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ABSTRACT

This paper presents a fresh perspective on chief executive officer (CEO) turnover, where 
the impact of CEO turnover on firm value is analysed based on whether the removal 
is planned or unplanned. A total of 146 announcements for ten years in Malaysia 
is examined using an event study method. The results indicate that, in general, CEO 
turnover announcements cause a significant reaction due to changes in the firm’s 
investment decisions. Specifically, a significant positive impact exists when CEO turnover 
occurs as planned. In a planned turnover, the negative news of the removal of the CEO 
is immediately minimised with the positive news of a CEO appointment, indicating the 
positive impact of establishing a CEO succession plan on firm value. This finding adds new 
knowledge to the current literature and allows policymakers to examine the establishment 
of a CEO succession policy.
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INTRODUCTION

In the past, the efficient market hypothesis (EMH) has been widely used in 
empirical studies to measure announcement effects. Fama (1970) argues that 
“the market is efficient” and therefore, “all information is reflected in the share 
price”. Despite this, Fama, Fisher, Jensen and Roll (1969) indicate that the 
share price reacts to new information that can increase a firm’s future wealth. 
In addition, Redhead (2009) reports that an investor’s decision to buy, hold or 
sell a share is influenced by elements such as “motives, knowledge, experience, 
feeling and other cognitive, emotional and social influence”. A firm’s decision 
to release new information to the market to influence an investor’s decision is 
known as “signalling theory”. Spence (1973) suggest that a firm takes advantage 
of exclusive new information from the chief executive officer (CEO) transition 
event to increase firm wealth. With reference to signalling theory, this study 
examines how a firm uses CEO transition events to control share price movement.

Over time, the issue of CEO transition has received considerable attention 
in the academic literature and consulting reports. Even though investigations of 
CEO transition have been conducted since the 1950s, but a heighten focus on  
CEO transition emerged in the 1980s (Mehrabani & Mohamad, 2011). CEO 
transition is a continuous process of changing leadership that comprises both CEO 
turnover and CEO appointment. A change of CEO is expected to have an impact 
on firm performances (Ishak, Ismail, & Abdullah, 2013). Often, the appointment 
of a new CEO is more crucial to a firm than the removal of former CEO. A new 
CEO has an impact on a firm’s sustainability and future growth. Despite this, 
most findings on CEO transition focus on CEO turnover because past studies have 
indicated that the sudden removal of a CEO influences the sustainability of the 
firm’s future performance, which is reflected in the volatility of the share price.

Statistics from PricewaterhouseCoopers (PWC, 2018) reveal the 
increasing trend of CEO turnover globally. Based on Table 1, in a period of 19 
years, the percentage of CEO turnover globally increased by 4.6 percentage point 
to 17.5%, in 2018, compared with 12.9% in 2000.

Similarly, during the same period, the planned CEO turnover rate for 
most of the region also shows an increasing trend. Even though the highest CEO 
turnover rate in 2018 is observed for Western Europe and other mature economies 
at 19.8% (increased of 9.6 percentage points from 10.2% in 2000) and 19.7% 
(increased of 9.7 percentage points from 10% in 2000), the percentage change 
is more significant for Brazil, Russia, India and China (BRIC countries) and 
other emerging economies. Overall CEO turnover rate for BRIC increased 13.5 
percentage points (from 4% in 2000 to 17.5% in 2018); meanwhile other emerging 
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economies increased 14.8 percentage points (from 1.8% in 2000 to 16.6% in 
2018). Despite this, only the United States (U.S.)/Canada show a declining trend 
at 3.2 percentage points (from 17.9% in 2000 to 14.7% in 2018). However, this 
decline in CEO turnover may be related to the measures the U.S. government 
has taken to include a CEO transition plan as part of the corporate governance 
framework. The U.S. Securities and Exchange Commission (SEC) requires all 
listed firms to disclose their CEO transition plans in their corporate governance 
framework. On 29 October 2009, the SEC issued a statement prohibiting firms 
from using Rule 14a-8(i)(7) to avoid submission of a CEO transition plan.

