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ABSTRACT
This paper addresses new CEOs in failing firms and their potential positive 

or negative impact in terms of strategic reorientation and organizational survival. 
Specifically, the authors recognize the need for new CEOs of failing firms to be able 
and willing to rapidly make strategic and tactical transformative changes through 
their decisions and actions. Specific suggestions are made in terms of capabilities 
and experience needed by new CEOs of failing firms in order for them to positively 
impact the future of their respective organizations.
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INTRODUCTION
Organizations are routinely confronted with significant changes that trigger 

the need for strategic reorientation. Virany, Tushman, and Romanelli (1992) assert 
that change in any of the key components of a firm’s strategy – structure, controls, 
and power distribution – constitute strategic reorientation. Lant, Miliken, and Batra 
(1992) contend that strategic reorientation is a function of past performance, CEO 
turnover, top management team turnover, and/or environmental changes. Priem, 
Butler & Li (2013) caution that our traditional view of strategic management needs 
to be expanded because strategic reorientation may also be driven by the demand side 
as consumers seek out greater value. Organizational leaders must plan for strategic 
reorientation in advance of it being urgently needed. Since there are precursors to the 
need for strategic change, it would be beneficial for academicians and practitioners 
alike to study those precursors and their probable impacts on organizations. 

Stacey (1995) proposed an adaptive system in response to strategic 
processes most commonly referred to as strategic choice and system dynamics. 
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Successful organizational systems (i.e., successful individual organizations) adapt 
to the environment based on their upper echelons’ strategic choices (Hambrick & 
Mason, 1984), a transformational process in which organizational processes are 
restructured to adapt to the changes in the environment (Zajac & Kraatz, 1993). 
Also, organizations adapt to environmental changes based on their ecologies, which 
is an evolutionary process of competitive selection while it is a challenge for the 
whole organization to transform and adapt to the environmental change (Hannan 
& Freeman, 1977). These well-established perspectives from which the strategic 
process of an organization is viewed comprise the system dynamics through which 
organizations are driven by “negative feedback processes toward predictable states 
of adaptation to the environment” (Stacey, 1995: 477). The three perspectives 
relating to the causes of changes in organizational strategies include the following 
issues: (1) the issue of systemic properties, characterized by how organizations 
transform or renew themselves based on the human systems, e.g., how organizations 
change with the change in the CEO (Stacey, 1995; Daily & Dalton, 1995; Dowell, 
Shackell & Stuart, 2011); (2) the intention vs. emergence issue which questions 
the extent to which new organizational states (caused by changing organizational 
strategies) are the outcome of prior shared intentions of the agents within them or 
the top management (CEO) changes which impact the competitiveness and potential 
for survivability of the organization (Stacey, 1995; Mintzberg & Waters, 1985); and 
(3) the free choice vs. determinism and constraint issue which questions whether the 
change of organizational strategies is based on the environment in which it operates 
and its capability to choose strategies and their outcomes (Stacey, 1995, Bourgeois, 
1984; Mackay & Chia, 2013).

We propose that, by utilizing their strategic choices, which is an antecedent 
for managerial discretion, organizational leaders can expedite and better manage 
strategic change. This line of research contributes to the extant literature by 
explaining how organizations can use complex adaptive systems to influence the 
strategic change process, thereby restructuring the organizations in ways that result 
in strategic reorientation. Gordon, Stewart, Sweo, & Luker (2000) propose that 
“Industry turbulence and CEO turbulence (are) necessary precursors to strategic 
reorientation and suggest that industry turbulence conditions managers’ external 
attributions for negative financial performance in influencing strategic reorientation” 
(911). According to Dess and Beard (1984), the three dimensions of organizational 
environment are munificence (generosity), dynamism (turbulence), and complexity 
(intricacy). Over the years, researchers have investigated the environment’s impact 
on structure (Burns & Stalker, 1961; Karaevli, 2007), strategy (Gilley, McGee & 
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Rasheed, 2000; Miller, 1988), and decision-making processes (Baum & Wally, 
2003; Garg, Walters, & Priem, 2003, Priem, Rasheed, & Kotulic, 1995).

In this paper, our focus is on CEO changes in failing firms. Over the years, 
researchers studied the impact of governance changes and firm survival, such as 
executive and director turnover prior to bankruptcy (Daily & Dalton, 1995) and 
board structure on the probability of failure (Dowell, Shackell, & Stuart, 2011). 
Other researchers investigated the effect of power struggle between the boards and 
the executives on strategic change (Golden & Zajac, 2001) and the need for CEOs to 
use their discretion as a way to adapt to dynamic occurrences within and outside the 
organizational boundaries (Peteraf & Reed, 2007). Firms that are failing typically 
are unable to keep up with the external environment with their routines. Once the 
status quo is not working, there is a definite need for change. Hence, the first thing 
many firms do is to change their CEOs. However, research shows that changing 
CEOs does not always help (Daily & Dalton, 1995). Adopting a configurations 
perspective and partially echoing what prior researchers observed (e.g., Ketchen, 
Thomas & Snow, 1993), our contention is that incoming CEOs should be equipped 
to deal with the existing instability and dynamism. We also suggest that the only way 
for incoming CEOs to implement radical change is through the use of managerial 
discretion (Hambrick & Finkelstein, 1987) which actually provides the source of 
power to initiate strategic reorientation. In addition, adopting an agency perspective 
regarding the board, we also propose a possible strengthening effect of board power. 
We aim to contribute to the ongoing debate about the need for powerful CEOs 
with experience in dynamic environments for firm survival while the board is also 
powerful to support strategic reorientation. 

