

monitoring– at the board reappointment decision.  We provide evidence on the determinants of 

the reappointment decision and examine whether firm performance or successor CEO evaluation 

and turnover is affected by the presence of former CEO directors. 
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In a sample of about 2,100 CEO turnovers at publicly traded U.S. firms, more than 50% 

of former CEOs are reappointed to their board at least once after they step down as CEO, and 

36% are reappointed two or more times during the period from 1994 to 2004.  A firm is more 

likely to reappoint a former CEO at least twice to its board of directors if the firm performed well 

during his tenure.  Measures of CEO power and entrenchment also predict the multiple 

reappointment decision – the reappointment is more likely the longer is the CEO's tenure, the 

less independent is the board of directors, the more inexperienced is the successor CEO, and if 

the CEO is a founder of the firm.  These results suggest that more successful and more powerful 

CEOs are reappointed to the board and are consistent with the empirical predictions of Hermalin 

and Weisbach (1998).  In their model, a CEO’s bargaining power stems from his revealed ability.  

Over the course of his tenure, a successful CEO gains more power, and boards are more likely to 

depend on the CEO.  

But are these former, proven CEOs mentors to their successors and valuable to other 

directors in their monitoring and advising roles or do former CEO directors prevent the new 

CEO from implementing necessary changes?  We find that firms with former CEOs on the board 

have, on average, significantly better operating performance than firms without former CEOs on 

the board.  Using a performance, industry, and size matched sample, the change in excess 

operating performance around the turnover of a CEO is 1.6 percentage points higher for firms in 

which the former CEO is reappointed multiple times to the board compared to firms in which the 

former CEO is not reappointed.  We obtain similar results using a propensity-score matching 

approach to reduce endogeneity concerns.  Additionally, in cross-sectional regressions, we find 

that firms that have more independent boards when they appoint the former CEO as director 

have higher post-turnover performance.  This finding suggests that former CEOs as directors are 
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especially valuable if a strong board is behind the reappointment decision rather than a powerful 

former CEO. 

One of the most important corporate decisions of the board is the hiring and firing of the 

CEO.  A former CEO, because of his firm-specific knowledge, may be able to recognize sooner 

than other board members that his successor lacks ability and advise the board to undertake a 

new executive search.  On the other hand, a former CEO may convince a board to give the 

current CEO more time because he knows the potential of the candidate whom he has groomed 

or selected.  We find that, if performance under the new CEO is average, CEO tenure is longer if 

the former CEO sits on the board, which is consistent with the former CEO being able to shield 

his successor to a certain extent from turnover unrelated to performance.  However, CEO tenure 

is much more sensitive to poor firm-specific performance when the former CEO sits on the 

board, which suggests that the former CEO helps the board determine the quality of the 

successor CEO.   

Lastly, Vancil (1987) has suggested an additional benefit of former CEO directors. These 

directors can serve as CEOs of last resort if exceptionally poor firm performance under the 

current CEO triggers the need for an unanticipated quick turnover without adequate time for 

succession planning.  While several recent CEO rehiring decisions after rapid declines in 

performance have drawn considerable media attention (e.g., Michael Dell, Charles Schwab, 

Howard Schultz at Starbucks, and Paul Allaire at Xerox), there is, to our knowledge, no 

empirical research on this phenomenon.1   

We find that rehiring a former CEO director as CEO is not an uncommon event for 

poorly performing firms.  Fifty-eight of our sample firms rehire their former CEO directors.2  A 

firm is more likely to rehire the former CEO director as CEO if the former CEO is the chairman 



 6

of the board, if it has not been too long since the former CEO stepped down as CEO, and if the 

firm experiences particularly poor performance under the current CEO.  One interpretation of 

this result that is consistent with Vancil’s hypothesis is that it is especially valuable to retain a 

former CEO on the board after he steps down as CEO because he is willing to return to run the 

firm again after a sudden negative shock to firm performance.   

Our results extend the literature in a number of ways.  First, we add to the recent 

empirical literature on the role of inside directors (e.g., Masulis and Mobbs 2008; Coles, Naveen, 

and Naveen 2008) and the structure of the board of directors (e.g., Raheja 2005; Boone, Field, 

Karpoff and Raheja 2006; Adams and Ferreira 2007; Linck, Netter and Yang 2008).  In general, 

these papers have argued that firms structure their boards according to their monitoring and 

advising needs.  Our results suggest that firms with inexperienced successor CEOs will benefit 

from having successful former CEOs on the board because these former CEOs are able to advise 

and evaluate more effectively their successors.  Second, we contribute to the literature on relative 

performance evaluation and turnover (e.g., Warner, Watts, and Wruck 1988; Huson, Parrino and 

Starks 2001; Jenter and Kanaan 2008; Kaplan and Minton 2010).  Our result suggests that former 

CEOs can help the board overcome some of the difficulties in evaluating CEO performance.  

Third, we add to the literature on changes in performance and corporate decisions subsequent to 

a CEO turnover (e.g., Denis and Denis 1995; Weisbach 1995; Huson, Malatesta, and Parrino 

2004).  

In a related paper, Brickley, Linck and Coles (1999) document that reappointments of 

former CEOs are positively correlated with the managers’ performance during the final years of 

their tenures.  We extend their results by estimating a multinomial regression that distinguishes 



 7

between one-time reappointments and multiple reappointments to the board. Brickley, Linck, and 

Coles (1999) study neither corporate performance nor corporate decisions post reappointment.  

The remainder of the paper is organized as follows.  Section 1 describes the sample.  

Section 2 examines the decision to reappoint the former CEO to the board of directors and 

subsequent firm performance.  Section 3 analyzes corporate decisions after the reappointment 

and Section 4 concludes. 

 

1. Data and Sample Description 

We use data from six different sources.  We obtain our initial sample of CEO turnovers from the 

ExecuComp database for the period from 1994 to 2004.  Compustat provides data on accounting 

variables, CRSP data on returns, Thomson Financial data on institutional ownership, and 

CompactDisclosure and proxy statements data on the board of directors.  We exclude from our 

sample interim CEOs, whom we define as CEOs with tenures of less than six months. 3  After 

imposing a requirement that the tenure be at least six months, our sample contains approximately 

2,100 turnover events.  

For each CEO turnover in our sample, we examine whether the former CEO is nominated 

as a director after he stepped down as CEO.  We match the name of the prior CEO to the list of 

directors obtained from the monthly CompactDisclosure compact discs and verify whether the 

prior CEO was a nominee for a director position one year and two years after he stepped down as 

CEO.  For example, a CEO who steps down in December 2002 and serves on the board until his 

term expires at the annual meeting in April 2003 would not be considered a former CEO 

director.  Only when the former CEO is reappointed at the annual meeting in April 2003 for a 

new term do we consider him a former CEO director who is reappointed once.  If he is again 
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nominated in April 2004, we consider him reappointed twice.  For firms in which we are unable 

to match CEOs to the director list from CompactDisclosure, we manually check the proxy 

statements to identify whether the former CEO was reappointed to the board of directors.4 

To identify whether a former CEO director was rehired, we search whether the name of 

an executive appears twice in the time-series of CEOs on ExecuComp.  For each of these 

instances, we verify that the former CEO was indeed rehired and a director, and that it is not a 

coding mistake (e.g., there are several cases of an alternate reporting of co-CEOs).  We identify 

58 events in our sample of firms which qualify as a rehiring decision of a former CEO director to 

the CEO position.  Because of our requirement that the CEO be a director on the board at the 

time of the rehiring decision, we potentially understate the phenomenon of rehiring decisions.  A 

former CEO may have chosen to leave the board of directors at his turnover, yet still be able and 

willing to come back to his former employer (e.g., Steve Jobs at Apple).  Interestingly, we find 

only two additional former CEO who were rehired, but did not sit on the board at the time of the 

rehiring decision.  One obvious concern regarding rehired CEOs is whether they merely come 

back as an interim CEO while the firm is conducting an executive search.  We address this issue 

by implementing a six-month tenure requirement to qualify as a rehired CEO. 

Table 1 tabulates the number of turnovers and statistics related to the board service of 

former CEOs by sample year.  Column one reports the number of turnovers.  The second (third 

and fourth) column reports the percentage of former CEOs who are reappointed as directors only 

once (at least once or at least twice) after they stepped down.  There does not appear to be any 

obvious time trend.  Seventeen and one-half percent of former CEOs are reappointed only once 

after they step down, more than 50% of former CEOs are reappointed at least once as directors 

after they step down as CEO, and 36% are reappointed at least a second time.  Brickley, Linck, 
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and Coles (1999) report that during the period from 1989 to 1993 50% of former CEOs are 

directors one year after their turnover.5   

The last column shows the percentage of former CEO directors who are rehired as CEO.  

From 1994 to 2004, in 2.8% of the total sample observations, the new CEO was the former CEO 

who still was a member of the board of directors.  

Table 2 reports CEO characteristics for the former CEO and the successor CEO.  

Columns 1 and 2 report means and medians for the subsample of firms that reappoint the former 

CEO as a director at least twice, and columns 3 and 4 report means and medians for all other 

firms.6  Overall, there are significant differences in the characteristics of the former CEOs for 

these two samples.  For the sample in which the former CEO is reappointed to the board multiple 

times, the former CEO is a founder of the company 24.7% of the time, has an average tenure of 

10.1 years, and owns 2.9% of the firm’s stock when he first left the CEO position.  These 

numbers are statistically greater than those for the sample of former CEOs who do not get 

reappointed to the board multiple times.  In this latter sample, the former CEO is a founder 

10.0% of the time, has an average tenure of 7.0 years, and owns 1.5% of the firm’s outstanding 

stock when stepping down.  The age at turnover is significantly higher for former CEOs who are 

reappointed multiple times and more former CEOs who are reappointed multiple times are of 

retirement age (64-66), suggesting differences in the incidence of involuntary turnover in both 

groups. 

There also are significant differences in the characteristics of the successor CEO for the 

two samples.  The average tenure of the successor CEO in the sample in which the former CEO 

is reappointed to the board is significantly longer (6.4 years) than that of the successor CEO in 

firms in which the former CEO does not stay on the board (5.4 years).7  The average age of the 
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successor CEO in the sample in which the former CEO stays on the board is significantly lower 

than that of the successor CEO in the sample in which the former CEO does not stay on the 

board.  Lastly, the former group has a larger percentage of internal hires (77.2%) than that of the 

latter group (65.7%).   

Table 3 presents descriptive statistics on firm characteristics for the sample of firms in 

which the former CEO is reappointed as a director at least twice and all other firms.  The last two 

columns of Table 3 report the p- and z-values for the differences in means and medians between 

the two groups.  The accounting variables are taken from the last 10-K available prior to the 

turnover of the former CEO.   

