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Abstract

Rules of behavior guide decisions, and succession rules guide CEO selec
tion. When CEO turnover is unanticipated, succession rules may not be able to
guide the board. We examine unanticipated successions that occur when a CEO
becomes ill or injured. These unanticipated successions are associated with a
greater likelihood offormer-CEO successors than when the successions are
anticipated. The stock market reacts positively to former-CEO succession an
nouncements. While this type o.fsuccession may not be consistent with succession
rules, it may be consistent with their functions by reducing internal conflict and
allowing directors to maintain fiduciary responsibili(y.

Leadership is an important component of successful corporate governance.
CEO succession has received considerable attention in the extant literature.
Succession planning's importance may need to be given top priority by boards
of directors (Shen & Cannella, 2003).

Ocasio (1999) analyzed the succession process and the rules that govern it.
He argued that rules of behavior exist throughout all areas of corporate activity
providing regularity and structure to corporate decisions. The succession process
provides an interesting case in which we can observe how boards rely on formal
and informal rules to make decisions. There may be cases in which companies
are unable to utilize succession rules because the need for succession is unan
ticipated and occurs suddenly.
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There are a number of ways in which unanticipated events could lead to the
immediate need for succession. For example, a CEO could suddenly decide to quit
the company leaving the board with an immediate succession decision. However,
in these cases, it may not be possible to determine if it was the CEO's decision
or a forced turnover. Alternately, a CEO could die while in office or become ill
or injured. We examine unanticipated succession decisions following CEO ill
ness/injury announcements rather than CEO death, because when a CEO dies
there is no choice; the board must appoint a successor. However, when a CEO
is ill or injured, the executive and board may have a choice. They can appoint
a successor or depending on the severity of the affliction let the CEO attempt
to continue. We examine both the successions that occur after injury or illness
announcements and decisions to let the CEO continue in office.

The pressures and responsibilities of a senior executive combined with the
age of most senior executives can lead to serious illness. What happens when a
CEO becomes injured or ill and the affliction is serious? When would the board
replace the afflicted CEO and who assumes the vacated positional responsibil
ity? Unanticipated succession decisions may prohibit the board from relying on
its normal rules of succession. Vancil (1987) defines several styles of internal
succession including relay and horse-race successions. Each type of succession
would have its own informal or formal rules guiding the process. What these
succession types have in common are that the board promotes a successor CEO
from a position below the CEO in the corporate hierarchy. In other successions,
the CEO comes from outside the firm. For the purposes ofth1s paper, we define
normal succession to include both outside succession and successions in which
the successor is promoted from below in the corporate hierarchy.

However, when the succession is unanticipated such as when an executive
becomes ill, the board may not find the normal rules of succession to be useful.
When an executive is unable to function, a successor may be needed to both run
the company and show the outside stakeholders that someone is in charge. We
propose that in unanticipated successions boards may appoint someone from the
board such as the board chair or former CEO. Such an appointment would likely
show stakeholders that there will be continuity in company operations and that
an experienced executive is in charge.

Theoretical Background

In this section, we examine rules of behavior and how they impact succession
decisions. We then propose that companies will be more likely to violate these
rules when there is a sudden and forced need for succession.

Rules of Behavior
Rules of behavior are integrated into all corporate activities and actions. Reli

ance on these informal or formal rules guides rational decision-making, Organiza
tional rules guide rational choices by providing a framework or basis for decisions.
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People make decisions by evaluating alternatives and their consequences under
the context of rules. Following rules suggests that corporate executives utilize a
rational process or mechanism to make decisions. Following rules guide behavior
and lead to an outcome, and they help to maintain organizational equilibrium. An
organizational decision may be considered more appropriate if it does not violate
the organization's rules that are appropriate to the situation, but decisions made
that seemingly violate rules may be considered less appropriate and legitimate
(March, 1994). Reliance on rules has been integrated into theories of the firm,
and rules may help protect shareholder interests and help ensure organizational
survival (Ocasio, 1999).

Rules of behavior serve at least three functions in an organization (Ocasio,
1999). First, rules provide a type of routine for programs of actions (March &
Simon, 1993). Here, rules guide the day to day business of the organization as
well as provide routine solutions to the out-of-the ordinary decisions. Second,
rules allow decision-makers to meet their responsibilities. Decision-makers are
accountable for their actions and when decisions have been made based upon
rules ofbehavior, they are easier to defend (Clark, 1991). In corporations, boards
have a fiduciary responsibility to stakeholders, in general, and to shareholders, in
particular. When board members rely on rules in their decisions, they can justify
the decisions as rule-appropriate and more easily argue that the decision meets
their fiduciary responsibilities. Third, following rules may lessen political conflict
in corporations. Following rules signals the appropriateness of a decision and
reduces the basis for conflicts (Nelson & Winter, 1982).