LITERATURE REVIEW

Strategic choice/strategic change

Early theorists proposed that strategic change is a key element for successful 
organizational entrenchment (Barker & Duhaime, 1997; Stacey, 1995; Schendel, 
Patton, & Riggs, 1976; Hofer & Schendel, 1980). If a firm is failing, apparently 
the current strategy is not working. Then, change is needed to get the firm back on 
track. Since the turn of the century, we have witnessed an ever increasing interest 
in strategic change (MacKay & Chia, 2013; Haynes & Hillman, 2010; Franken, 
Edwards, & Lambert, 2009; Lohrke, Bedeian & Palmer, 2004; Crossan & Berdrow, 
2003). Given the important role that strategic reorientations play in turnaround in 
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declining firms (Lohrke, Bedeian & Palmer, 2004), further assessment becomes 
imperative. It is necessary to examine the factors that cause organizational leaders to 
initiate change by utilizing organization’s abilities to achieve strategic reorientation. 

Various studies have supported the assertion that strategic change enhances 
performance (Hambrick & Schecter, 1983; Zajac & Kraatz, 1993) while other studies 
concluded that strategic change reduces performance (Jauch, Osborn, & Glueck, 
1980; Singh, House, & Tucker, 1986). Still others, such as Zhang and Rajagopalan 
(2010), found that the relationship between strategic change and performance is 
not linear. In fact, the authors postulated that, “The level of strategic change in the 
pattern of resource allocation will have an inverted U-shaped relationship with firm 
performance” (Zhang & Rajagopalan, 2010, p.336). In other words, while low levels 
of change become an adaptive mechanism to align organizational goals with the 
environment, high levels of change strengthen the disruptive effect which in returns 
negatively impacts performance. 

When and to what extent change is needed for a failing firm is the general 
theme of this study. In the next section, we discuss the importance of strategic 
precursors that lead to change. 

Strategic Precursors

Our characterization of strategic reorientation follows that of Lant, Miliken, 
and Batra (1992) who indicate that strategic reorientation is a result of CEO turnover, 
top management team turnover, and impact of the external environment. There are 
also other precursors of change. For instance, Priem, Butler and Li (2003) consider 
consumer demand to be an impetus for strategic reorientation. While, enhancement 
of customer value perception is an important strategic move, in this paper our focus 
is on the top executive officer who initiates change as a retrenchment strategy in 
failing organizations.

The level of strategic change reflects the organization’s capabilities to 
experiment and the risk–taking aspects of the firm’s strategic choices (Carpenter, 
2000; Finkelstein & Hambrick, 1990; Zhang, 2006). An important organizational 
condition that is salient to understand the nature and magnitude of strategic change is 
executive leadership (Virany, Tushman, & Romanelli, 1992). Upper echelons theory 
states that organizational outcomes, including both strategic choices and performance 
levels, can be predicted by the top management characteristics (Hambrick & Mason, 
1984). In fact, according to Hambrick and Mason (1984), organizations are reflections 
of their upper echelons. CEO career experiences, for example, have a high impact 



Volume 34, Number 2 129

potential on organizational happenings (Greiner, Cummings, & Bhambri (2002); 
Zhang, & Rajagopalan, 2010). One concept to remember is “managerial discretion.” 
Hambrick and Finkelstein (1987) define discretion as “latitude of action” (p.369). 
The potential impact of an executive is determined by the amount of discretion he 
or she has in an organization. Finkelstein, Hambrick and Canella (2009) propose 
that environmental, organizational and personal factors determine the amount of 
executive discretion. One personal characteristic is commitment to status quo. In the 
case of a failing firm, once a new CEO is brought in, he or she would be reluctant to 
stick to the status quo. Actually, this CEO is brought in to challenge the status quo 
that is not working in the first place. Crossland & Hambrick (2011) postulate that 
“the concept of managerial discretion provides a theoretical fulcrum for resolving 
the debate about whether chief executive officers (CEOs) have much influence over 
company outcomes (p. 797).

The overall impact of the level of strategic change on an organization’s 
performance can be observed when a CEO moves from one industry to another. For 
instance, the recently retired CEO of Ford Motor Corp. was previously the CEO of 
Boeing Inc. before he joined Ford. During his reign, Ford went through an entire 
restructuring process. Commensurately, it is beneficial to note that CEO origin has a 
moderating effect on the impact of strategic change on firm performance (Zhang & 
Rajagopalan, 2010). As a side note, Barker and Mone (1998) purported that change 
in CEOs during a turnaround may lead to mechanistic shifts as new CEOs attempt 
to make decisions and take actions affecting their organizations. They found that 
“mechanistic structure shifts did restrict firms’ abilities to change their strategic 
orientations in response to decline” (Barker & Mone, 1998, p. 1227). Another finding 
of Barker and Mone (1998) was that “replacing the firm’s CEO during turnaround 
attempts had conflicting and paradoxical effects on firms’ abilities to enact strategic 
reorientation” (p. 1227). New CEOs are likely to attempt to directly reorient the 
organizational strategies. For example, Ron Johnson joined J.C Penney’s as chief 
executive officer. In 2013 (17 months later), he was fired after his controversial 
attempts to change the retail chain led to a 25 percent plunge in sales (Townsend, 
2014).

To further explain our contentions, we next offer our propositions. To be 
specific, we assess the possible impact of CEO power, CEO experience, particularly 
in the case of dynamic industries, and a possible moderating effect of board power 
on these relationships.
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PROPOSITIONS

The effect of new CEO power on strategic change 

According to Carpenter (2000), strategic change is comprised of two 
components. The first one is strategic variation, which refers to change from the 
existing resource allocation structure of the firm, and the second component is 
strategic deviation, described as the shift away from the firm’s resource commitments 
determined by the industry norms. These variations and deviations are managed and 
handled by the ‘board capital’. As a strategic management concept, Hillman and 
Dalziel (2003) described board capital as the sum of the human and social capital of 
the board of directors and the board’s ability to provide resources to the organization 
to capture strategic change. One concept is that CEO power acts as an intermediary 
and moderates the relationship between board capital and strategic variation and 
deviation (Haynes & Hillman, 2010).