Former CEOs who are reappointed as directors multiple times after their turnover had 

significantly better stock and accounting performance during their tenure than former CEOs who 

do not get reappointed multiple times.  For example, for the group of former CEOs who are 

reappointed, the annualized median industry-adjusted return over the former CEO’s tenure is 

1.3% while it is -4.4% for the former CEOs who are not reappointed multiple times.   

Firm size is also significantly smaller for the former group.  The two samples of firms are 

not statistically different with respect to other accounting ratios and measures of complexity such 

as net PPE, R&D expenditures, high-tech industry classification (Loughran and Ritter 2004), and 

the measure of industry homogeneity of Parrino (1997).8  

The final four rows of Table 3 report descriptive statistics on the firms’ board structures 

and institutional ownership.  While the average board size of the two groups is not statistically 

significantly different, the group that reappoints the former CEO to the board has both a lower 

fraction of independent directors and lower fraction of all directors appointed prior to the former 

CEO’s initial hiring as chief executive officer.  The differences in the fraction of directors 
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appointed prior to the initial hiring of the former CEO are large: The median firm in the group of 

firms that appoints the former CEO director multiple times has no director appointed prior to the 

initial appointment of the former CEO compared to more than forty percent of directors 

appointed prior to the initial appointment of the former CEO in the other group.  Finally, 

institutional investors hold, on average, about 57% of the shares outstanding in both groups of 

firms. 

 

2. The Reappointment of the Former CEO to the Board of Directors and 
Subsequent Accounting Performance 

 

2.1 The reappointment decision 

It is likely that the process that leads to reappointment decisions is multi-faceted.  For example, 

Vancil (1987) conjectures that some firms allow the former CEO to stay on the board of directors 

not necessarily because they think he will improve firm value, but to allow him to save face in a 

difficult turnover situation.  Such situations might be particularly likely if the CEO had a long 

tenure with the firm or was particularly involved (e.g., as a founder), but we would not expect 

multiple reappointments of such a CEO.  Thus, those former CEOs who stay on the board only 

one year are more likely to have been appointed as a courtesy.  If a firm really expects a former 

CEO to be a valuable board member, it should want to keep him as a director for more than one 

year.  We attempt to control for this possibility and examine whether there are different 

determinants for multiple or single reappointment decisions.  

Table 4 reports results from a multinomial logit regression of the probability that a former 

CEO is appointed to the board of directors of his firm after the turnover.  The dependent variable 

is equal to zero if the former CEO director was never reappointed to the board, equal to one if he 
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was reappointed to the board only once, and equal to two if he was reappointed to the board two 

or more times after his turnover.  Coefficients in column 1 are changes in the odds ratio of 

appointing a former CEO only once as director versus not appointing him at all after he steps 

down.  Coefficients in column 2 are changes in the odds ratio of appointing a former CEO at 

least twice as director versus not appointing him at all after the turnover.  Column 3 contains the 

p-values of a chi-square test of statistical equality of the odds ratios in columns 1 and 2.    

Brickley, Linck, and Coles (1999) argue that managers care about post-retirement 

opportunities and that these opportunities are positively correlated with the manager’s 

performance during the final years of his tenure.  Hermalin and Weisbach (1998) theoretically 

show that CEOs develop more bargaining power when they are successful during their tenure.  

While their model does not discuss the reappointment decision, extending this intuition implies 

that more powerful CEOs would be more likely to be reappointed multiple times to the board 

after they step down as CEO.  We measure success by examining both stock and accounting 

performance.  Stock performance is measured as the firm’s stock return in excess of the value-

weighted industry return, annualized over the last two years in office.  Industry-adjusted return 

on assets (ROA) is used as a proxy for accounting performance and is measured at the fiscal 

year-end prior to the turnover of the former CEO.  

Consistent with the predictions of Hermalin and Weisbach (1998) and the empirical 

findings of Brickley, Linck, and Coles (1999) for an earlier sample period, the probability of 

reappointing the former CEO to the board at least twice is positively and significantly related to 

the firm’s excess stock performance.9  In contrast, the probability of being appointed to the board 

only once is not related to recent excess stock performance, and the difference of the coefficients 

in columns 1 and 2 is highly statistically significant.  This result is consistent with the idea that 
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multiple reappointments to the board are on average based on previous merit, while a single 

reappointment is potentially designed to allow a fired CEO a more graceful exit.  Accounting 

performance is not statistically related to the probability of a former CEO being reappointed to 

the board at any horizon.   

We also include in the regression the industry-adjusted accounting performance of the 

firm during the first year of the successor CEO’s tenure, which is measured before the decision 

to reappoint the former CEO multiple times.  The interim performance could affect the 

likelihood of being reappointed in two distinct ways.  On the one hand, poor performance under 

the successor CEO could trigger the need for restructuring of the board.  On the other hand, the 

former CEO may be reappointed to the board multiple times if the board has received mixed 

signals about the successor’s ability and the former CEO is kept to help evaluate the new CEO 

and also as insurance to have a fall-back option.  As Table 4 shows, the better the firm does 

under the successor CEO, the more likely it is that the former CEO is reappointed multiple times, 

if compared to being reappointed only once (column 3).  This result suggests that the post-

turnover performance determines, at least partly, additional reappointments and is inconsistent 

with an explanation in which entrenched CEOs can hang on to their directorships independent of 

firm performance.  The finding also is inconsistent with the argument that the former CEO is 

only kept on the board if there are performance-related doubts about the ability of the successor-

CEO.  

To examine the prediction of Hermalin and Weisbach (1998) that more powerful CEOs 

are reappointed to the board, we include proxies for the power and entrenchment of the CEO, as 

well as, proxies for strength of the board.  We use three characteristics of the former CEO as 

proxies for the power and entrenchment of a former CEO: Founder status, CEO tenure, and CEO 
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share ownership.  Adams, Almeida and Ferreira (2005), and Fahlenbrach (2009) consider CEOs 

who also are founders to be more influential, and show that they perform better, consistent with 

the management and finance literature (Donaldson and Lorsch 1983; Finkelstein 1992).  Boone 

et al. (2006) suggest including CEO tenure and CEO share ownership as proxies for CEO 

influence.  If a former CEO has more power or is more entrenched, we expect the probability of 

reappointing a former CEO to the board to be positively related to these three proxies for CEO 

power and entrenchment.  Note, in the model of Hermalin and Weisbach (1998), the power of 

the CEO is not necessarily bad for the firm.  It evolves through time and only as the perceived 

ability of the CEO is revealed does the board become weaker and the CEO more powerful.    

Table 4 shows that these proxies for power and entrenchment of the former CEO are 

important determinants of the probability of a former CEO being reappointed to the board.  A 

longer tenure of the former CEO makes it more likely that he is reappointed.  If a former CEO is 

a founder, then the probability that he is reappointed at least twice is significantly higher than if 

he is not a founder.  In contrast, founder status is not related to the probability of being 

reappointed only once.  These results suggest that influential CEOs are more likely to be 

reappointed as board members.   

We use three proxies that measure the strength of the board: Board size, board 

independence, and the fraction of directors that were appointed before the former CEO director 

was initially appointed to the position of chief executive officer.  Board characteristics are not 

important determinants of the decision to reappoint the former CEO as director only once 

(column 1).  In contrast, board independence and the fraction of all directors appointed before 

the CEO are significantly negatively related to the probability of the CEO being appointed to the 

board at least twice.  These results are consistent with the bargaining model of Hermalin and 
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Weisbach (1998), in which a successful CEO uses his bargaining power to ensure an 

increasingly less independent board through his career.  If one is willing to consider employment 

as a director post retirement as part of the CEO’s compensation and severance package, our 

results are also consistent with Almazan and Suarez (2003).  In their model of the negotiations 

between boards and CEOs, they find that sometimes there is optimal entrenchment – a somewhat 

weaker board is optimal for shareholders because the CEO is less worried about the renegotiation 

of his compensation and severance package.  Finally, Adams and Ferreira (2007) develop a 

model in which the board obtains information from the CEO and uses this information to both 

advise and monitor the CEO.  The dual role of information creates tension – the more 

information is given, the better the advice but also the stricter the monitoring.  CEOs appreciate 

the advice but dislike monitoring.  Firms that need more advice have more dependent boards in 

Adams and Ferreira (2007).  Our evidence of weaker boards hiring former CEOs as directors is 

consistent with their model if former CEOs are being reappointed in particular for the advice 

they can give. 

The tension between advising and monitoring might be particularly severe in firms where 

more firm-specific knowledge is required or in more complex firms.  For those firms, it could be 

optimal to have a less independent board, and shareholders could find it valuable to reappoint the 

former well-informed CEO to the board so that they can obtain information.  We measure firm-

specific capital using the ratio of research and development (R&D) expenditures to sales, the 

ratio of net property, plant and equipment (PPE) to total assets, and a high-tech industry indicator 

variable following Loughran and Ritter (2004).  We measure firm complexity using firm size, 

measured by the natural logarithm of total assets, and Parrino’s (1997) measure of industry 

homogeneity.  As reported in Table 4, firm characteristics that measure the level of firm-specific 
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capital are not significantly related to the reappointment decision.  However, firm size, a proxy 

for firm complexity, is negatively related to the probability of reappointing a former CEO at least 

twice to the board suggesting that smaller and less complex firms are more likely to reappoint a 

former CEO multiple times.   

If a firm has a succession plan in place, part of the plan is often the movement of the 

former CEO from the CEO position to chairman of the board or board member after his 

retirement while his internally groomed successor moves into his role as CEO (Vancil 1987; 

Naveen 2006).  While an internal candidate has more firm-specific knowledge than an external 

appointment, he has never been at the top of the corporation and potentially lacks leadership skill 

as compared to outside candidates.10  Vancil (1987) argues that the former CEO can help mentor 

the internally groomed successor in his new role as CEO.  To examine this possibility, we 

include an indicator variable equal to one if the successor CEO is an internal candidate and zero 

otherwise.  We also include the age of the successor CEO as a proxy for experience.  

The odds ratio of the former CEO being reappointed to the board at any horizon is 

statistically significantly higher for younger successor CEOs.  The odds ratio of the former CEO 

being appointed at least twice is also statistically significantly higher if the successor CEO is an 

internal candidate.  These results are consistent with the notion that the former CEO is retained 

as a director when his role as mentor is important.  These results are also consistent with recent 

theoretical research focusing on the advising and monitoring roles of the boards (Adams and 

Ferreira 2007; Harris and Raviv 2008; Raheja 2005).  However, the relation between 

reappointing the former CEO and an internal candidate may be driven, in part, by the fact that in 

a forced turnover situation, it is more likely to appoint an outsider as CEO and not to reappoint 

the fired former CEO as director. 