Rules of Behavior and Succession
One of the major functions of a board of directors is the hiring and firing of

senior managers such as the CEO. As such, CEO succession decisions are under
the purview of the board. Presumably, the board will appoint who they believe is
the best person to lead and run the company as well to as represent the company
with various stakeholder groups. The board often decides when a CEO succes
sion is to take place and who the successor will be. How boards make succession
decisions and the process that board members follow has been the subject of
considerable work.

Ocasio (1999) argues that rules of behavior guide the succession decision
process. Different styles of succession in organizations lead to different rules
of succession. Vancil (1987) defines several succession styles including relay
succession and horse race succession. In relay successions an heir-apparent
serves a training period and is groomed to become the new successor. At the
appropriate time, the heir steps in and becomes the new CEO. The rules may be
different in other styles of succession. For example, in a horse race succession,
internal candidates compete for the top spot. This process has been described
as an economic contest (Chan, 1996). The winner of the horse race assumes the
CEO position. Zhang and Rajagopalan (2004) find that when there are a large
number of internal candidates, the likelihood of relay succession decreases, and
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so a large number of potential candidates may increase the likelihood of a horse
race style succession. Even though the internal rules vary for these different styles
ofsuccession, in both relay and horse race succession, the successor is promoted
from a position below the CEO in the corporate hierarchy. Following rules may
be more appropriate and more common in ordinary situations. For example, in
normal anticipated succession decisions such as when a CEO retires, boards will
often select internal successors who are chosen pursuant to the organization's
rules (Kesnor & Sebora, 1994). Shen and Cannella (2003) document that the stock
market reacts positively to succession when a designated heir-apparent becomes
the successor CEO. Naveen (2000) finds similar results and shows that inside
succession is more likely when the board adopts a formal succession plan.

Another type ofsuccession occurs when the board hires an outsider. The hiring
of an outsider would be inconsistent with a planned internal succession process.
Chan (1996) argues that only when the need arises or when a clearly superior
outside candidate is available would succession planning rules be violated and
an outsider hired. Outside succession may occur when there is organizational
stress, such as poor performance (Parrino, 1997; Cannella & Lubatkin, 1993).
During these times of stress, the company may need to show that it is changing
directions and bringing in an outsider to initiate changes although the presence
of a large proportion of inside directors on the board and a CEO with short ten
ure in the job may overcome the tendency to hire an outsider (Shen & Cannella,
2002). While the presence ofa large proportion ofoutsiders on boards makes the
choice ofan outside successor more likely in both normal successions and those
following CEO dismissal (Borokhovich, Parrino & Trapani, 1996). Succession
rules may, therefore, be situationally determined and include various types of
internal and external successions. In these cases, boards have had time to plan
the succession process, influence the timing of the succession and choose the
most suitable candidate.

We propose that following the rules of succession and utilizing the planned
succession process may not be possible in situations requiring an immediate and
unanticipated succession. In an unanticipated succession, the rules may need to
be adapted or ignored when there is need for immediate board action in main
taining a leadership structure for the firm. For relay succession to take place, a
previously, designated and appropriately trained heir-apparent is necessary. In a
horse race, there needs to be ample time for "one horse to take the lead". To hire
an outsider requires time to develop a slate ofsuitable candidates and to evaluate
their potential. When the succession is unanticipated, it may not be possible to
follow the normal rules of succession for either an internal or an external search.
When there is an immediate and unanticipated need for a successor, the board may
look to a candidate with the experience and knowledge to step into the position
and assume the reins of command. Here it may be that the board will appoint a
former CEO or the board chair to take over the corporation's leadership. This
type ofsuccession may be more consistent with the three functions ofruIes even
though it does not follow the normal rules of succession.
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Rules function to permit routine decisions. History and precedence guide rules
under ambiguity (Zucker, 1977), and a sudden and unanticipated succession will
produce this ambiguity. By hiring a former CEO or board member with top ex
ecutive experience, the routine of the company can continue and ambiguity will
likely lessen. If a designated heir is adequately prepared or if the horse race is far
enough along to have produced a clear leader, then the board may be able to follow
the normal succession rules and promote the candidate. Hiring an heir-apparent
that is possibly inadequately trained or selecting the horse race winner when the
race is not complete could actually increase the perceived ambiguity, but hiring
the former CEO whose record is known should serve to reduce the ambiguity.