CEO power’s role in strategic decision making (Finkelstein, 1992, Haynes 
& Hillman, 2010; Pearce & Zahra, 1991), strategic choice (Mackay & Chia 2013; 
Quigley & Hambrick, 2012; Child, 1972), and strategic change (Krause & Semadeni 
2013; Hopkins, Mallette, & Hopkins 2013; Haynes & Hillman, 2010; Hambrick 
& Mason, 1984) to cope with internal and external sources of uncertainty are well 
documented in the literature. According to Finkelstein (1992), for organizations, 
internal sources of uncertainty are top managers and boards of directors, and major 
external sources of uncertainty include performance and institutional environments. 
Finkelstein’s (1992) study supports the upper-echelons theory and contends that 
managerial power affects the relationship between top managers and organizational 
outcomes. Golden and Zajac (2001) discussed the effect of boards on strategic 
change when CEOs have power vis-à-vis the board.

Pearce and Zahara’s (1991) typology relating to CEO-Board power 
relationships is worthy of noting. In that study, the authors discuss four different 
types of CEO power/board power configurations. These board types differ based 
on composition, characteristics, processes in the organization, and decision making 
styles of the members of the board. Proactive boards exercise more power and 
they are considered as true instruments of corporate governance. The board power 
exceeds the CEOs power especially when the board consists of outside directors, and 
in the case of proactive boards, the board’s impact on firm performance is positive. 
With the participative board, in decision making, the emphasis is on reaching 
consensus among directors and members of the top management team. Therefore, 
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negotiation and compromise are essential for effective control (Haynes & Hillman, 
2010). According to Haynes and Hillman (2010), “a CEO’s preferences with respect 
to strategic change prevail when the CEO is powerful vis-à-vis the board” (p.1151). 
CEOs may remain committed to the status quo because of industry’s strategic 
norms (Carpenter, 2000) and because industrywide norms reduce competitive 
uncertainty (Spender, 1989). Thus, CEOs often remain committed to past strategies 
(Datta, Guthrie, & Rajagopalan, 2002) and strategic conformity to industry 
central tendencies (Zhang & Rajagopalan, 2004) because they seek stability in the 
competitive environment. As a result, “industry effects outweigh the importance of 
adopting ‘novel strategies’ often associated with the appointment of a new CEO” 
(Haynes & Hillman, 2010, p. 1151). “Newly appointed CEO’s are known for their 
proclivity for change, (however) if the CEO is from the firm’s own focal industry, 
the mandate for change is overridden by the mandate to conform to industry norms” 
(Haynes & Hillman, 2010: 1151). 

Another factor which can impact the level of strategic change is career variety 
of new CEOs. Crossland, Zyung, Hiller & Hambrick (2014) suggest that CEOs with 
high career variety tend to sponsor rapid change and increased strategic uniqueness 
so that strategic reorientation is more immediate and transformative. 

While CEOs may tend to follow the status quo and the industry norms in 
the case of a powerful CEO, it depends on the strategic choices required by the 
organization. In such a case, the CEO’s preference for industry norms will impact 
the strategic change/reorientation and may decide the position of the organization 
in the industry. This is aligned with Hambrick and Finkelstein’s (1987) managerial 
discretion concept. The CEO is considered the personification of strategic leadership 
and is pivotal to the success or failure of an organization (Finkelstein & Hambrick, 
1996). 

CEOs from the outside are sometimes preferred over the inside CEOs 
succession during the time of performance turnarounds because they can bring in 
fresh perspectives and new skills and they may be more willing to question existing 
practices and initiate major changes (Kesner & Sebora, 1994). However, various 
studies have found that outside CEOs are generally less able to have positive effects 
on firm performance (Greiner, Cummings, & Bhambri, 2002; Shen & Cannella, 2002; 
Wiersema, 2002). This relates to the disruption and organizational chaos that is often 
created by the hiring and onboarding of an outsider as the CEO. Such disruption 
often impedes any rapid turnaround efforts of a new outsider CEO. Another problem 
is that “Outsiders are less familiar with an organization’s particular routines and 
competencies and thus are more likely to either ignore or even challenge these 



132 Journal of Business Strategies

competencies” (Zhang & Rajagopalan, 2004: 6). Strategic change may be required 
when there is shift in the dynamics of competitive advantage for an industry as a 
result of technological breakthroughs that favor new rivals, global changes in labor 
arbitrage, change in cost structure, or new competitors entering markets from other 
industries. Some of the changes are instigated by regulatory upheaval, such as the 
structural changes to the U.S. healthcare market set in motion by the Affordable Care 
Act. Virtually every CEO of a hospital system in the U.S. is confronting a major 
disruption to its business model as a result (Irwin, Topdjian, & Ashish, 2013). 

Quigley and Hambrick (2012) posit that the retention of the former CEO as 
board chair restricts a successor’s discretion, thereby diminishing the new person’s 
ability to make changes and thereby decreasing the new CEO’s potential to greatly 
alter the firm’s performance. Hambrick and Finkelstein (1987) first used the term 
‘managerial discretion’ and defined it as top management having latitude (flexibility) 
in their strategic choice and decisions in organizations. Rajagopalan and Finkelstein 
(1992) and Finkelstein and Boyd (1998) further concluded that the greater the 
level of discretion, the greater the amount of compensation paid to CEOs. Strategic 
orientation, environmental change, and reward systems in managerial discretion 
ultimately affect firm performance. The task environment, the organization, and the 
managerial capabilities of the CEO are the main determinants for CEO compensation 
and the discretion emanating from them (Hambrick & Finkelstein, 1987; Finkelstein 
& Boyd, 1998). The CEOs who stay on as board chair are often committed to their 
prior decisions (Hambrick, Geletkanyez, & Fredrickson, 1993; Quigley & Hambrick, 
2012). Researchers have studied factors that affect managerial discretion (Crossland 
& Hambrick, 2011; Finkelstein & Boyd, 1998). Hambrick and Finkelstein (1987) 
introduced the concept (theoretical construct) of managerial discretion to bridge 
the gap between two views about how top executive influence their organization 
so that they are either “inertial or highly adaptive” (p. 369). Variation in managerial 
discretion could potentially be used to assess the suitability of the inertial and 
strategic-choice views. The polar extremes of executives are described by Hambrick 
and Finkelstein (1987) as “the Titular Figurehead and the Unconstrained Manager” 
(p. 369). 