 17

Overall, the results in Table 4 are consistent with theories of the board of directors that 

describe the dynamics of the evolution of power between the board of directors and CEOs, and 

with theories that describe the tension between advising and monitoring tasks of the board of 

directors.  We find that CEOs with a good track record and more power are more likely to be 

reappointed to the board multiple times, consistent with Hermalin and Weisbach (1998).   

 

2.2 Changes in performance around the turnover decision 

During their tenures, CEOs initiate policies and undertake projects and acquisitions in 

attempts to maximize shareholder value.  As a firm replaces its CEO, the new CEO must decide 

whether to continue or terminate the policies and projects initiated during the former CEO’s 

tenure.  During this process, if the successor CEO believes the former CEO’s decisions were in 

the best interests of shareholders, the former CEO as a director can advise the new CEO on how 

to continue and possibly improve on those decisions, bringing stability and continuity to the firm 

(e.g., Vancil 1987; Naveen 2006).  In this case, we would expect no deterioration in firm 

performance, and even potential improvement.   

On the other hand, if the successor CEO identifies decisions that should be altered or 

reversed, it can be costly to have the former CEO on the board (even if the firm did well during 

his tenure) because he may try to block the decisions of his successor by lobbying against him to 

the board.  Weisbach (1995) documents that CEO turnovers that are initiated by the board and 

normal retirement both lead to divestitures of poorly performing assets.  He concludes that these 

results suggest that CEO turnover is important because it is part of the process of reversing 

managerially motivated acquisitions.  One potential cost of the former CEO staying on the board 

is that there may not be implementation of such necessary changes.  In this case, we would not 
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expect to see an improvement in operating performance.  If the new CEO follows a strategy 

similar to that of the former CEO, we would expect the same performance, ceteris paribus. If a 

change in the environment of the firm requires a change in policies that the old CEO blocks, we 

would expect a decline in performance.  

We compare the accounting performance of firms that appoint the former CEO multiple 

times to the board with the performance of firms that do not to determine whether the former 

CEO on the board tends to be a valuable resource or a detriment to his successor.  We focus on 

multiple reappointments because the evidence in Table 4 suggests that the one-time 

reappointments are related to helping a former CEO save face.   

Former CEO directors are not randomly allocated to firms and many of the variables that 

drive the reappointment decision are potentially related to future firm performance.  We attempt 

to carefully take this issue into account by using both difference-in-difference and propensity 

score matching techniques. 

If unobservable time-invariant firm characteristics influence both the decision of the 

former CEO to stay on the board and future firm performance, then first differencing would be 

an appropriate correction.  In Table 5, we employ a difference-in-difference approach, using an 

industry, size, and performance matched benchmark as suggested by Barber and Lyon (1996) 

and Holthausen and Larcker (1996) to detect abnormal performance.11  Excess performance is 

calculated as the difference between the ROA of sample firms and the mean ROA of a group of 

control firms.  ROA is defined as income before extraordinary items plus interest expenses, 

divided by total assets. For each sample firm, we generate a group of control firms matched on 

industry, size, and prior performance.  Industry is the Fama and French (1997) 49 industry.  Size 

is the market value of equity measured in the fiscal year immediately before the turnover event.  
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Prior performance is the average ROA over the two most recent years before the turnover event.  

Firms are in the control sample if they are in the same industry and if their size and prior 

performance are within +/- 30% of those of the sample firms.12   

 Table 5 compares levels and changes in excess performance of firms that reappoint the 

former CEO to the board at least twice after his turnover (columns 1 and 2) with changes in 

excess performance of firms that do not (columns 3 and 4).  The first row of Table 5 shows the 

level of excess performance averaged over years t-1 and t-2, where year t is the turnover year.  

The third row shows the level of excess accounting performance averaged over years t+1 and 

t+2.  The fifth row shows changes in the excess performance as the difference between rows 1 

and 2.  

 It is evident from Table 5 that firms that retain their former CEOs as directors and those 

that do not perform better than the benchmark groups in the pre-turnover years, although the 

differences are economically small.  Row 3 shows that firms with former CEOs as directors do 

better than the benchmark firms in the two years following turnover.  For example, the mean 

excess ROA is 0.713%, statistically significant at the 1% level.  This result is inconsistent with 

the notion that former CEO directors hampered their successor CEOs from taking advantage of 

opportunities to improve their relative performance.  The performance of firms without former 

CEO directors is at the median indistinguishable from and, on average, worse than the 

performance of the benchmark firms.  The results for the change in excess ROA in columns 1 

and 2 of row 5 also show that firms that retain their former CEOs as directors perform, as well 

as, or better than their benchmarks.  The change in excess ROA for the group that does not 

reappoint the former CEO as director multiple times is negative or not statistically different from 

zero.   
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Finally, we show in columns 5 and 6 the differences in excess ROAs for the group of 

firms that reappoint former CEO directors multiple times minus the group of firms that does not.  

The differences between excess ROAs in the years prior to the turnover are less than 0.05%.  

Firms that retain the former CEOs as directors exhibit significantly better performance relative to 

the group of firms that do not retain their former CEOs as directors in the two years after the 

turnover.  The economic magnitude appears large, with an average (median) difference of 1.64% 

(0.71%).  Finally, the difference-in-difference results in the last row of columns 5 and 6 are 

economically and statistically significant with a 1.6 percentage point difference at the mean and 

a 0.38 percentage point difference at the median. 

There is the possibility that the benchmark-group adjusted returns do not capture all 

differences in firms with and without former CEO directors and that additional selection effects 

remain.  To address this possibility, we perform a propensity score matching analysis of the 

control-group adjusted ROA.13  In the first stage of the analysis, we calculate each firm’s 

propensity score, which is equal to the probability that a firm with given characteristics 

reappoints the former CEO as a director multiple times.  We use the regressors from Table 4 to 

estimate this probability.  In the second stage of the analysis, each firm that reappoints a former 

CEO to the board as a director multiple times (the treated group) is matched with a firm that has 

the closest propensity score, but did not reappoint the former CEO as director (the control 

group).14  The average control-group adjusted ROA in years t+1 and t+2 as well as the average 

change in the excess ROA, calculated in the same way as in Table 5, are then compared across 

the two groups.  Table 6 reports the results for both first and second stage.  

Panel A of Table 6 shows the results of the first stage. The statistical significance and 

direction of the coefficients are very similar to those reported in Table 4, column 2. The second 
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stage results are shown in Table 6, Panel B. Firms that appoint their former CEOs to the board 

perform better than firms that do not appoint their former CEOs to the board.  The difference in 

the level of excess ROA is economically large at 1.28% and statistically significant at the 10% 

level.  The difference in the change in ROA appears economically large at 1.46% and is 

statistically significant at the 5% level.  Relative to the results reported in column 5 of Table 5, 

we see that the propensity score matching slightly reduces the differences in economic 

performance.  Overall, the results in Tables 5 and 6 are inconsistent with the notion that, ex post, 

firms with former CEOs continuing as directors experience power struggles that hurt firm 

performance.  In contrast, the results suggest that, on average, firms with former CEOs as 

directors perform better.   

The tests discussed so far only evaluate the average effect of a former CEO director on 

performance, but do not further our understanding of the circumstances under which appointing a 

former CEO as director produces superior performance.  We now estimate cross-sectional 

regressions of the change in excess performance on firm and governance characteristics for the 

sample of firms that reappoint the former CEO as director multiple times post turnover.  Because 

we know from the evidence in Table 4 that former CEOs are not randomly allocated to director 

positions across firms, we correct for this bias using a Heckman (1974) selection model. In the 

first stage, we take the entire universe of turnovers and model the probability that a former CEO 

director is reappointed to the board at least twice, using the explanatory variables of Table 4.  In 

the second stage, we include the inverse Mills’ ratio generated from the first stage and estimate a 

regression of the post-turnover performance on firm and governance characteristics only for the 

sample of 531 firms who appoint the former CEO multiple times as a director and have complete 

data on all explanatory and dependent variables.15  
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 Table 7 reports the results of the second stage. We do not report the first stage, because it 

is the same specification as Table 6, panel A.  Column 1 of Table 7 reports results for the cross-

sectional differences in the level of excess performance over the two years post turnover, while 

column 2 reports results for the change in the average excess performance from the two years 

pre-turnover to the two years post-turnover.  Proxies for the strength and independence of the 

board of directors are positively associated with the level and change in excess ROA.  The 

smaller the board, the more independent the directors, and the larger the fraction of directors 

appointed before the former CEO director’s initial appointment as chief executive officer, the 

better is the excess performance.  In addition, the excess performance is higher if the former 

CEO had a shorter tenure.  The economic magnitude can be gauged as follows.  The average 

board size for firms with former CEO directors is approximately ten.  Holding board size 

constant, one more independent director increases in the cross-section the excess performance by 

0.4%, and one more director appointed before the former CEO increases post-turnover excess 

performance by 0.3%.  A decrease of one director in board size is associated with an increase in 

excess performance of 0.28%.  The economic magnitude of the results for the change in excess 

ROA is very similar.  

 These results are interesting when interpreted in the context of Table 4 (or Table 6, panel 

A).  In those regressions, we found that less independent boards are more likely to reappoint the 

former CEO as director multiple times.  However, given the former CEO director was 

reappointed, we find that a more independent board is associated with better performance.  One 

possible interpretation of this evidence is that some former CEOs are entrenched and can push 

for their appointment to the board after they step down as CEO, although it may not necessarily 

be optimal for the firm.  This finding could explain some of the reluctance towards such 
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appointments shown by institutional investors and their advisors.  In the cross-section, firms with 

former CEOs as directors appear especially successful when the reappointment decision was 

made by a more independent board.  

 

3. Corporate Decisions After the Board Appointment Decision 

In this section, we examine corporate decisions after the reappointment of a former CEO to the 

board of directors.  We first examine the tenure and relative performance evaluation of the 

successor CEO in Section 3.1.  In Section 3.2, we study the decision to rehire the former CEO 

director as CEO.   

 

3.1 Evaluation of the successor CEO 

It could be valuable to reappoint a former CEO to the board because he can advise the board in 

its evaluation of his successor.  Several papers have argued that it is challenging to evaluate CEO 

performance.  CEOs are sometimes paid for luck or forced to resign for reasons beyond their 

control, which suggests that it may be difficult to separate skill and luck in managerial decisions 

(e.g., Bertrand and Mullainathan 2001; Daines, Nair and Kornhauser 2005; Jenter and Kanaan 

2008).  A former CEO may have the ability to better assess the quality of his successor and 

possibly be better able to more quickly identify a poorly performing successor because he knows 

the business very well.  In this case, we would expect the turnover of the current CEO to be more 

sensitive to performance in years when the former CEO is a director.  We showed in Section 3 

that one potential reason to retain a former CEO was that his advice was needed (in the cases of 

younger and internal successors).  In his advising role, and perhaps because of his influence on 



 24

the board, the former CEO director may be able to convince the board to be more patient with a 

new CEO, if he, e.g., has initial difficulty filling the CEO position (e.g., Vancil 1987).    