Following rules may help decision makers to meet fiduciary responsibility. In
a sudden succession, when the normal rules of succession are not appropriate,
hiring a former CEO or the board chair may be the lower risk choice that serves
to allow the board to meet its fiduciary responsibility. Selecting the possibly
under-trained heir-apparent in relay succession or the horse race winner of the
unfinished horse race may not be perceived as the appropriate decision and as a
possible violation of the board's fiduciary responsibility.

Following rules lessens potential for conflict. In an unfinished horse race the
successor to a sudden succession may engender bitterness in the losers. Bitter
ness can lead to internal political conflict. An heir-apparent that is perceived to
be under trained could also cause internal political strife. On the other hand, in
these sudden and unanticipated successions, hiring the former CEO or chair to
be the successor could lessen the potential for internal political conflict.

One type of unanticipated decision that may require an immediate succession
decision is when a top executive falls seriously ill or receives major injuries in
an accident. Here, the board must decide whether to replace the ill executive or
to allow them to continue in their position. Certainly the severity of the illness
or injury will influence the decision. However, there may be other considerations
such as the impact of the decision on the company's stakeholders.

An immediate or at least timely decision may be needed so the normal rules
of succession may not apply. In the crisis, the reappointment of a former CEO
may seem the most prudent decision. The familiar face may reduce anxiety in
the financial, product and supply markets as well as within the organization and
provide the perception of continuity. We, therefore, propose:

Hypothesis I: In situations requiring unanticipated and immediate
succession such as when the CEO becomes ill or injured, rather than
following a planned succession process that is consistent with normal
rules (~rsuccession, the board will more likely select aformer CEO or
board chair than when the succession is likely anticipated.

CEO Authority and Unanticipated Successions
Dual leaders, those that are both CEO and Chair, are considered by some to

be unambiguous leaders providing unity ofcommand and authority over the firm
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(Massie, 1965). A leader that is unambiguous may help a company to obtain
resources in the market place (Andrews, 1971: Finkelstein & D'Aveni, 1994).
Social choice theory suggests that problems may occur when authority is divided
between people (e.g. separate CEO and Chair) making it difficult to pinpoint
causes of problems (Arrow, 1963; Sen, 1970) and causing intra-company asym
metric information problems (Brickley, Coles & Jarrell, 1997).

When such an unambiguous leader is not able to continue in their role because
the executive has fallen ill, they may choose to give up various duties that can
lessen their authority and ultimately reduce the benefits derived from this leader
ship style. However, giving up authority and stepping aside may be unpalatable
to the dual executive for several reasons so the dual executive may stay in the
position until he/she can no longer physically perform their duties. First, giving
up authority may reduce the executive's self-perceived personal power. Byal
lowing someone to take over even part of his or her duties, the executive shows
weakness. Second, giving up authority may lessen the appearance of having an
unambiguous leader to stakeholders and reduce the benefits that this leadership
style conveys. Third, when a CEO is also Chair, the executive is less likely to be
fired by the board even when performance is poor (Goyal & Park, 2002) because
the dual position gives the executive greater power. Even when ill, the dual
CEO/Chair will likely have more clout with the board and would be less likely
to be forced out. Therefore, a dual CEO/Chair will be more likely to attempt to
maintain their positions and remain in power when ill or injured than under a
non-dual leadership structure.

By maintaining his or her dual positions, the dual CEO/Chair allows the func
tions of rules to be maintained. This decision will allow the normal routine to
be followed. The board can argue that keeping the unambiguous leader serves
shareholder interests and that they have maintained their fiduciary responsibility
and lessened the possibility of internal strife and political problems caused by
an unanticipated succession.

Certainly, the severity ofthe injury or illness will influence whether an execu
tive steps aside. Some illnesses/injuries may leave an executive physically unable
to perform while in other cases, the board and executive will need to decide if
the executive can continue to function in their position or to give the appearance
that they are functioning. We, therefore, propose:

Hypothesis 2: In situations requiring possible immediate and unantici
patedsuccession such as when an executive becomes ill or injured. a dual
CEO/Chair will more likely retain their position than will a non-dual
CEO even when controllingfor the severity ofthe affliction.