We propose that, for new CEOs in failing firms, power is a critical ingredient 
for CEO and firm survival. Turnarounds in failing firms cannot be expected as a 
result of simply changing CEOs. While the bases of CEO power may vary, the 
results of CEO power are more predictable. In a recent study, Berns and Klarner 
(2017) reported that, contender CEOs, those who arrive after the current ones are 
forced to leave, are more likely to initiate change and likely to succeed. In addition 
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that, Dowell and Shackell (2011) reported increased probability of survival with 
greater CEO power. We consider managerial discretion as being the foundation for 
CEO power, and in return propose that, CEO changes in failing firms can only be 
successful if the new CEO is powerful as stated in the following proposition: 

Proposition 1. CEO changes in failing firms can only increase the 

chances of firm survival if the new CEO is powerful.

Various scholars and researchers such as Finkelstein (1992); Nelson (2003); 
Fischer and Pollock (2004); and Mackey (2008) further added to the extant literature 
that the strong position of the CEO in the firm improves the survival prospects of 
the organization. Finkelstein (1992) and Fisher and Pollock (2004), for instance, 
observed that the independent position of the CEO in an organization positively 
affecting the survival prospects for firms facing significant financial distress. 
Powerful CEOs will have more impact in an environment that is characterized by 
low munificence and high uncertainty. Such environments offer less with too many 
unknowns that requires a power source to hold the company together by initializing 
radical moves to cope up with such windy conditions. Position of the CEO gives 
him/her an ability to take extreme decisions (Adams, Almeida, & Ferreira, 2009). 
These extreme decisions change the firm’s strategy and in return have an impact on 
firm’s survival (Dowell, Shackell, & Stuart, 2011). Wielding power may not have 
much impact during periods of organization stability and success. However, as the 
organization is failing, the CEO capability to utilize power becomes more significant. 
When an organization faces financial problems, internal or external environmental 
turbulence and other issues of distress, it is advantageous to have a powerful CEO 
who can use that power to avoid the stigma of failure and increase the probability of 
success by making radical decisions. Dowell, Shackell, and Stuart (2011) concluded 
that the greater the level of financial distress, the more the CEO power decreases the 
probability of failure. 

Research has documented that firms experience many radical changes in 
systems, governance mechanisms, and business cycles due to change in CEO power 
(Boone, Field, Karpoff, & Raheja, 2007). Firms which are not in equilibrium due 
to internal or external changes need new governance mechanisms; and failing firms 
need changes in governance mechanisms to significantly increase their prospect of 
survival (Dowell, Shackell, & Stuart, 2011). For firms facing a crisis, the powerful 
CEOs are beneficial. They respond faster to the environmental factors and enact 
necessary changes as required for the firm’s survival and sustenance (Dowell, 
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Shackell, & Stuart, 2011; Boyd, 1995; Finkelstein & D’Aveni, 1994). Powerful CEOs 
have a greater incentive to maintain their reputation as a successful CEO rather than 
bearing the stigma as having had more responsibility for the firm’s failure (Sutton & 
Callahan, 1987). Their association with the failure stigmatizes CEOs of failed firms 
(Semadeni, Cannella, Fraser, & Lee, 2008). The actions of top management and 
boards have a direct and profound impact on corporate strategy (Haveman, 1993). In 
short, the failing firm needs powerful CEOs and they tend to initiate radical change 
to turn the company around. 

The above discussion leads to the below proposition:

Proposition 2. New powerful CEOs of failing firms are more inclined 

to execute radical change.

Impact of new CEOs from dynamic industries 

Dynamism is about the stability of the environment in which the firm operates. 
If changes are taking place rapidly in the environment, due to uncertainty, strategic 
decision makers’ jobs become even more complicated (Dess & Beard, 1984). In 
such a turbulent atmosphere, the CEO is challenged to deal with constant change 
(Galbraith, 1979; Wholey & Brittain, 1989). Such an environment turns planning 
into a more complicated task (Aldrich, 1979). For instance, it has been documented 
that managers operating in such environments are expected to implement broader 
ranges of strategic options (Carpenter & Westphal, 2001; Karaevli, 2007). 

If a CEO is experienced to deal with turbulence, a major characteristic of 
environmental dynamism, he or she can carry that experience forward to manage 
firms in similar situations. By nature, firms that are failing deal with tremendous 
amount of turbulence. Thinking about the internal routines in failing firms and their 
apparent failure to deal with the external environment, a CEO who is well equipped 
with how to deal with turbulence and is willing to use managerial discretion, might 
be a source of competitive advantage from a resource based view (Barney, 1991). 
In other words, the CEO’s social and human capital becomes an important resource 
for a failing firm so the chances of survival increase. Hence, we offer the following 
proposition:

Proposition 3. New CEOs with experience in dynamic industries will 

increase the chances of survival for failing firms.
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Moderating role of board power

Upper-echelons theory highlights that organizational outcomes are affected 
by the performance of their top managers (Hambrick &Mason, 1984) and also 
posits that top management people have to have managerial discretion in strategic 
decision making. Some top managers will have more discretion compared to others 
depending on the type of organization; hence, managerial characteristics may not 
always be predictive of organizational outcomes (Finkelstein & Hambrick, 1990). 
Finkelstein and Hambrick (1990) concluded that “(1) Organization with long-tenure 
teams exhibit organizational performance that closely adheres to industry averages, 
while short-tenure teams are associated with deviations in performance levels; (2) 
Top management-team tenure is more strongly related to strategies and performance 
in high discretion organizations (within an industry) than in low-discretion 
organizations” (p.489). 