Given the extant research on CEO turnover, we also expect the tenure of the successor 

CEO to be related to CEO age (e.g., Warner, Watts and Wruck 1988; Huson, Parrino and Starks 

2001; Kaplan and Minton 2010).   

We predict the hazard of CEO turnover when the former CEO is a director using Cox 

proportional hazard regressions.  The proportional hazard model relates explanatory variables to 

the hazard of CEO turnover during the next time interval. The model takes into account that not 

all firms have a turnover event during our sample period and therefore can be estimated with 

censored panel data.  More formally, the Cox proportional hazard model is defined as:  

      xthxth exp,, 0 ,     (1) 

where h0(t) is the baseline hazard.  Taking the natural logarithm makes the hazard function linear 

in the coefficients.  Hence, the difference in the log hazard function for a change of, say, delta in 

the variable x (x + δ) yields: 

                xthxthxthxth 00 lnln,,ln,,ln .  (2) 

Because it is difficult to interpret a change in the log hazard function, the exponential of 

the above is taken to yield the hazard ratio, which can be interpreted more easily as an increase 

in the hazard of turnover, conditional on not having turned over before year t.  

We attempt to decompose the performance of the current CEO into a component 

capturing mostly luck, and into a component that captures some of the skill of the manager.  We 

take the predicted return from a five-year market model estimated using monthly returns from 

years t-7 to t-2 as part of the performance that is mostly outside the control of an individual 

CEO, and define the residual of the market model as the part of the performance that is at least 
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partially influenced by the skill of the CEO.  A similar decomposition into luck and skill has 

been used by Bertrand and Mullainathan (2001), Garvey and Milbourn (2006), and Jenter and 

Kanaan (2008).16   

Table 8 reports the results of the Cox proportional hazard model.  Column 1 reports 

results of a  model which only controls for the age of the successor at the appointment, whether 

the successor was an internal hire, an indicator variable equal to one if the CEO is in retirement 

age (between 64 and 66 years old), firm size, and the high-tech indicator variable of Loughran 

and Ritter (2004).  Column 2 includes an indicator variable equal to one if the former CEO is a 

director in a given year, and zero otherwise. The specification in column 3 examines the 

turnover-performance sensitivity.  Performance is measured using the predicted return from the 

market model and the market model residual.  Additionally, the predicted return and residual are 

interacted with an indicator variable equal to one if the former CEO was a director.  Since many 

former CEOs who sit on boards do so early in the new CEO’s tenure, one concern about our 

specification in column 3 is that the interaction term between residual performance and former 

CEO director does not capture higher performance sensitivity under the former CEO director, but 

rather increased sensitivity to performance early in the successor CEO’s career (see, e.g., 

Hermalin and Weisbach’s 1998 model).  In column 4, we include an interaction term of residual 

return and an early career indicator variable in the specification to address this concern.  The 

early career indicator variable is equal to one if the successor CEO is within the first two years of 

his tenure, and zero otherwise.17  

 Column 1 of Table 8 shows that the hazard of turning over in the next year decreases 

with firm size and if the firm operates in a high-tech industry.  The economic magnitude can be 

evaluated by exponentiating the reported coefficients.  For example, if the firm operates in a 
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high-tech industry, the hazard ratio is equal to exp(-0.271) = 0.76.  Hence, the hazard of turning 

over during the next period is 24% lower if the firm operates in a high-tech industry.  The results 

for size and high-tech industry are consistent with it being more difficult to evaluate a CEO and 

to find a replacement in more complex firms.  If the successor CEO is promoted from within the 

firm, he is likely to stay longer as a CEO.  The hazard ratio is equal to 0.83, which translates into 

a 17% lower hazard of CEO turnover for internal appointments.  Perhaps not surprisingly, the 

hazard of turnover in the next period is more than 50% higher if the CEO is of retirement age. 

Similarly, for each additional year of age at the time of appointment to the CEO position, the 

hazard of turnover increases by 6%.  

The specification of column 2 adds the former CEO director indicator variable.  The 

coefficient of -0.184 translates into a 17% lower hazard of turnover if the former CEO sits on the 

board.  One interpretation of this result is that, because of his influence on the board and in his 

role as an advisor, the former CEO director convinces the board to give the successor CEO more 

time.   

Table 8, column 3, adds performance and the interactions with the former CEO director 

indicator variable to the specification.  Because we interact the former CEO director variable 

with both predicted and residual return, the hazard ratio for the former CEO director indicator 

variable is equal to:  

 
   tresidualrepredictret 628.0245.0236.0exp
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. (3) 

If we evaluate this expression at the sample median of the predicted return (0.093) and 

the sample median of the residual return (0.014), we obtain a statistically significant hazard ratio 

of 0.79, or a 21% lower hazard of turnover.18  Because the coefficient on predicted return is 
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small in absolute terms and the range of the predicted return is low, varying only the predicted 

return has little impact on the significance and direction of the hazard ratio for the former CEO 

director indicator variable. Varying the residual return has a much larger impact. If we evaluate 

equation (3) at the 25th percentile for both predicted return and residual return, we find that the 

effect of the former CEO director on the turnover hazard ceases to be significant.  

The predicted return, a proxy for performance most likely not under the control of the 

CEO, does not impact the CEO turnover hazard, neither for the group of firms with former CEOs 

as directors (the log hazard is 0.115 – 0.244) nor for the group of firms without (the log hazard is 

0.115).  In contrast, idiosyncratic firm performance, a proxy for performance influenced, in part, 

by the skill of the CEO that is measured by the residual of the market model, is statistically 

significant at the one percent significance level for all firms.  We consider the effect of moving 

from the 75th percentile of residual performance (0.2138) to the 25th percentile of residual 

performance (-0.2271).  For the firms without former CEO directors, we obtain a hazard ratio of 

1.38 (   732.04409.0exp  ), or a statistically significant 38% higher hazard of turning over 

if residual performance decreases from the 75th to the 25th percentile.  For the firms with former 

CEO directors, the increase in the hazard is much steeper.  A similar inter-quartile move in 

residual performance increases the hazard of turnover by   628.0732.04409.0exp  , or a 

statistically highly significant 82%.  In addition, we test and confirm that the hazard of turnover 

for an inter-quartile move in residual performance is statistically significantly higher in firms 

with former CEO directors than in firms without former CEO directors.  

Finally, column 4 shows that the early career indicator variable interacted with residual 

performance has a negative coefficient.  Hence, performance sensitivity is higher when the new 

CEO is early in his career, which is consistent with the model of Hermalin and Weisbach (1998) 
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in which the board fires a CEO more quickly after a bad year if he has no track record.  While 

the inclusion of the early career interaction attenuates the marginal effect of the interaction of 

former CEO director and market model residual, it is still statistically significant and negative, 

suggesting that the performance – sensitivity is higher when the former CEO is on the board of 

directors. 

Overall, our results demonstrate that successor CEOs are less likely to turn over in the 

presence of former CEO directors, holding performance at its median value.  This result is 

consistent with the hypothesis that former CEO directors are able to shield the successor to a 

certain extent from the risk of turnover that is unrelated to performance.  However, performance 

sensitivity is significantly steeper in the sample of firms with former CEO directors.  To the 

extent that the idiosyncratic performance can be attributed, at least partially, to the skill of the 

CEO, these results are consistent with the idea that boards with former CEOs, because of the 

former CEO’s experience and firm-specific knowledge, can better spot a poorly performing CEO 

and increase the performance-turnover sensitivity.19   

 

3.2 Decision to rehire the former CEO director as CEO 

Vancil (1987) was the first to acknowledge that a former CEO on the board of directors can be 

particularly valuable to the board as a CEO of last resort if exceptionally poor firm performance 

under the current CEO triggers the need for an unanticipated quick turnover without adequate 

time for succession planning.  This is a potentially important benefit because several recent 

papers have argued that the supply side of the market for CEOs is relatively scarce (Himmelberg 

and Hubbard 2000; Rajgopal, Shevlin and Zamora 2006; Gabaix and Landier 2008) and because 
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the availability of a strong CEO candidate is an important consideration in the decision to replace 

a poorly performing CEO (Parrino 1997).   

However, our previous results in Table 4 indicate that powerful and possibly entrenched 

CEOs with long and successful tenures are more likely to be reappointed to their own board.  

Thus, it is possible that the decision to rehire the former CEO director as CEO is not made 

entirely by the board, but also by the former CEO who wants to return to his position, which is a 

potential cost of retaining the former CEO on the board.  Also, if the former CEO comes back 

after bad performance under the successor, it raises the question of whether the former CEO tried 

hard enough to advise or monitor his successor. 

In this section, we focus on approximately 300 sample observations in which the former 

CEO still sits on the board of directors at the turnover of his successor to analyze under what 

circumstances a former CEO director comes back to run the firm again.  Table 9 reports 

summary statistics for selected CEO and firm characteristics.  The first two columns show, 

respectively, means and medians of characteristics of the former CEO who is ultimately rehired, 

his successor (the current CEO), and firm characteristics.  The third and fourth column show, in 

comparison, characteristics of former CEOs who are directors at the turnover of their successors, 

but did not come back to run the firm again.  Table 9 shows that former CEOs who were rehired 

were significantly more successful during their first tenure.  The median annualized stock 

performance in excess of the market of the rehired CEOs during their first tenure was more than 

6%, compared to a median annualized market-adjusted performance of -1.92% for the sample of 

CEOs who sat on the board of directors, but were not rehired.  Also, rehired CEOs appear to be 

more involved in the firm or have more influence, as measured by their founder status, chairman 

of the board status, and share ownership.20   
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 Strikingly, 75% of the successor CEOs were internal candidates in the rehired CEO 

sample, potentially groomed by the former CEO.  Yet, these internal hires have an average 

tenure of less than two years.  Their tenure is extremely short, potentially because they deliver an 

annualized market- or industry-adjusted performance of a staggering minus 25%.  These 

numbers are more dramatic than those of the control sample, in which the successor CEOs have 

an average tenure of approximately three years and an annualized underperformance of 

approximately minus 13%.  Firm characteristics such as size, tangible assets, or investments do 

not appear to be different across the two groups, although there is some evidence that firms in 

which the former CEO is rehired have better growth opportunities.  