Stock Market Reaction
Worrell, Davidson, Chandy, and Garrison (1986) find that the stock market

reacts negatively to sudden death announcements of CEOs. Here, a non-routine
turnover has occurred and the organization must adapt. Worrell and Davidson



Fall 2006 Davidwn et al.: Ignoring Rules ofSuccession 99

(1987) find that following the CEO death, when an insider is appointed, there is
an offsetting positive stock market reaction. Placing an insider into the deceased
executive's position may signal the market that the company is continuing to rely
on rules to guide them. By relying on the rules, the corporation has signaled the
market that the situation is under control, and the market responds positively.
Putting an experienced leader in the position will avoid the appearance or reality
of promoting the heir-apparent before they are ready.

Shen and Cannella (2003) find that the market reacts positively to news of a
relay succession process. Here, the stock market reinforces the reliance on rules
by reacting positively to the announcements that indicates that rules ofsuccession
have been followed. In other words, by signaling that normal rules of succes
sion have been followed, the company shows that the situation is under control.
Naveen (2000) argues that firms manage the succession process to minimize the
succession and transition costs. When there is a non-normal succession requiring
immediate board action, such as when a CEO becomes ill, it may be less costly to
hire the former CEO or board chair. There would likely be less disruption since
the former CEO's style is known. We, therefore, propose that the stock market
will reward the company for decisions that may violate the normal rules of suc
cession but that are consistent with the functions of the rules. Therefore:

Hypothesis 3: The stock market will react morepositively to unanticipated
succession announcements, such as when a CEO becomes ill or injured,
when a former CEO or the chair assumes the CEO position.

Method

In this paper, we examined the succession process in corporations when the
CEO or Chair becomes ill or injured. By examining CEO illness/injury rather
than other causes of unanticipated succession, we examined situations when the
board had the choice to name a successor or not. We also examined the stock
market reaction to the succession announcements to determine how the stock
market views board of director response to the injury/illness announcement.

Sample
We located our sample by performing a key word search in news reports in

Lexis-Nexis. We developed several key word strings such as executive and CEO
combined with words such as illness, sickness, injury, cancer, heart disease, etc.
From this search, we were able to find 113 stories which indicated that a CEO or
Chair had become ill or injured over the years 1992 to 2002. We then obtained
the news stories that contained the announcements and were able to find the
required information (see below) for 105 announcements. These 105 announce
ments became our final sample. We used the All News files on Lexis Nexis to
ensure that the news announcement is the first story. There was often a delay
in reporting an executive's illness. In our sample, seventy-nine percent of the
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companies made the announcement within one week of the executive becoming
ill. Ninety percent of the companies made the announcement within one month
of the illness's onset and ninety-five percent within 90 days. There were three
companies that waited at least one year to make an announcement.

Title of III Executive:

Type of replacement:

Table 1
Sample Characteristics

CEO 6 5.7%

CEO & President II 10.5%

CEO & Chair 53 50.5%

CEO, Chair & President 19 18.1%

Chair ~ 15.2%

Total 105 100.0%

No Replacement 33 31.4%

Inside Executive (heir) 54 51.4%

Chair or Board Member ~ 17.2%

Total 105 100.0%

CEO& CEO& CEO, Chair
CEO President Chair & President Chair Total

No Replacement I I 18 9 4 33

Inside Replacement 4 7 29 7 7 54

Chair or Board Member

Replacement -l -.1 ~ -.J. -2 1li
Total 6 11 53 19 16 105

Permanent Replacement": 44 of the 72 (61.1 %) replacements

Illness: Not Life-Threatening 36 34.3%

Potentially Life Threatening 69 65.7%

Total 105 100.0%

" The proportion of potentially life-threatening illnesses did not vary between the temporary and
permanent replacement sub samples.

From the news stories we obtained several pieces of information. This data is
summarized in Table 1. Table I also shows the titles of the ill executives. There
are 6 CEOs, 11 CEOs & Presidents, 53 CEOs & Chairs, 19 CEOs, Presidents
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& Chairs, and 16 Chairs. The table also contains information on the type of re
placement. In 33 cases, the executive was not replaced. In 54 cases, the executive
was replaced by another inside executive such as the President, Chief Operating
Officer, or a Vice President. These successors were most likely heir-apparent for
the CEO. In 18 cases the ill executive was replaced by the Chair of the Board
or other board member that was a retired CEO of the company with continued
presence on the board. It is important to note that in our sample of unanticipated
successions, the boards appointed no outside candidates. The next section of
Table 1 shows the type ofreplacement divided by executive title. We will utilize
this information later.