Moving on to Pearce and Zahra (1991) typology of board versus executive 
power, participative type boards, which signifies both parties to be powerful, is the 
best configuration for organizational outcomes. Thinking about failing firms and the 
argument we made previously regarding the need for powerful CEOs and the use 
of managerial discretion, the other major player of the dominant coalition, board of 
directors, should enhance the impact of CEOs power on organizational outcomes, 
which in the case of failing firms refers to chances of survival. 

Looking at prior research, several studies assessed the possible moderating 
effect of CEO power on the relationship between board and organizational outcomes. 
For instance, Combs, Ketchen, Perryman and Donahue (2007) proposed that CEO 
power interacts with board composition and firm performance. In a more recent 
study, Chen (2014) proposed that board capital and R&D intensity relationship is 
positively moderated by CEO power. Haynes, Campbell and Hitt (2014) on the other 
hand, demonstrated the need for powerful boards to minimize the effect of CEO 
greed while forcing the powerful CEO to work better which then translates into 
better organizational outcomes. To our knowledge, previous studies did not look 
at the possible moderating effect of board power on CEO power and firm survival 
relationship in the case of failing firms. If the CEO is expected to be powerful, 
particularly in the case of failing firms, paring him or her with a powerful board would 
not only result in more efficient strategic decision making process but also enhance 
the current corporate governance structure. We offer the following proposition to be 
further tested by empirical data:
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Proposition 4. The relationship between powerful CEOs and increased 

chances of survival will be moderated by board power such that the more 

powerful the board, the greater the chances of firm survival.

CONCLUSIONS AND RECOMMENDATIONS
When organizations are failing, the prevailing judgment seems to be “Change 

the CEO and do it now.” While we agree that change is needed, we propose that 
certain features of the CEO should be in place for successful entrenchment. First of 
all, contrary to the well-known contentions of popular governance theories, such as 
agency theory, a very powerful CEO is needed for turning around the company. This 
power is the source for challenging the status quo. If a firm is failing, radical change 
is needed and this change can only happen through dramatic moves impacting the 
current company structure. Only a powerful CEO can do that. In other words, a CEO 
who is willing to exercise discretion, can make an impact as urgently needed for a 
failing firm. In addition, we consider CEO’s experience with dynamic industries 
to be a determinant factor. In dynamic environments, there is too much turbulence 
that requires the upper echelons to be on edge all the time. The situation of a failing 
firm is not very different regardless of the environment in which it operates. Hence, 
a CEO with knowledge of how to deal with turbulence is more likely to change 
the picture for a failing firm. Finally, we proposed a possible moderating effect of 
board power on the relationship between powerful CEO and chances of survival. We 
believe that a powerful board will complement the overall entrenchment strategy 
developed by a powerful CEO. Besides, governance mechanisms would work better 
with such a pairing. 

All of these propositions are testable with empirical data. Future researchers 
may consider utilizing secondary data sources to verify our propositions. Also, we 
believe that our propositions have both practical and theoretical implications. From 
a theoretical perspective, we contend that CEO being highly powerful is not such a 
bad thing in the case of failing firms. This is a challenge to some of the fundamental 
theories of corporate governance. In addition the need for experience with dynamic 
industries is consistent with the configurations view. Positive impact of the use 
of managerial discretion and the presence of a powerful board are also consistent 
with some of the seminal work in corporate governance literature. From a practical 
perspective, our recommendation to failing firms is to bring in a powerful CEO 
with experience in dynamic industries, then pair the new executive with a powerful 
board, and wait for him/her to implement change to save the failing firm.
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In this paper, we offer four propositions to be considered and tested by future 
researchers. It is natural for firms to go down. However, in many instances some of 
these firms can be saved by having the right people in place. Determining who might 
be the right person has always been an area of interest for organizational researchers. 
With this study, we aimed to contribute to this long-time ongoing discussion. 

REFERENCES
Adams, R., Almeida, H., & Ferreira, D. 2009. Understanding the relationship 

between founder–CEOs and firm performance. Journal	of	Empirical	Finance,	
16(1): 136-150.

Aldrich, H.E. 1979. Organizations	 and	 Environments. Englewood Cliffs, NJ: 
Prentice Hall.

Arogyaswamy, K., Barker III, V. L., & Yasai-Ardekani, M. 1995. Firm Turnarounds: 
An Integrative Two-Stage Model. Journal of Management Studies, 32: 493-525.

Barker III, V. L., & Duhaime, I. M. 1997. Strategic Change in the Turnaround Process: 
Theory and Empirical Evidence. Strategic	Management	Journal, 18(1):13-38. 

Barker III, V. L., & Mone, M. A. 1998. The Mechanistic Structure Shift and Strategic 
Reorientation in Declining Firms Attempting Turnarounds. Human	Relations,	
51(10):1227-1258.

Barney, J. 1991. Firms resources and sustained competitive advantage. Journal of 
Management, 7: 99-120.

Berns, K., & Klarner, P. 2017. A review of the CEO succession literature and a future 
research program. Academy	of	Management	Perspectives, 31: 83-108. 

Baum, J.R., & Wally, S. 2003. Strategic decision speed and firm performance. 
Strategic	Management	Journal, 24: 1107-1129.

Boone, A.L., Field, L.C., Karpoff, J.M., & Raheja, C.G. 2007. The determinants 
of corporate board size and composition: An empirical analysis, Journal of 
Financial	Economics, 85(1): 66-101.