In Table 10, we examine the determinants of the decision to rehire the former CEO 

director who sits on the board at the time of the successor CEO’s turnover.  Table 9 shows that 

the sample selection criterion that the former CEO is a board member at the turnover of his 

successor yields a biased sample with more forced turnovers, successor CEOs with short tenure, 

and different characteristics of the former CEO.  Consequently, it is important to account for 

sample selection in the rehiring regressions.  We again use the two-stage selection model 

suggested by Heckman (1974) to account for such a sample selection bias.  The first stage 

estimates the determinants of the probability that the former CEO stays on the board until the 

turnover of his successor.  We include in the first-stage regression the same variables that were 

strong predictors of the decision to reappoint the former CEO to the board (Table 4).  The second 

stage models the likelihood that a firm rehires the former CEO given that the former CEO is on 

the board at the time of the successor CEO’s turnover.  We take into account the binary nature of 

the first-stage left-hand side variable and estimate a Heckman Probit model.  We use a Wald test 

of independence of the selection and principal equations to gauge whether the decision to retain 
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the former CEO on the board and the decision to rehire the former CEO director as a CEO are 

independent of each other.  The Wald statistic in Table 10 rejects the independence of the 

selection and principal equations at the one percent level, suggesting that our concerns about 

sample selection are justified.  

The results of the selection equation in Table 10, column 1 are similar to the ones we 

report in Table 4 where we analyze the decision to reappoint the former CEO to the board at least 

twice. 

The results for the principal equation in Table 10 show that, controlling for the likelihood 

that the CEO remains on the board after he steps down as CEO, a former CEO who remains 

connected to the firm is more likely to be rehired as CEO.  The probability that the former CEO 

director is rehired is 8.6% higher if the former CEO director is chairman of the board at the time 

of the successor CEO’s turnover.  This marginal probability is significant at the one percent 

significance level.  The former CEO director also is 4% more likely to be rehired if he was a top 

quartile performer in the last two years during his tenure and if he has spent fewer years in 

retirement.  Each additional year in retirement reduces the probability of a rehiring by 

approximately 0.8%.  

Stock performance under the current CEO also is correlated with the likelihood of 

rehiring a former CEO as CEO.  The probability that a firm will rehire a former CEO increases 

by 4.6% if the current CEO is a bottom quartile performer in the year prior to the turnover.  

While Denis and Denis (1995) and Warner, Watts and Wruck (1988) document a positive 

relation between poor stock performance and an external hire, our finding suggests that for firms 

with particularly poor performance, the board hires an internal candidate – the former CEO 

director.   
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The rehiring decision depends on both the board of directors’ demand for the services of 

the former CEO and the willingness of the former CEO to serve again.  The evidence in Table 10 

is supportive of both.  Firms rehire former CEOs when performance is rapidly deteriorating, 

indicating the need for a quick turnaround.  Former CEOs who are still chairmen or who were 

retired for fewer years may be relatively more willing to come back into office as they have not 

fully separated from the firm.  Former CEOs are willing to put their reputation on the line and 

come back after the firm has lost approximately fifty percent of its market value.  Their 

willingness to come back under these circumstances suggests that they think that they can turn 

the firm around.   

However, if this is the case, one needs to also ask why these former CEO directors did 

not have more influence on the performance under their successors.  Why did they not advise the 

successor CEOs about necessary changes or monitor the successors more closely to avoid the 

rapidly deteriorating performance?21  By reading news reports about why performance fell so 

dramatically in these firms, we identify two major reasons for the declines.  First, in some 

companies, the successor CEOs initiated big strategic changes that were quickly undone once the 

former CEOs were rehired, suggesting that the former CEOs may have advised against the 

strategic choices, but were overruled.  For example, David Pottruck, successor to Charles 

Schwab, tried to change the strategy of Schwab away from a cheap online brokerage house by 

increasing fees and acquiring other firms to provide additional services which arguably failed.  

Charles Schwab is rumored not to have agreed with this new strategy and to have advised against 

it.  He quickly undid it once he returned to the CEO position.  At Zale’s Corporation, 

traditionally a brick and mortar retail jeweler, Beryl Raff, successor to Robert DiNicola, 
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aggressively expanded the online business, a move DiNicola undid quickly once he returned as 

CEO.  

Second, in some companies, the poor performance seems to be due to a sudden, mostly 

exogenous shock.  For example, CEO John Loose of Corning Inc. carried out a divestiture of 

non-core businesses and an aggressive expansion of their fiber-optic business just before the dot-

com bubble burst.  Jamie Houghton, a member of the founding family, came back out of 

retirement, at 66, restructured management and the work force, scaled back fiber-optic 

production, and diversified into emissions control products and LCD computer and flat television 

screens.   

In some firms, both reasons were at work.  For example, at Xerox, Paul Allaire, a long-

time Xerox employee, returned to run the company in May 2000.  Sales were hurt by an 

extremely poorly implemented restructuring of the sales force, for which Richard Thoman (CEO 

from April 99 to May 2000) was responsible, but were also affected by a severe recession in one 

of the key markets and a rising dollar.  

Overall, we find empirical and anecdotal evidence that is consistent with Vancil’s (1987) 

conjecture that one of the benefits of reappointing a former CEO to the board after he steps down 

as CEO is that he can serve as a CEO of last resort.  Successful former CEO directors who have 

remained influential in their firms are more likely to come back to the CEO position after the 

stock market performance under the current CEO has dramatically deteriorated.   

 

4 Conclusion 

More than one third of former CEOs are reappointed to the board of directors of their firms 

multiple times after their turnover.  In this paper, we study the determinants of the reappointment 
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decision and performance and corporate decisions for firms that reappoint their former CEO as 

board members compared to those that do not.  Overall, our evidence is consistent with boards of 

directors reappointing successful former CEOs when firms can benefit from their advice.  Firms 

with former CEO directors perform on average better, former CEO directors help the board 

evaluate the performance of their successors, and former CEO directors are willing to step in as 

CEO if they are needed. 

Our results are consistent with recent theories on board of directors.  For example, 

Hermalin and Weisbach (1998) model the endogenous relation between the board and the CEO 

and derive that CEOs who demonstrate their ability through their career become more powerful 

vis-à-vis the board.  We find that more powerful and successful CEOs are more likely to be 

reappointed as directors, even more so if boards are relatively weak.   

In return, the proven former CEO directors are able to help the firm make better corporate 

decisions post turnover.  Controlling for selection issues using propensity score matching, we 

find that firms with former CEOs as directors perform, on average, better than firms without 

former CEOs as directors.  This evidence is inconsistent with conjectures by shareholder 

advocates or proxy advisors that former CEOs on the board undermine the authority of the new 

CEO or block the implementation of new strategies that negatively affect the legacy of the 

former CEO.  Why do institutional investors and their proxy advisors, as well as other board 

members, then typically oppose such a reappointment?  It could be that institutional investors 

and other directors are worried about the firms in which strong former CEOs push for a 

reappointment to the board, although it is not necessarily optimal for the firm.  We find some 

evidence that is potentially consistent with this concern. Performance in firms with former CEO 
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directors is lower in those firms where the former CEO is appointed as director by a weaker 

board. 
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Footnotes  

 

                                                 
1 e.g., Anonymous (2001), Darlin and Lohr (2007), Lublin and White (2007), Jones (2006), and 

Olian (2003).  

2 Firms could rehire former CEOs who are not directors.  However, in all but two of the 60 

rehiring cases, rehired former CEOs sit on the board of directors of their firms when they are 

rehired as CEO.  We focus on these 58 cases in our analysis. 

3 One concern with our approach is that we may lose some valuable observations. A CEO who 

lasts less than six months might have been a permanent appointment followed by particularly bad 

performance. We therefore examine announcements for the 114 CEO appointments with a tenure 

of less than six months. For all but five of the 114 observations, these CEOs were described as 

interim appointments. Adding these five CEOs back to our sample does not change any of the 

reported results.  

4 One concern is that former CEOs merely finish their terms on classified boards, but are not 

actively reappointed. To examine such a possibility, we obtain data on staggered boards from the 

Investor Responsibility Research Center, and tabulate the number of former CEO directors one 

and two years after retirement for the group of firms with classified boards and the group of 

firms without classified boards. There is no statistically distinguishable difference in the fraction 

of former CEO directors between the two groups.  

5 Their result is consistent with ours, because a former CEO who is reappointed as director once 

after he retired will serve on the board anywhere between 1 year and 1 year and 364 days.   



 37

                                                                                                                                                             
6 We report summary statistics for multiple reappointments to the board, because our later 

performance tests use an indicator variable equal to one if the former CEO was reappointed to 

the board multiple times. See also the discussion in Section 3.1. 

7 Note that CEO tenure is relatively short because many of the successor CEOs are still in office 

at the end of our sample period.  

8 Following Loughran and Ritter (2004), we define high-tech stocks as those in SIC codes 3571, 

3572, 3575, 3577, 3578 (computer hardware), 3661, 3663, 3669 (communications equipment), 

3671, 3672, 3674, 3675, 3677, 3678, 3679 (electronics), 3812 (navigation equipment), 3823, 

3825, 3826, 3827, 3829 (measuring and controlling devices), 3841, 3845 (medical instruments), 

4812, 4813 (telephone equipment), 4899 (communications services), and 7371, 7372, 7373, 

7374, 7375, 7378, and 7379 (software). Following Parrino (1997), we measure industry 

homogeneity using the average partial correlation (controlling for market performance) between 

common stock returns and the industry return within the same 49 Fama-French industries.  The 

higher the correlation measure, the more homogeneous is the industry.   

9 The results are robust to many different specifications of excess performance.  In untabulated 

regressions, we have also estimated the regression with the excess stock performance of the 

former CEO during his last year in office, and over his entire tenure. The results are qualitatively 

and quantitatively similar, suggesting that late career performance and entire career performance 

are both important for the probability of retaining a board seat after retirement. 

10 See, e.g., Groysberg, McLean, and Nohria (2006).  

11  Barber and Lyon (1996) evaluate the empirical power and specification of nine accounting 

performance measures and an appropriate test to detect abnormal performance and find that a 
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past-performance-matched benchmark is most appropriate and that a non-parametric Wilcoxon 

test is the most powerful test. 

12 Since we match on three dimensions – industry, size, and prior performance with relatively 

narrow bands, we lose approximately 300 observations because there is no control group. We 

have decided not to widen the bands or go to related industries because this would offset the 

benefit of the matching procedure. Matching only by industry yields a coarse measure of 

benchmark-adjusted performance because our dataset is constructed from the Execucomp 

database, which consists of the S&P 1,500 universe and hence is biased towards large firms. 