We also found that 44 of the 72 replaced executives were permanent replace
ments and 28 were only temporary. We based this designation on the wording in
the news stories and assumed a succession was permanent unless the news story
specifically states that it was temporary.

We designated an illness as life threatening if the news story indicated that
it was, or designated it as not life threatening if the news story specifically said
it was not. In addition, if the news story made no such indication, we classified
heart problems and cancer as potentially life threatening. We found no statisti
cal difference in the types of replacement by whether or not the illness was life
threatening or by any measure of type of illness.

To test Hypotheses 1 we compared the successor types in our sample of CEO
illness announcements to normal succession types resulting from other than
sickness or death. We, therefore, needed a comparison group of succession an
nouncements that occur for other reasons. We developed two separate control
samples. For the first control sample, we identified 1017 CEO successions and
the year of the succession from the Execucomp data base. We then searched news
stories and proxy statements for each of the successions and ensured that they
did not result from illness, injury, or death of the predecessor and to determine
the successor type. We were able to obtain complete information for anticipated
738 successions. This first control sample allowed us to compare our sample of
illness/injury related successions to a large number of successions unrelated to
illnesslinjury of the predecessor.

For our second control sample, we identified the primary four digit SIC code of
each sample firm. Using COMPUSTAT, we identified other firms with the same
four digit SIC codes. We then determined the firm from this list that was closest
in size (based on total assets) to the sample firm. The firms that we identified
with this matching procedure were the industry matched control firms. For each
of these firms, we determined the origin of the most recent CEO succession.

Statistical Method
To determine how the stock market reacts to the news announcements, we used

standard event methodology (Fama, Fisher, Jensen & Roll, 1969). As this method
is well known and commonly utilized in research, we only summarize our proce
dure here. We defined day 0 as the date the news story first appears in the press.
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To estimate normal stock returns, we estimated the market model for each firm
using days -290 to -90 relative to the announcement date, day O. The market model
was a regression with the company's daily stock returns as the dependent variable
and the equally weighted market index as the proxy for the market's returns and
as the independent variable. We then applied the estimated regression parameters
from the market model to the actual daily stock market returns on days -1,0 and
1. This computation produces the security's normal (or expected) stock return.
The normal return would be the return that is expected for the company given the
overall movement of the market and the security's risk. We compare the normal
returns to the actual returns to produce the abnormal returns. In the absence of
information that impacts a company's value, abnormal returns are expected to be
zero. We utilize t-statistics to determine if the abnormal returns are non-zero.

Results

Replacement of III Executives
Table 2 contains frequency analyses and comparisons for the replacement deci

sions of top executives. In Panel A we test Hypothesis 1. Here, we show that in
our sample there are 60 executives with the title of CEO that become ill/injured
and do not retain their position. We have, therefore, eliminated the 33 ill or in
jured executives that retained their position. We also eliminate the 16 executives
with the Chair title (four executives are in both eliminated sub samples leaving
60 ill/injured CEOs. We obtain the sub sample of 60 as follows: 105 - 33 - 16
+ 4 = 60). There are 47 (78.3%) replacements with another inside executive
(President/COO/Vice Presidents), but there are 13 (21.7%) that are replaced by
the Chair or another board member (former CEO).

To test Hypothesis 1, we need to determine if the frequency of Chair or other
board member successors is greater than normally occurs. We first compare our
sample to the anticipated succession control sample. In our sample, 47 of the
60 (78.3%) unanticipated succession are inside executives while 13 (21.7%)
are the Chair or a board member. From the 738 anticipated successions, 50
(6.7%) are replaced by board members including the Chair (25), former Chair
(5) or Vice-Chair (20). If our sample firm successions behaved as those in the
control sample, 56 of the 60 sample firms (93.3%) would be an insider and only
four would be the Chair or other board member. We define these numbers to be
the expected frequency for our sample and compare the actual frequency to the
expected frequency. The resulting chi-square is 21.70 and is significant at better
than the 0.001 level. This evidence is consistent with Hypothesis 1. When a CEO
becomes ill, the board will bypass the normal rules ofsuccession more often than
if the succession had been anticipated. Here, the board selects an experienced
executive such as the board chair or board member that is a former CEO.