Bourgeois, L.J. 1984. Strategic management and determinism, Academy	 of	
Management	Review,	9(4): 586-596.

Boyd, B. K. 1995. CEO duality and firm performance: A contingency model. 
Strategic	Management	Journal,	16: 301–312. 

Burns, T., & Stalker, G. M. 1961. The	Management	of	Innovation.	London: Tavistock.
Carpenter, M.A. 2000. The price of change: the role of CEO compensation in strategic 

variation and deviation from industry strategy norms. Journal of Management, 
26: 1179–1198.



138 Journal of Business Strategies

Carpenter, M.A., & Westphal, J.D. 2001. The strategic context of external network 
ties: Examining the impact of director appointments on board involvement in 
strategic decision making. Academy	of	Management	Journal.	4(4): 639-660.

Chen, H. L. 2014. Board Capital, CEO Power and R&D Investment in Electronic 
Firms. Corporate	Governance:	An	International	Review. 22(5): 422-436.

Child, J. 1972. Organizational structure, environments and performance: The role of 
strategic choice. Sociology,	6: 1-22.

Combs, J. G., Ketchen, D. J., Perryman, A. A., & Donahue, M. S. 2007. The 
Moderating Effect of CEO Power on the Board Composition–Firm Performance 
Relationship. Journal Of Management Studies, 44(8): 1299-1323.

Crossan, M. M., & Bedrow, I. 2003. Organizational Learning and Strategic Renewal. 
Strategic	Management	Journal,	24(11):1087-1105. 

Crossland, C., & Hambrick, D.C. 2011. Differences in managerial discretion across 
countries: How nation-level institutions affect the degree to which CEOs matter, 
Strategic	Management	Journal, 32: 797-819.

Crossland, C., Zyung, J., Hiller, N., & Hambrick, D.C. 2014. CEO career variety: 
Effects on firm-level strategic and social novelty, Academy	 of	 Management	
Journal, 57(3): 652-674.

Daily, C.M., & Dalton, D.R. 1995. CEO and director turnover in failing firms: An 
illusion of change? Strategic	Management	Journal,	16: 393-400.

Dalton, D. R., Daily, C. M., Ellstrand, A. E., & Johnson, J. L. 1998. Meta-Analytic 
Reviews of board composition, leadership structure, and financial performance. 
Strategic	Management	Journal,	19: 269–290.

Dalton, D. R., Hitt, M. A., Certo, S. T., & Dalton, C. M. 2007. The fundamental 
agency problem and its mitigation: Independence, equity, and the market for 
corporate control. In J. P. Walsh & A. P. Brief (Eds.), Academy	of	Management	
annals, 1: 1–64. Essex, UK: Routledge.

Datta, D.K., Guthrie, J.P., & Rajagopalan, N. 2002. Different industries, different 
CEOs? A study of CEO career specialization, Human	Resource	Planning, 25(2): 
14-25.

Dess, G.G. & Beard, D.W. 1984. Dimensions of Organizational task environments, 
Administrative	Science	Quarterly, 29(1): 52-73.

DiMaggio, P.J., & Powell, W.W. 1983. The Iron Cage Revisited: Institutional 
Isomorphism and Collective Rationality in Organizational Fields. American	
Sociological	Review, 48(2): 147–160.



Volume 34, Number 2 139

Dowell, G.W.S., Shackell, M.B., & Stuart, N.V. 2011. Boards, CEOs, and surviving 
a financial crisis: Evidence from the internet shakeout, Strategic	Management	
Journal, 32: 1025-1045.

Favaro, K. Karlson, Per-Ola, & Neilson, G. L. 2014. The Lives and Times of the 
CEO. Strategy + Business Magazine, Issue 75: 1-18. Retrieved online from 
http://www.strategy-business.com/article/00254?pg=all#ceo_turnover.

Finkelstein, S. 1992. Power in top management teams: Dimensions, measurement, 
and validation. Academy	of	Management	Journal,	35(3): 505-538.

Finkelstein, S., & Boyd, B.K. 1998. How much does the CEO matter? The Role 
of Managerial Discretion in the Setting of CEO Compensation. Academy	 of	
Management Journal, 41(2): 179–199.

Finkelstein, S., & D’Aveni, R.A. 1994. CEO Duality as A Double-Edged-Sword: 
How Boards of Directors Balance Entrenchment Avoidance and Unity of 
Command. Academy	of	Management	Journal,	37(5): 1079–1108.

Finkelstein, S., & Hambrick, D. C. 1990. Top-management team tenure and 
organizational outcomes: the moderating role of managerial discretion. 
Administrative	Science	Quarterly, 35: 484–503. 

Fischer, H.M., & Pollock, T.G. 2004. Effects of social capital and power on surviving 
transformational change: The case of initial public offerings. 47(4): 463-481.

Franken, A., Edwards, C., & Lambert, R. 2009. Understanding the critical 
management elements that lead to success. California	Management	 Review,	
51(3): 49-73.

Fredrickson, J.W., & Mitchell, T.R. 1984. Strategic decision processes: 
Comprehensiveness and performance in an industry with an unstable 
environment. Academy	of	Management	Journal.	27(2): 399-423.

Galbraith, J.R., & Nathanson, D.A. 1979. The	Role	of	Organizational	Structure	and	
Process	in	Strategy	Implementation. Little Brown: Boston, MA. 

Garg, V.K., Walters, B.A., & Priem, R.L. 2003. Chief executive scanning emphases, 
environmental dynamism, and manufacturing firm performance, Strategic	
Management Journal, 24: 725-744.

Gilley, K.M., McGee, J.E., & Rasheed, A. 2004. Perceived environmental dynamism 
and managerial risk aversion as antecedents of manufacturing outsourcing: The 
moderating effects of firm maturity, Journal of Small Business Management, 
42(2): 227-133.