13 Propensity score matching techniques have been pioneered by Rosenbaum and Rubin (1983) 

and have been used recently in the finance literature by, e.g., Drucker and Puri (2005) and 

Aggarwal, Erel, Stulz, and Williamson (2009). It is important to note that propensity score 

matching cannot take into account differences in unobservable firm characteristics. Drucker and 

Puri (2005), using the insights of Heckman et al. (1997, 1998), come to the conclusion that the 

potential bias from ignoring differences in unobservable attributes is small. In the absence of an 

experiment or a clean instrument, we use propensity scores for econometric matching. 

14 The results we report are based on nearest neighbor matching using one observation from the 

control-group, and imposing a common support by dropping treatment observations whose 

propensity score is higher than the maximum or less than the minimum propensity score of 

control-group observations. We have verified that nearest neighbor matching using five or ten 

observations or kernel-based matching techniques (using a Gaussian or Epanechnikov kernel) 

yield qualitatively and quantitatively similar results.  
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15 Our main focus is on the governance variables capturing the quality of the board of directors, 

because the board makes the director nomination decisions.  In unreported robustness 

regressions, we have also added characteristics of the former CEO such as founder status or 

share ownership to the set of explanatory variables in the second stage. These characteristics 

have insignificant coefficients, while the significance of the board variables stays qualitatively 

and quantitatively similar.  

16 The separation into luck and skill is far from perfect.  In fact, under some agency models, e.g., 

Holmstrom (1979), in which managers have all the same quality, different performance 

realizations arise from chance alone.  Other models, e.g., Garvey and Milbourn (2006), explicitly 

include a luck factor beyond the exposure to industry movements and thus allow for some of the 

error term to be attributable to luck and some of the error term to be attributable to skill.  

Empirically, we cannot be certain that we adequately distinguished between the portion of a 

firm’s return given by luck and by skill.  However, as Garvey and Milbourn (2006) point out, in 

regressions such as ours that are based on estimating different coefficients on luck and skill, 

simple measurement error biases us against finding any result. 

17 Note that in Cox proportional hazard models, the early career indicator variable itself is not 

included because it is like the dependent variable a function of time. 

18 We use the delta method to calculate standard errors of the combination of coefficients.   

19 An alternative and perhaps less charitable explanation of our evidence is that former CEOs 

shield their heirs but that poor performance reduces their ability to do so. However, such an 

explanation is less consistent with the performance results reported in Tables 5 and 6. 

20 The differences between the two groups appear economically large, but because of the small 

sample size, not all of the differences are statistically significant.  



 40

                                                                                                                                                             
21 It can also not be ruled out that the former CEO thinks he can turn the firm around because he 

has fundamentally undermined the authority of his successor.  However, the average loss of more 

than 40% of the market value of the firm prior to the turnover of the successor appears too large 

to be entirely caused by undermining. 
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Table 1 
Frequency of CEO turnovers and former CEO directors 
 

  Former CEO is reappointed as a director  
Year Total Turnover only once at least once at least twice Rehired as CEO 
1994 147 18.4% 63.3% 44.9% --- 
1995 160 13.8% 61.3% 47.5% --- 
1996 161 9.3% 47.8% 38.5% 1.9% 
1997 194 17.5% 55.2% 37.6% 3.6% 
1998 194 22.2% 58.2% 36.1% 2.6% 
1999 220 19.0% 49.3% 30.3% 3.6% 
2000 240 14.6% 47.9% 33.3% 2.9% 
2001 213 21.2% 52.4% 31.1% 2.3% 
2002 188 15.4% 56.9% 41.5% 3.7% 
2003 185 17.8% 48.6% 30.1% 4.9% 
2004 185 21.6% 54.1% 30.6% 3.8% 
Total 2,087 17.5% 53.7% 36.0% 2.8% 

 
The table lists the number of CEO turnovers and different statistics for the fraction of former 
CEO director appointments for our sample, by year.  The sample construction is described in 
detail in Section 2.  The first column of the table shows the total number of turnovers in our 
sample.  The second, third, and fourth column show the fraction of observations in which the 
former CEO is reappointed as a director only once (column 2), at least once (column 3), or at 
least twice (column 4) after his turnover.  The last column reports the fraction of cases in which 
the firm reappoints a former CEO director as CEO.  
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Table 2 
CEO characteristics  
 

  

Former CEO is 
appointed as director 

at least twice 
(N=748)

All other turnovers in 
the sample 
(N=1,332)

p-and z-values for test 
of difference

Former CEO Mean Median Mean Median Mean Median
Founder 24.7%   10.0%  <.0001  
Tenure 10.1 7.7 7.0 5.1 <.0001 <.0001
Share ownership 2.9% 0.4% 1.5% 0.2% 0.000 <.0001
Age at appointment  51.3 52.0 51.2 52.0 0.926 0.167
Age at turnover 61.1 63.0 58.2 59.0 <.0001 <.0001
Retired between 64 and 66 22.2%   15.5%  <.0001  
       
Current CEO       
Tenure  6.4 6.0 5.4 4.8 <.0001 <.0001
Age at appointment 50.9 51.0 52.6 52.0 <.0001 <.0001
Internal hire 77.2%   65.7%   <.0001  

 

The table shows means and medians of CEO characteristics for sample firms. The first two 
columns show means and medians for the sample in which the former CEO was reappointed as a 
director at least twice after he stepped down. The third and fourth columns show statistics for all 
other turnovers in our sample. The last two columns contain p- and z-values of tests of statistical 
differences in means and medians across the two groups.  Founder is an indicator variable equal 
to one if the former CEO founded the firm and zero otherwise.  Tenure is the duration in years of 
the appointment as CEO.  Share ownership is the ownership of the CEO taken from the last 
proxy statement of his tenure.  Age at appointment is the age of the executive at which he was 
appointed CEO.  Age at turnover is the age at which he stepped down as CEO.  Retired between 
64 and 66 is an indicator variable equal to one for CEOs who retired between 64 and 66. Internal 
hire is an indicator variable equal to one if the current CEO worked for the company for at least 
365 days prior to the appointment as CEO.  All data are from ExecuComp, CRSP, and proxy 
statements.  
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Table 3 
Firm characteristics  
 

  

Former CEO is 
appointed as director 

at least twice 
(N =748)

All other turnovers 
in the sample 
 (N =1,332)

p- and z-values for 
test of difference

  Mean Median Mean Median Mean Median
       
Annualized stock return 14.6% 14.1% 2.7% 7.0% <.0001 <.0001
Annualized excess return 1.2% 1.3% -8.9% -4.4% <.0001 <.0001
Annualized stock return 
in last two years 11.8% 9.8% -2.8% -2.1% <.0001 <.0001
Annualized excess return 
in last two years -0.5% -1.9% -13.3% -10.3% <.0001 <.0001
       
ROA 3.7% 7.0% 1.9% 5.3% 0.042 <.0001
Industry-adjusted ROA 1.4% 2.1% 0.0% 1.0% 0.122 <.0001
       
Total sales 3,336 891 4,924 1,312 0.002 0.001
Total assets 5,583 1,057 11,789 1,496 0.002 0.001
Net PPE/Total assets 29.4% 23.4% 30.5% 24.7% 0.274 0.460
R&D/Sales 9.6% 0.0% 11.2% 0.0% 0.789 0.168
Industry homogeneity 0.16 0.14 0.17 0.14 0.275 0.630
High-tech industry 12.8%  13.4%  0.694 0.747
       
Board size 9.8 9.0 10.0 10.0 0.346 0.067
Board independence  72.2% 75.0% 75.7% 80.0% <.0001 <.0001
Fraction of directors 
 appointed before CEO 25.5% 0.0% 37.8% 43.8% <.0001 <.0001
Institutional ownership 57.1% 58.8% 58.1% 61.8% 0.428 0.027

 
The table shows means and medians of firm characteristics for sample firms.  The first two columns show means 
and medians for the sample in which the former CEO was reappointed as a director at least twice after he stepped 
down.  The third and fourth column shows statistics for all other turnovers in our sample.  The last two columns 
contain p- and z-values of tests of statistical differences in means and medians across the two groups.  Annualized 
stock return is the firm’s stock return, annualized over the CEO’s entire tenure.  Annualized excess return is the 
firm’s stock return in excess of the value-weighted industry return, annualized over the CEO’s entire tenure.  
Annualized stock return in last two years is the firm’s stock return, annualized over the last two years of the CEO’s 
tenure.  Annualized excess return in last two years is the firm’s stock return in excess of the value-weighted industry 
return, annualized over the last two years of the CEO’s tenure.  ROA (Return on assets ) is defined as income before 
extraordinary items plus interest expenses, divided by total assets.  Industry-adjusted ROA is the ROA less the mean 
ROA of the Fama-French 49 industry. Industry homogeneity is calculated following Parrino (1997). High-tech 
industry is an indicator variable equal to one if the firm is operating in a high-tech industry, and zero otherwise. 
Board size is the number of directors.  Board independence is the number of non-employee directors divided by total 
board size. Fraction of directors appointed before CEO is equal to the number of all directors appointed as director 
before the appointment of the CEO divided by board size. Institutional ownership is the fraction of common shares 
held by institutional investors. The accounting and board variables are from the last fiscal year prior to the turnover.  
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Table 4 
Multinomial Logit reappointment regression 
 

 
Variable 

Appointed only 
once against not 
appointed (1) 

Appointed at least 
twice against not 
appointed (2) 

p-value for 
test of H0: (1) 
= (2) 

Industry-adjusted ROA 0.984 0.040 0.191 
Annualized excess return in the last two years -0.050 0.643*** 0.005 
Log(former CEO tenure) 0.326** 0.294** 0.803 
Founder 0.302 0.820*** 0.038 
Share ownership -2.740 2.650 0.002 
Board size -0.010 0.034 0.160 
Board independence -0.198 -0.774* 0.256 
Fraction of directors appointed before CEO -0.375 -1.111*** 0.046 
Age at appointment 0.047*** 0.046*** 0.950 
CEO age in [64,66] 0.152 0.344* 0.328 
Successor CEO age at appointment -0.042*** -0.033*** 0.431 
Successor CEO internal hire 0.038 0.526*** 0.004 
Industry-adjusted ROA 1st yr successor -0.967 0.568 0.011 
Institutional ownership 0.802 0.123 0.110 
Log(Assets) 0.032 -0.180*** 0.001 
Net PPE/total assets -0.371 -0.422 0.895 
R&D/sales 0.442 -0.201 0.069 
Industry homogeneity 1.678 0.638 0.367 
High-tech industry 0.324 0.171 0.501 
Number of observations 1,685   
Pseudo R-squared 0.101   
 