We next compare the frequencies from our sample firms to the industry matched
control sample. In the industry matched control sample, 54 (90%) of the 60 suc
cessors are either insiders promoted from below or are outsiders. Only six (10%)
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Analysis of Replacement Decisions When an Executive Becomes III
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are former CEOs or the board chair. We define these frequencies from the control
sample to be the expected frequency for our sample and compare the expected
frequency to the actual frequency. The resulting chi-square statistic is 9.1 (sig
nificant at 0.01). This evidence is consistent with Hypothesis 1; the frequency
of successions of former CEOs and board chairs is greater following CEO ill
ness/injury announcements than occurs from either of our control samples.

It is possible that the successor CEOs not promoted in the normal fashion
would be temporary successors. To examine this issue, in Panel B, we repeat
the tests for the 36 permanent succession appointments from the sample. When
we compare the actual frequency from our sample (28 normal successions, 8
former CEO/chairs) to the expected frequency from our anticipated succession
control sample, the chi-square is 13.9 (significant at 0.001). When we compare
the sample frequency to the industry matched control sample, the chi-square is
4.5 (significant at 0.05). The evidence for permanent successions is consistent
with the predictions of Hypothesis 1.

In Panel C, we compare the frequency of the normal successions from our
sample to the frequency from the anticipated succession control sample (chi
square is 9.7, significant at 0.01) and to the industry matched control sample
(chi-square is 3.3, significant at 0.10). These results for temporary succession
announcements are consistent with the predictions of Hypothesis 1. Thus, the
temporary/permanent nature of the succession announcements does not qualita
tively change our findings.

In Panel D, we show the comparison of CEO successions following sickness
announcements for executives in a dual position (CEO & Chair, and CEO, Chair
& President) and those not in a dual position (CEO or CEO plus President). Here,
we test Hypothesis 2 and show the comparison based on whether the ill execu
tives stay in their positions versus when they do not. When a sick executive is
in a non-dual position, two of the 17 (11.8%) remain in their positions. For the
executives in the dual positions, 27 of the 72 (37.5%) retain their positions. If the
dual executives stayed in their positions in the same proportion as the non-dual
executives, 8.5 would have stayed and 63.5 would not have. We can compare the
actual occurrence to the expected occurrence with a chi-square test. The chi-square
is 45.65 and is significant at 0.001. These results are consistent with H

2
• We find

a greater incidence ofdual executives retaining their positions than do non-dual
CEOs. These results could be driven by dual executives having less-severe ill
nesses or injuries. Based on our designation of life-threatening, we cannot find
evidence that the severity of the affliction is related to the executives' titles. Of
the 17 non-dual CEOs, 6 (35.3%) had non-life-threatening afflictions while 11
(64.7%) had life-threatening problems. For the 72 dual executives 23 (31.9% had
non-life-threatening afflictions while 49 (68.1 %) had life-threatening problems.

Market Reaction to Unanticipated Succession Announcements
In Table 3, we show the abnormal returns for days -1, 0, and 1. The first

column shows the results for the total sample. All three day's abnormal returns
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are nominally negative, but only day 0, the announcement day, has a significant
abnormal return (marginally significant at the 0.10 level).

Table 3
Cumulative Abnormal Returns

Who Replaces Executive

Total Executive Stays Inside Chair or ANOVA
Day Sample in Position Executive Director F-Statistic

-1 -0.0010 -0.0010 0.0101 -0.0042 1.32
(-0.20) (-0.20) (1.13) (-0.73)

0 -0.0056 -0.0063 -0.0136 0.0175 6.68**
(-1.70)t (-1.68)t (-3.10)** (1.75)t

-0.0027 -0.0197 0.0019 0.0137 1.72
(-OAl) (-1.09) (0.39) (0.98)

**p<O.OI
t P <0.10

In the next three columns, we divide the sample based on the replacement
decision. When the ill executive stays in their position, the day aabnormal return
is negative and only marginally significant (at the 0.10 level). When the board
selects an inside candidate, the abnormal return is negative and significant (at the
0.01 level). However, when the board replaces the ill executive with the Chair
or board member (usually a former CEO) the abnormal return is positive and
only marginally significant (at the 0.10 level). We compare these means using
an ANOVA test. The value ofF on day ais 6.68, and it is significant at 0.0 1. The
market reacts negatively when the executive stays in their position or when an
inside executive replaces the ill CEO and positively when a more experienced
executive takes the corporate reigns, and the difference in the day zero abnormal
returns is highly significant.