Gilley, K.M., & Rasheed, A. 2000. Making more by doing less: An analysis of 
outsourcing and its effects on firm performance, Journal of Management, 26(4): 
763-790.



140 Journal of Business Strategies

Golden, B.R., & Zajac, E.J. 2001. When will boards influence strategy? Inclination 
X power = strategic change, Strategic	Management	Journal, 22: 1087–1111.

Gordon, S. S., Stewart, J. H., Sweo, R., & Luker, W. A. 2000. Convergence versus 
Strategic Reorientation: The Antecedents of Fast-paced Organizational Change. 
Journal of Management, 26(5): 911-945.

Greiner, L., Cummings, T., & Bhambri, A. 2002. When new CEOs succeed and fail: 
4-D theory of strategic transformation. Organizational	Dynamics,	32(3): 1–17.

Hambrick, D.C., & Finkelstein, S. 1987. Managerial discretion: A bridge between 
polar views of Organizational Studies. In L. L. Cummings & B.M. Staw (Eds.) 
Research	in	Organizational	Behavior,	9: 369–406, Greenwich, CT: JAI Press. 
Reprinted in B.M. Staw, & L.L. Cummings (eds.), The Evolution and Adaptation 
of Organizations: 101-138, Greenwich, CT: JAI Press, 1990.

Hambrick, D.C., Geletkanycz, M.A., & Fredrickson, J.W. 1993. Top Executive 
Commitment to the Status Quo some tests of its determinants. Strategic	
Management Journal, 14(6): 401–418. 

Hambrick, D.C., & Mason, P.A. 1984. Upper Echelons: The Organization as a 
Reflection of its Top Managers. Academy	of	Management	Review,	9(2): 193–
206.

Hambrick, D.C., & Schecter, S. M. 1983. Turnaround strategies for mature industrial-
product business units. Academy	of	Management	Journal,	26: 231–248.

Hannan, M., & Freeman, J. 1977. The Population Ecology of Organizations, 
American	Journal	of	Sociology,	82: 929-964. 

Harris, D., & Helfat, C.E. 1998. CEO duality, succession, capabilities and agency 
theory: Commentary and research agenda, Strategic	 Management	 Journal,	
19(9): 901-904.

Haveman, H.A. (1993). Follow the leader: Mimetic isomorphism and entry into new 
markets. Administrative	Science	Quarterly, 38(4): 593-627.

Haynes, K.T., & Hillman, A. 2010. The effect of board capital and CEO power on 
strategic change, Strategic	Management	Journal,	31: 1145–1163.

Haynes, Campbell, & Hitt. 2014. When More Is Not Enough: Executive Greed and Its 
Influence on Shareholder Wealth. Journal of Management 0149206314535444.

Herman, E.S. 1981. Corporate	Control,	Corporate	Power.	New York: Cambridge 
University Press.

Hillman, A.J., & Dalziel, T. 2003. Boards of directors and firm performance: 
Integrating agency and resource dependence perspectives, Academy	 of	
Management	Review,	28(3): 383-396.

Hofer, C. W. (1980). Turnaround strategies. Journal of Business Strategy, 2(1): 19.



Volume 34, Number 2 141

Hofer, C., & Schendel, D. 1978. Strategy	Formulation:	Analytical	Concepts.	St. 
Paul, Minnesota: West Publishing.

Irwin, G. Topdjian, J., & Kaur, A. 2013. Putting an I in the Healthcare. Business 
+ Strategy, 71: 12. Retrieved online from http://www.strategy-business.com/
media/file/00167_Putting-an-I-in-Healthcare.pdf.

Jauch, L.R., Osborn, R.N., & Glueck, WF. 1980. Short term financial success in 
large business organizations: the environment-strategy connection. Strategic	
Management Journal, 1(1): 49–63. 

Karaevli, A. 2007. Performance consequences of new CEO ‘Outsiderness’: 
Moderating effects of pre- and post-succession contexts. Strategic	Management	
Journal, 28(7): 681-706.

Kesner, I.F., & Sebora, T.C. 1994. Executive succession: Past, present & future, 
Journal of Management, 20(2): 327-372.

Ketchen, D., Thomas, J.B., & Snow, J.B. 1993. Organizational configurations and 
performance: A comparison of theoretical approaches, Academy	of	Management	
Journal, 36(6): 1278-1313.

Krause, R., & Semadeni, M. (2013). Apprentice, Departure, and Demotion: An 
Examination of the Three Types of CEO-Board Chair Separation. Academy	Of	
Management Journal, 56(3): 805-826. 

Lant, T. K., Milliken, F. J., & Batra, B. 1992. The Role of Managerial Learning 
and Interpretation in Strategic Persistence and Reorientation: An Empirical 
Exploration. Strategic	Management	Journal,	13: 585-608. 

Lohrke, F.T., Bedeian, A.G., & Palmer, T.B. 2004. The role of top management 
teams in formulating and implementing turnaround strategies: A review and 
research agenda. International	Journal	of	Management	Reviews.	5/6(2): 63-90.

Mackey, A. 2008. The effect of CEOs on firm performance. Strategic	Management	
Journal.	29: 1357-1367.

Mackay, R. B., & Chia, R. 2013. Choice, Chance, and Unintended Consequences 
in Strategic Change: A Process Understanding of the Rise and Fall of Northco 
Automotive. Academy	of	Management	Journal,	56(1): 208-230. doi:10.5465/
amj.2010.0734.

Miller, R. W. 1988. Workers, Managers, and Technological Change: Emerging 
Patterns of Labor Relations. Employee	Responsibilities	&	Rights	Journal,	1(4): 
331-333. 

Mintzberg, H. 1978. Patterns in Strategy Formation. Management	Science,	24: 934–
948.



142 Journal of Business Strategies

Mintzberg, H., & Waters, J.A. 1985. Of strategies, deliberate and emergent, Strategic	
Management Journal, 6: 257-272.