The table reports results from multinomial logit regressions of the likelihood that a former CEO is appointed to the 
board of directors of his firm after he stepped down as CEO.  The dependent variable is equal to zero if the former 
CEO director was never reappointed to the board, equal to one if he was reappointed to the board only once, and 
equal to two if he was reappointed to the board two or more times.  Coefficients in column 1 are changes in the odds 
ratio of appointing a former CEO only once as director vs. not appointing him at all.  Coefficients in column 2 are 
changes in the odds ratio of appointing a former CEO at least twice as director vs. not appointing him at all.  
Column 3 contains p-values of a chi-square test of statistical equality of the odds ratios in columns 1 and 2.  
Industry-adjusted ROA is return on assets, defined as income before extraordinary items plus interest expenses 
divided by total assets, in excess of the industry mean, during the last full fiscal year of the former CEO.  Industries 
are Fama and French 49 industries.  Annualized excess return in the last two years is the firm’s stock return in 
excess of the value-weighted industry return, annualized over the last two years the former CEO was in office.  
Former CEO tenure is the duration in years of the appointment as CEO. Founder is an indicator variable equal to 
one if the former CEO founded the firm and zero otherwise.  Share ownership is the fractional ownership of the 
former CEO taken from the last proxy statement prior to the turnover.  Board size is the number of directors.  Board 
independence is the number of non-employee directors divided by total board size.   Fraction of directors appointed 
before CEO is equal to the number of all directors appointed as director before the appointment of the CEO divided 
by board size.  Age at appointment is the age of the former CEO at his appointment to the CEO position.  CEO age 
in [64, 66] is an indicator variable equal to one for CEOs who retired between 64 and 66.  The successor CEO is an 
internal hire if he has worked at least one year for the firm prior to his appointment as CEO.  Industry-adjusted ROA 
1st yr successor is the industry-adjusted return on assets during the first year of the successor CEO’s tenure.  High-
tech industry is an indicator variable equal to one if the firm is operating in a high-tech industry, and zero otherwise. 
Industry homogeneity is calculated following Parrino (1997).  Institutional ownership is the fraction of common 
shares held by institutional investors, and it is calculated at the end of the calendar year prior to the departure of the 
former CEO.  All accounting and board variables are measured at the end of the last full fiscal year of the former 
CEO’s tenure.  The regressions also contain year-fixed effects and an indicator variables capturing missing 
information on R&D and on CEO share ownership (not reported). Statistical significance at the 1%, 5%, and 10% 
level is indicated by ***, **, and *, respectively.  
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Table 5 
Former CEO board membership and firm performance 
 

 

Former CEO is 
appointed as director 
at least twice (N=594)

All other turnovers in 
the sample (N=879) Difference in

 Mean Median Mean Median Mean Median
Average excess ROA  0.316 0.063 0.270 0.015 0.046 0.048
over t-2 and t-1 (%) [0.000] [0.000] [0.000] [0.000] [0.305] [0.027]

Average excess ROA  0.713 0.724 -0.925 0.011 1.638 0.712
over t+1 and t+2 (%) [0.004] [0.000] [0.001] [0.977] [0.000] [0.000]

Change in excess ROA 0.396 0.430 -1.196 0.054 1.592 0.376
(%) [0.110] [0.000] [0.000] [0.300] [0.000] [0.001]

 
 
The table compares levels and changes in excess accounting performance of firms that reappoint the 
former CEO at least twice to the board after his turnover (columns 1 and 2) with the changes in excess 
performance for all other turnovers(columns 3 and 4).  Excess performance is the difference of the ROA 
of sample firms and the average ROA of a group of control firms.  ROA is defined as income before 
extraordinary items plus interest expenses, divided by total assets. For each sample firm, we generate a 
group of control firms matched on industry, size, and prior performance. Industry is the Fama-French 49 
industry.  Size is the market value of equity measured in the fiscal year immediately before the turnover 
event.  Prior performance is the average ROA over the two most recent years before the turnover event.  
Firms are in the control sample if they are of the same industry and if their size and prior performance are 
within +/- 30% of those of the sample firms.  The first row of Panel A shows the level of excess 
performance averaged over years t-1 and t-2, where year t is the turnover year.  The third row shows the 
level of excess performance averaged over years t+1 and t+2.  The fifth row shows changes in excess 
performance, calculated as the difference between the average excess ROA in the two years post turnover 
less the average excess ROA in the two years prior to the turnover. Columns 1 and 3 (columns 2 and 4) 
report the p-values from tests of zero means (zero medians) in brackets.  The last two columns report the 
difference between the two group means (columns 1 and 3) and group medians (columns 2 and 4), with 
the corresponding p-values (z-values) reported in brackets.  The excess ROAs are winsorized at the 1st 
and 99th percent level.  
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Table 6 
Propensity Score matched sample and ROA comparison  
 
Panel A: First Stage 

 Former CEO appointed at 
least twice as director 

 Coefficient Standard error 
Industry-adjusted ROA -0.499 (0.601) 
Annualized excess return 0.516*** (0.126) 
Founder 0.340*** (0.122) 
Log(tenure) 0.183*** (0.062) 
Share ownership 1.870** (0.784) 
Age at appointment 0.023*** (0.005) 
CEO age in [64,66] 0.162* (0.098) 
Successor CEO age at appointment -0.014** (0.006) 
Successor CEO internal hire 0.328*** (0.091) 
Industry-adjusted ROA 1st yr successor -0.008 (0.436) 
Board size 0.022 (0.015) 
Board independence -0.563** (0.240) 
Fraction of dirs. appointed before CEO -0.526*** (0.195) 
Institutional ownership -0.070 (0.210) 
Log(Assets) -0.133*** (0.032) 
Net PPE/Total assets -0.270 (0.186) 
R&D/Sales 0.516 (0.645) 
Industry homogeneity -0.009 (0.587) 
High-tech industry 0.030 (0.126) 
Number of observations 1,294  
Pseudo R-squared  0.123  
 
 

Panel B: Propensity score matched excess ROA results 
 
 Former CEO is 

appointed as 
director at least 

twice 

Control 
groups 

Difference Standard error 

Average excess 
ROA  

0.67% -0.61% 1.28%* (0.71%) 

Change in 
average excess 
ROA  

0.37% -1.09% 1.46%** (0.70%) 

 
 
The table reports results from a propensity score matching analysis of levels and changes in industry-, 
size-, and prior performance-adjusted return on assets.  Return on assets post-turnover is calculated as the 
average ROA in years t+1 and t+2. Excess performance is the difference of the ROA of sample firms and 
the average ROA of a group of control firms. ROA is defined as income before extraordinary items plus 
interest expenses, divided by total assets. For each sample firm, we generate a group of control firms 
matched on industry, size, and prior performance.  Industry is the Fama-French 49 industry.  Size is the 
market value of equity measured in the fiscal year immediately before the turnover event.  Prior 



 54

performance is the average ROA over the two most recent years before the turnover event.  Firms are in 
the control sample if they are of the same industry and if their size and prior performance are within +/- 
30% of those of the sample firms.  The change in excess ROA is calculated as the difference between the 
average excess ROA in the two years post turnover less the average excess ROA in the two years prior to 
the turnover.  In the first stage, we calculate each observation’s propensity score, which is equal to the 
probability that a firm with given characteristics reappoints the former CEO as a director at least twice. 
We use all right-hand side variables of Table 4 to estimate this probability (including year-fixed effects).  
In the second stage, each firm that reappoints a former CEO as director (the treated group) is matched 
with the firm that has the closest propensity score, but did not re-appoint the former CEO as director 
multiple times (the control group).  This provides a cross-section of excess ROA differences. We 
calculate the sample average and standard error for the estimation and display the result in Panel B. 
Statistical significance at the 1%, 5%, and 10% level is indicated by ***, **, and *, respectively.  
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Table 7 
Cross-sectional performance differences of firms with former CEO directors 
 

Level of excess ROA 
(in %)

Change in excess 
ROA (in %) 

Board size -0.280*** -0.258*** 

(0.087) (0.087) 

Board independence 4.077** 4.330** 

(1.908) (1.903) 
Fraction of directors  3.090** 3.346** 
appointed before CEO (1.421) (1.433) 

Institutional ownership 1.603 -0.199 

(1.601) (1.623) 

Log (tenure)  -1.017** -0.989** 

(0.432) (0.428) 

Log (sales) 0.720*** 0.726*** 

(0.232) (0.235) 

Firm age 0.007 0.010 

(0.018) (0.018) 

Number of observations 531 531

Wald test of independence of 
selection and principal equation 
(p-value) 

0.00001*** 0.00001*** 

 
The table reports results from cross-sectional regressions of the level (column 1) and change (column 2) in excess 
ROA on explanatory variables for the sample of firms that reappoint the former CEO multiple times as director.  
Because the subsample of former CEO director appointments is not a random sample, we correct for the sample 
selection bias using a two-stage Heckman model.  The first stage is a probit regression modeling the probability that 
a former CEO is reappointed at least twice as director (selection equation, unreported), using all sample observations 
with complete data on the explanatory variables used in Table 4.  The second stage is a regression of the level or 
change in excess performance on explanatory variables for the sample of firms that appoint former CEOs as 
directors multiple times only, and includes the inverse Mills’ ratio from the first stage to account for sample 
selection bias (principal equation, reported).  Excess performance is the difference of the ROA of sample firms and 
the average ROA of a group of control firms.  ROA is defined as income before extraordinary items plus interest 
expenses, divided by total assets. For each sample firm, we generate a group of control firms matched on industry, 
size, and prior performance.  Industry is the Fama-French 49 industry.  Size is the market value of equity measured 
in the fiscal year immediately before the turnover event.  Prior performance is the average ROA over the two most 
recent years before the turnover event.  Firms are in the control sample if they are of the same industry and if their 
size and prior performance are within +/- 30% of those of the sample firms.  Excess performance post-turnover is 
calculated as the average excess ROA in years t+1 and t+2, where year t is the turnover year.  The change in excess 
ROA is calculated as the difference between the average excess ROA in the two years post turnover less the average 
excess ROA in the two years prior to the turnover.  Board size is the number of directors.  Board independence is 
the number of non-employee directors divided by total board size.   Fraction of directors appointed before CEO is 
equal to the number of all directors appointed as director before the appointment of the CEO divided by board size. 
Institutional ownership is the fraction of common shares held by institutional investors. Tenure is the duration in 
years of the appointment as CEO.  Sales is total sales, taken from the last fiscal year prior to the turnover.  Firm age 
is years since first listing on a U.S. stock exchange. Statistical significance at the 1%, 5%, and 10% level is indicated 
by ***, **, and *, respectively.  
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Table 8 
Cox proportional hazard model of turnover – performance sensitivity  
 