We also compare the market reaction to the types of successors with regres
sion analysis. This approach allows us to compare the market reactions to the
succession decisions while controlling for other factors that may influence the
market reaction. We control for the number of delays in announcing the illness,
whether the succession is permanent or temporary, and whether the illness
is life-threatening or not. Finally, we control for the ill executive's title. We
classify title in a manner similar to the "CEO Power Curve" in Vancil (1987,
p. 225). We classify a CEO as 1, a CEO & President as 2, CEO & Chair as 3,
CEO, Chair & President as 4, and a Chair as 5. We also experimented with
other title classifications such as whether the executive served in a dual capac
ity or not, but this did not materially influence the results. Panel A of Table
4 contains a correlation matrix of the control variables, test variable and the
dependent variable.



"Tl
Table 4 tll-

Correlations and Regressions N
0
0
0\

Panel A: Correlation Matrix

1 2 3 4 5 6 7 8

1. Days Delay 1.00
2. Who Replaces 0.01 1.00

3. Pennanent Replacement 0.10 0.27** 1.00
\)
t:l

4. Title
-.::

0.07 -0.03 -0.12 1.00 §:
5. Illness -0.15 0.23* 0.09 0.13 1.00 0

::l
6.ROA -0.02 -0.06 -0.23* 0.07 -0.20* 1.00 (l)....
7. Log(sales) 0.14 -0.21 * -0.06 0.01 -0.28** 0.22* 1.00 t:l

:-

8. CARo -0.04 0.20 -0.03 0.16 -0.03 -0.06 -0.08 1.00 o'q
::l
0
"'l

Panel B: Regression Analysis: Dependent Variable is CARo
S·
~

Who Days Permanent :;:.;,
::::

Constant Replaces Delay Replacement Title Illness ROA Log(sales) R2F .....
(l)
c.,

Modell -0.0133 ----- -0.0000 -0.0027 0.0080 -0.0051 -0.0002 -0.0010 3.2% ~
(-0.76) (-0.56) (-0.41 ) (2.57)* (-1.17) (-0.89) (-0.71) (1.48) Vl::::

(")

Model 2 -0.0137 0.0093 ----- ----- ----- ----- 3.1% (J

~
(-2.62)* (1.99)* (3.92)* c.,-.0

Mode13 -0.0211 0.0092 -0.0000 -0.0058 0.0083 -0.0061 -0.0001 -0.0007 6.3% ::l

(-1.20) (1.92) t (-0.63) (-0.87) (2.69)** (-1.44) (-0.71) (-0.45) (1.86) t

**p<O.OI, *p<O.OS, tp<O.lO ...-
0
-.,J
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Panel B of Table 4 presents the regression analysis with the day 0 CAR as the
dependent variable. Modell estimates the relation between the dependent variable,
CARo' and the control variables. Only the estimated coefficient for title has even
a marginally significant coefficient (significant at 0.10). In Model 2, we present
the regression results for our test variable, "who replaces". We code this variable
as 0 if the board does not replace the ill executive, I if an inside (heir-apparent)
executive is the successor, and 2 if it is the chair or other board member. The
estimated coefficient of this variable is significant at the 5% level. This result
suggests that the market reacts more positively to an experienced executive taking
the job and less positively when the ill executive is not replaced.

In Model, 3, we include the test variable and control variables. The estimated
coefficient for who replaces is positive and significant at the 5% level. Even after
adding the control variables to the model, the results from Model 2 hold. These
results are consistent with Hypothesis 3.

Summary and Conclusions

Findings
We hypothesize and document that in times when an immediate succession

decision is needed because a key executive becomes ill, the normal rules of suc
cession are not always followed and must be adapted to the situation. None of
the boards in our sample selected an outside candidate as successor. In addition,
we find that when CEOs become ill that they are more likely replaced by a board
member that is a former CEO than would be the case under more normal suc
cession decisions. That is, the heir-apparent and horse-race succession processes
are less likely to occur than in ordinary circumstances because the CEO's illness
makes an immediate decision necessary. The decision to bring back a former
CEO can be consistent with the functions of rules. This decision may allow for
continued routine operations to continue, allow board members to give the ap
pearance that they have met their fiduciary responsibility and may lessen internal
political conflict if the heir-apparent has not been designated or is not ready to
fulfill the responsibilities of the CEO position.