Molz, R. 1985. The role of the board of directors: Typologies of interaction, Journal 
of Business Strategy, 5(4): 86-93.

Nelson, T. 2003. The persistence of founder influence: Management, ownership, and 
performance effects at initial public offering. Strategic	Management	Journal,	
24(8): 707-724.

Norburn, D., & Birley, S. 1988. The top management team and corporate performance, 
Strategic	Management	Journal,	9: 225-237.

Pearce II, J. A., & Zahra, S. A. 1991. The Relative Power of CEOs. And Boards 
Of Directors: Associations With Corporate Performance. Strategic Management 
Journal, 12(2): 135-153.

Peteraf, M., & Reed, R. 2007. Managerial discretion and internal alignment under 
regulatory constraints and change, Strategic	Management	Journal,	28: 1089–
1112.

Priem, R.L., Butler, J.E. & Li, S. 2013. Toward reimagining strategy research: 
Retrospection and prospection on the 2011 AMR decade award article, Academy	
of	Management	Review, 38(4): 471-489.

Priem, R.L., Rasheed, A.M.A., & Kotulic, A.G. 1995. Rationality in strategic 
decision processes, environmental dynamism and firm performance, Journal of 
Management, 21(5): 913-929.

Quigley, T.J., & Hambrick, D.C. 2012. When the Former CEO stays on as Board 
Chair: Effects on Successor Discretion, Strategic Change, and Performance. 
Strategic	Management	Journal,	33: 834-859. 

Schendel, D., Patton, G., & Riggs, J. 1976. Corporate Turnaround Strategies: A 
Study of Profit Decline and Recovery. Journal of General Management, 3: 3-11.

Semadeni, M., Cannella, A.A., Fraser, D.R., & Lee, D.S. 2008. Fight or flight: 
Managing stigma in executive careers, Strategic	Management	Journal,	29: 557-
567.

Shen, W., & Cannella, A. A. 2002. Revisiting the performance consequences of 
CEO succession: The impact of successor type, post succession senior executive 
turnover, and departing CEO tenure. Academy	 of	 Management	 Journal, 45: 
717–733.

Singh, J.V., House R.J., & Tucker, D. 1986. Organizational change and organizational 
mortality. Administrative	Science	Quarterly, 31: 587–611.

Spender, J.C. 1989. Industry Recipes. New York: Blackwell.



Volume 34, Number 2 143

Stacey, R. D. 1995. The Science of Complexity: An Alternative Perspective for 
Strategic Change Processes. Strategic	Management	Journal, 16(6): 477-495.

Sutton, R. I., & Callahan, A.L. 1987. The stigma of bankruptcy: Spoiled organizational 
image and its management, Academy	of	Management	Journal,	30(3): 405-436.

Townsend, M. 2014. J. C. Penney Ex-CEO Ron Johnson Didn’t Get Severance When 
He Left. Business	Week, p.1. Retrieved online from http://www.bloomberg.com/
news/2014-03-07/j-c-penney-ex-ceo-ron-johnson-didn-t-get-severance-when-
he-left.html.

Virany, B., Tushman, M. L., & Romanelli, E. 1992. Executive Succession and 
Organization Outcome in Turbulent Environments: An Organization Learning 
Approach. Organization	Science, 3: 72-91. 

Wholey. D. H., & Brittain, J. 1989. Characterizing environmental variation. Academy	
of Management Journal, 32: 867-882.

Wiersema, M. F. 2002. Holes at the top: Why CEO firings backfire? Harvard 
Business	Review,	80(12): 70–77.

Zajac, E. J., & Kraatz, M. S. 1993. A Diametric Forces Model of Strategic Change: 
Assessing the Antecedents and Consequences of Restructuring in the Higher 
Education Industry. Strategic	Management	Journal, 14: 83-103.

Zhang Y. 2006. The presence of a separate COO/president and its impact on strategic 
change and CEO dismissal. Strategic	Management	Journal, 27(3): 283–300.

Zhang, Y., & Rajagopalan, N. 2010. Once an outsider, always an outsider? CEO 
origin, strategic change, and firm performance. Strategic	Management	Journal,	
31(3): 334-346.

Zhang, Y., & Rajagopalan, N. 2004. When the known devil is better than an unknown 
god: An empirical study of the antecedents and consequences of relay CEO 
successions. Academy	of	Management	Journal, 47: 483–500.

BRIEF BIOGRAPICAL SKETCH OF AUTHORS
Dr. Sonia Taneja (PhD) is an Associate Professor of Management, in the 

College of Business at Texas A&M University-Commerce. Dr. Taneja’s primary 
research focus and publications are in the areas of strategic management and various 
other management topics from the strategic perspective such as Empowerment 
from the Gender Perspective, Crisis Management, and Management History. She 
has published in a number of scholarly peer-review journals including Journal 
of Management History, Journal of Business Strategy, International Journal of 



144 Journal of Business Strategies

Sustainable Strategic Management, Journal of Applied Business and Economics, 
and Delhi Business Review. 

Dr. Guclu Atinc is an Associate Professor of Management at Texas A&M 
University-Commerce. His research interests include corporate governance and 
research methods in social sciences. He currently serves on editorial boards of several 
national and international journals. His work appeared in numerous outlets such as 
Organizational Research Methods, Journal of Organizational Behavior, Journal of 
Business Research and Management Decision, among others. 

Dr. Mildred Golden Pryor is Professor of Management at Texas A&M 
University-Commerce where she has received many excellence awards for her 
teaching and research. She has received a number of excellence awards for her 
research from professional organizations. She also won top excellence awards 
during her 17 years in industry. Dr. Pryor has published many articles in a variety of 
scholarly journals, and she is on the editorial board for several journals. Her research 
interests include: Strategic Management, Quality Management, Leadership, and 
related topics. 