 
Successor CEO internal appointment? -0.188 *** -0.164 ** -0.168 ** -0.168 ** 

(0.068) (0.072) (0.073) (0.072) 
Successor CEO age in [64, 66] 0.426 *** 0.423 *** 0.396 ** 0.397 ** 

(0.152) (0.153) (0.162) (0.162) 
Successor CEO age at appointment 0.060 *** 0.060 *** 0.064 *** 0.064 *** 

(0.009) (0.009) (0.009) (0.009) 
Log(Assets) -0.059 ** -0.064 ** -0.070 ** -0.070 ** 

(0.028) (0.028) (0.028) (0.028) 
High-tech industry  -0.271 ** -0.263 ** -0.191 -0.182 

(0.108) (0.110) (0.116) (0.114) 
Former CEO director -0.184 ** -0.236 *** -0.225 *** 

(0.074) (0.080) (0.078) 
Predicted return (from 5-year market  0.115 0.092 
model) (0.248) (0.251) 
Market model residual -0.732 *** -0.582 *** 

(0.119) (0.112) 
Former CEO director X predicted  -0.245 -0.247 
return (0.282) (0.277) 
Former CEO director X market model  -0.628 *** -0.528 *** 
residual (0.212) (0.219) 
Early career indicator X market model -0.524 ** 
residual (0.274) 

 
The table reports results from Cox proportional hazard regressions of CEO turnover.  The data are right-
censored because not all current CEOs experience a turnover in our sample.  Column 1 shows results 
from a regression using firm- and successor CEO-specific control variables only.  Column 2 includes a 
former CEO director variable, an indicator variable equal to one if the former CEO was director in a 
given year, and zero otherwise.  The specification in column 3 examines the turnover-performance 
sensitivity.  The predicted and residual returns are from a monthly market model estimated over five 
years (t-7 to t-2) and are interacted with the former CEO director variable.  Column 4 allows the effect of 
the residual return to vary with time; early career is an indicator variable equal to one if the successor 
CEO is in his first two years as CEO, and zero otherwise.  The regressions allow the baseline hazard rates 
to differ across different industries.  The table reports coefficients from the log-hazard function.  A CEO 
is an internal appointment if he has worked at least one year for the firm prior to his appointment as CEO. 
CEO age in [64, 66] is an indicator variable equal to one for CEOs who retired between 64 and 66. 
Successor CEO age at appointment is the age of the successor CEO at the time of his appointment to 
CEO.  Log (assets) is measured in each fiscal year. High-tech industry is an indicator variable equal to 
one if the firm is operating in a high-tech industry, and zero otherwise.  Robust standard errors, clustered 
at the industry level, are reported in parentheses.  Statistical significance at the 1%, 5%, and 10% level is 
indicated by ***, **, and *, respectively.  
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Table 9 
Summary statistics for the rehired former CEO director group against the control group 
 

 
Rehired former CEO 

sample (N=58)
Control sample  

(N=234)
p- and z- values for test 

of difference in
 Mean Median Mean Median Mean Median
Former CEO  
Tenure 10.98 9.55 9.32 6.78 0.128 <.0001
Founder  39.29%  26.96%  0.091  
Age at turnover of 
successor 60.79 63 61.85 64 0.395 0.515 

Chairman of BOD at 
turnover of successor 82.14%  41.40%  <.0001  

Share ownership at 
retirement 6.54% 1.04% 4.24% 0.92% 0.176 <.0001 

Annualized market-
adjusted return 9.15% 6.32% -3.85% -1.92% 0.001 <.0001 

Annualized industry-
adjusted return 9.23% 6.28% -3.62% -0.17% 0.002 <.0001 

       
Successor CEO       
Age at appointment 49.36 50 53.16 53 0.000 0.016
Tenure 1.79 1.58 2.86 2.08 <.0001 <.0001
Internal hire 75.00%  67.81%  0.279  
Annualized market-
adjusted return -23.98% -24.00% -13.63% -13.26% 0.064 <.0001 

Annualized industry-
adjusted return -25.56% -26.61% -13.30% -10.17% 0.029 <.0001 

       
Firm Characteristics       
Assets 5,069.41 618.99 3,019.55 600.08 0.194 0.068
Sales growth 0.28 0.22 0.19 0.13 0.037 0.000
Capex / Assets 0.06 0.05 0.07 0.05 0.683 0.916
Net PPE / Assets 0.25 0.22 0.28 0.20 0.328 0.131

 
The table shows means and medians of CEO and firm characteristics for the sample of firms in which the former 
CEO is on the board at the turnover of his successor.  The first two columns show means and medians for the rehired 
CEO sample, the third and fourth columns show means and medians for all other observations (the control sample), 
and the fifth and sixth columns contain p- and z-values of tests of statistical differences in means and medians across 
the rehired CEO and the control samples.  A firm belongs to the rehired CEO sample if the new CEO was the CEO 
at the same firm at a different point in time for at least six months, was member of the board of directors at the 
turnover of the current CEO, and stays on during his second tenure for at least six months.  A firm is in the control 
sample if the former CEO was member of the board of directors at the turnover of the successor CEO.  Former CEO 
is the rehired CEO in the rehired CEO sample and the CEO in office prior to the successor CEO in the control 
sample.  Tenure is the duration in years of the appointment as CEO. Founder is an indicator variable equal to one if 
the former CEO founded the firm and zero otherwise.  Age at turnover of successor is the age of the former CEO at 
the turnover of the successor CEO.  Chairman of BOD at turnover of successor is an indicator variable equal to one 
if the former CEO is chairman of the board at the turnover of the successor CEO and zero otherwise.  Share 
ownership at retirement is the fractional ownership of the former CEO taken from the last proxy statement prior to 



 59

his first retirement.  Annualized market-adjusted return (industry-adjusted return) is the firm’s stock return in excess 
of the value-weighted market (industry) return, annualized over his tenure.  Age at appointment is the age of the 
successor CEO at his appointment to the CEO position.  The successor CEO is an internal hire if he has worked at 
least one year for the firm prior to his appointment as CEO.  The excess returns are calculated over the entire tenure 
of the respective CEO.  Assets is total assets.  Sales growth is the annual growth rate in total sales.  Capex / Assets is 
the ratio of capital expenditure over total assets.  Net PPE / Assets is the ratio of net property, plant, and equipment 
over total assets.  The accounting variables are taken from the last fiscal year prior to successor CEO’s turnover. 
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Table 10 
Determinants of the decision to rehire the former CEO director 
 
Selection Equation  Principal Equation  
    
Industry-adjusted ROA 0.161 Former CEO years in retirement -0.008* 
 (0128)       (0.004) 
Annualized excess return 0.135*** Former CEO top quartile  0.040* 
     in last two years (0.052)      performer (0.023) 
Log(Assets) -0.049*** Founder 0.031 
 (0.016)  (0.038) 
Successor CEO age -0.009*** Former CEO chairman of board 0.086*** 
     at appointment (0.003)      at turnover (0.021) 
Successor CEO internal hire -0.015 Successor CEO bottom quartile 0.046** 
      (0.044)      performer (0.021) 
Founder 0.155** Successor CEO internal hire 0.027 
 (0.068)      (0.023) 
Log(tenure) 0.021 Net PPE / Assets -0.003 
 (0.032)  (0.048) 
Former CEO share ownership 0.844*** CAPEX / Assets -0.126 
   (0.287)  (0.228) 
Former CEO age  0.007*** R&D / Sales -0.036*** 
     at appointment (0.003)  (0.013) 
Board size 0.002 Log(Assets) 0.014** 
 (0.008)  (0.006) 
Board independence 0.169 High-tech industry 0.039* 
 (0.132)  (0.023) 
Fraction of directors -0.261**   
     appointed before CEO (0.112)   
Institutional ownership 0.191***   
 (0.064)   
    
Wald test of independence of    
selection equation and     
principal equation (p-value) 0.0004***   
    

 
The table reports results from a two-stage Heckman selection model. The first stage estimates the 
determinants of the decision to retain the former CEO on the board of directors until the turnover of his 
successor, using the explanatory variables of Table 4. It is estimated for the entire sample. The results, for 
completeness, are reported under ‘selection equation’. We report the marginal effects for the probability 
of former CEOs remaining on the board of directors. The second stage models the probability that the 
former CEO returns to the position of CEO, given that we observe a data point in which the former CEO 
is a board member at the turnover of his successor (N=292). We report the conditional marginal effects 
for the probability of a former CEO being rehired given that the former CEO was a board member at the 
turnover of the successor CEO. The accounting variables used in the second stage regression are 
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measured at the departure of the successor CEO. The Wald test of independence is a chi-square test of 
independence of the principal and selection equations. Industry-adjusted ROA is return on assets, defined 
as income before extraordinary items plus interest expenses, divided by total assets,  in excess of the 
industry mean, during the last full fiscal year of the former CEO. Industries are Fama and French 49 
industries. Annualized excess return in last two years is the firm’s stock return in excess of the value-
weighted industry return, annualized over the last two years the former CEO was in office. The successor 
CEO is an internal hire if he has worked at least one year for the firm prior to his appointment as CEO. 
Founder is an indicator variable equal to one if the former CEO founded the firm and zero otherwise. 
Tenure is the duration in years of the appointment as CEO. Share ownership is the fractional ownership 
of the former CEO taken from the last proxy statement prior to the turnover. Former CEO age at 
appointment is the age of the former CEO at his appointment to the CEO position. Board size is the 
number of directors.  Board independence is the number of non-employee directors divided by total board 
size. Fraction of directors appointed before CEO is equal to the number of all directors appointed as 
director before the appointment of the CEO divided by board size. Institutional ownership is the fraction 
of common shares held by institutional investors, and it is calculated at the end of the calendar year prior 
to the departure of the former CEO.  Former CEO years in retirement is the number of years elapsed 
since the former CEO left the CEO position.  Former CEO top quartile performer is an indicator variable 
that equals one if the annualized excess return in last two years of former CEO’s tenure is in the top 
quartile, and zero otherwise. Former CEO chairman of the board at turnover is an indicator variable 
equal to one if the former CEO is chairman of the board at the successor’s turnover and zero otherwise. 
Successor CEO bottom quartile performer is an indicator variable that equals one if the annualized excess 
return in the last year of the successor CEO’s tenure is in the bottom quartile, and zero otherwise.  High-
tech industry is an indicator variable equal to one if the firm is operating in a high-tech industry, and zero 
otherwise.  All accounting variables in the second stage are measured at the end of the last full fiscal year 
of the successor CEO’s tenure. Robust standard errors are reported in parentheses. Statistical significance 
at the 1%, 5%, and 10% level is indicated by ***, **, and *, respectively.  
 