Our results also show that some CEOs retain their job after announcing their
illness. The retention of their position is more likely to occur if the CEO is also
the board chair. In these cases, the dual executive may have the power and clout
with the board to retain their positions. Or, since the executive is in a dual position,
there may not be anyone else on the board with the required experience so the
dual executive must continue in the position. This also appears to be consistent
with the functions of rules since quickly finding a replacement for both the chair
and CEO could be both difficult and lead to outcomes that are inconsistent with
the functions of rules.

Finally, we find results that are inconsistent with those in other research (Shen
& Cannella, 2003). They document that when an heir-apparent succession oc
curs that the stock market responds positively. We find that the market responds
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more positively when a former CEO and board member assumes the ill or injured
CEO's position. This difference appears to be related to the maintenance of the
rules and their functions. In the ordinary succession process, the heir-apparent
assumes the CEO position and the market responds positively to a board action
that is consistent with the normal rules of succession (Shen & Cannella, 2003).
In our sample, the normal succession process that would be consistent with suc
cession rules may not be applicable. The immediacy and urgency of the succes
sion decision and the market reaction we find suggest that the market responds
positively to a board decision that is consistent with the functions of the rules. In
both the Shen and Cannella (2003) study and here, the market responds to deci
sions that are consistent with the functions of rules. The non-normal situations
require different decisions.

Contributions

Theoretical Contributions
We provide new insights into the theories ofchoice, board succession decisions

and how rules of succession are employed or ignored in special circumstances.
Rules become part of an organization's culture, and rules of succession are the
rules that guide the board in making succession decisions. While the normal rules
may be the appointment of an heir-apparent or the appointment of the winner ofa
horse race, we argue that when an immediate and unanticipated turnover occurs
that the normal rules of succession are not applicable.

When such a situation occurs the board is faced with a potential dilemma.
Board members must create new rules or adapt the old ones to have an outcome
that is consistent with the functions of the rules. Rules are designed to help
maintain routine, help decision-makers meet their responsibilities, and lessen
internal conflict. Boards must make an immediate decision that at least maintains
the functions of the rules. The succession decision must, therefore, allow for the
continued operations of the company to be maintained, must allow the board to
meet its fiduciary responsibilities or at least give this appearance, and not cause
unnecessary internal conflict.

Contributions to Practice
Our results also have practical implications. They suggest that there is a

need for succession planning. A recent Wall Street Journal article argues that
finding a CEO on short notice is very difficult for a board and that corporations
must prepare for the possibility that "they will be left unexpectedly without a
leader" (Carey & Ogden, 2000, p. A22). This same article points out that few
companies prepare adequately for succession. This lack of succession planning
occurs because current CEOs, for various reasons, hesitate to appoint and groom
a successor. The positive stock market reaction to heir-apparent successions
found by Shen and Cannella (2003) suggests that the financial marketplace
rewards companies that do make and execute succession plans. The negative
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reaction that we find to inside executives replacing an ill or injured CEO and
the large incidence of former CEOs replacing an ill or injured CEO, suggests
that the market does not believe these companies to have adequately prepared
internal successors.

The need for an experienced replacement has been documented in Bigley
and Wiersema (2002). They argue that when heir-apparent successors have had
more experience in the president or COO position, that they are more effective
at generating strategic change. Since our results show that following CEO illness
announcements that an heir is often not appointed, we interpret this to imply that
either the heir has not been adequately trained and prepared for the CEO posi
tion or that the board is afraid that the outsiders to the company would perceive
this to be the case. Rehiring a former CEO puts an experienced executive in the
position and may help to ensure the marketplace that the business will continue
as usual.

Our results, therefore, suggest that the board ofdirectors must manage the suc
cession planning process. This process is an on-going and continual process in
which successors must be groomed. Boards must also have plans in place so that
when a sudden and unexpected need for succession occurs they are prepared.

Limitations and Future Research
Others have documented that in non-normal situations that the normal rules of

succession may be violated such as following poor performance and CEO dismissal
(Kesnor & Sebora, 1994) and following CEO death (Worrell & Davidson, 1987).
We have documented an additional situation in which the normal rules are not
generally applied. However, our findings may not be generalized to other types
of unanticipated succession. Future research on this issue is needed.

Another limitation ofour findings is that we were not privileged to the medical
records of the ill CEOs. We relied on the public announcements to determine the
severity ofthe illness or injury. Based on the news reports, the severity or type of
illness/injury did not seem to influence our results. If better information on the
severity of the illnesses and injuries can become available, future research may
be needed to measure how the severity of the incident impacts our results.
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