Table 1
Overview of CEO turnover rate by region from 2000 to 2018 (%)

Year Globally U.S./Canada Western 
Europe

Other mature 
economy BRIC Other emerging 

economy

2000 12.90 17.90 10.20 10.00 4,00 1.80

2001 10.90 13.40 8.50 11.40 1.70 1.20

2002 10.80 10.90 11.60 9.80 18.30 2.90

2003 9.80 10.10 10.10 11.00 2.90 1.90

2004 14.70 12.80 16.50 14.60 23.90 13.10

2005 15.40 16.00 15.20 16.60 4.70 8.90

2006 14.40 15.40 16.10 12.40 14.20 7.60

2007 13.80 12.70 16.50 11.50 4.30 7.30

2008 14.40 15.00 16.50 16.60 9.80 9.60

2009 14.30 12.70 15.20 17.60 11.50 11.40

2010 11.60 11.40 8.70 13.70 10.80 15.90

2011 14.20 13.60 13.70 16,60 13.80 11.30

2012 15.00 14.30 14.70 15.70 15.10 16.30

2013 14.40 13.20 12.90 15,20 18.80 13.40

2014 14.30 13.20 14.30 14.70 15.30 15.90

2015 16.60 14.30 17.90 17.90 19.10 16.70

2016 14.90 14.20 15.30 15.10 15.70 13.60

2017 14.60 13.20 14.50 14.20 17.70 14.30

2018 17.50 14.70 19.80 19.70 17.50 16.60

Note: The PWC report (PWC, 2018) is derived from 2,500 largest firms globally which is divided by region: 
U.S./Canada, Western Europe (Austria, Belgium, Denmark, Finland, France, Germany, Guernsey, Ireland, Italy, 
Jersey, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom); other 
mature economy (Argentina, Australia, Bahrain, Chile, Czech Republic, Hong Kong, Hungary, Japan, New 
Zealand, Poland, Korea), BRIC (Brazil, Russia, India, China) and other emerging economy (Egypt, Kazakhstan, 
Mexico, Nigeria, South Africa, Turkey, Vietnam).
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In recent times, Malaysia’s corporate world has been flooded with a series 
of news reports on the sudden exit of various CEOs. The prominent exit news 
has included coverage of the sudden death of YTL CEO in 2017 (Lopez, 2017), 
the sudden resignation of two Malaysian Airlines System (MAS) CEOs in 2016 
and 2017 (Tay, 2016; Yunus, 2017), the departure of Telekom Malaysia Berhad 
(TM) CEO in 2018 (Zainul, 2018), D’nonce Technology Berhad (D’nonce) in 
2019 (Zainul, 2019) and Malaysia Airport Holding Berhad (MAHB) in 2020 
(Yusof, 2020), the suspension of FGV Holdings Berhad (FGV) CEO in 2018 
after the investigation of the firm’s financial loss (Dhesi, 2018), as well as the 
removal of several CEOs due to political change in Malaysia, such as Permodalan 
Nasional Berhad, Khazanah Nasional Berhad and Armed Forces Fund (LTAT) 
(Kaur & Tan, 2018). All these announcements had an immediate impact on the 
firms’ share price. For example, the share price of TM rose 26 sen to RM3.99 
(Murugiah, 2018) while; FGV shares closed four sen or 2.58% lower at RM1.51 
(Dhesi, 2018). D’nonce shares traded down three sen or 7.32% at 38 sen (Zainul, 
2019) and MAHB shares dropped 2.91% to RM7.34 despite the appointment of 
an interim CEO (Yusof, 2020). To minimise these impacts on a firm, the board of 
directors takes major responsibility in selecting a CEO who matches the current 
performance objectives of the firm as well as the firm’s competitive surroundings 
(Khazanah Nasional Berhad, 2006).

Even though the Malaysian government through the Putrajaya 
Committee for GLC High Performance launched the green book (Enhancing 
Board Effectiveness) under the GLC Transformation Programme to address the 
CEO transition plan and the issue of sudden CEO removal (Khazanah Nasional 
Berhad, 2006), this policy is not mandatory and applies only to government-
linked companies. In addition to the green book, the Ministry of Finance has 
also established a guideline for the board appointed by the Ministry of Finance 
Incorporated (MOF Inc), to recommend a CEO transition plan to the board. 
Nevertheless, this guideline is limited to MOF Inc companies. The Minority 
Shareholder Watch Group (MWSG, 2017) has reported that only one-fifth of the 
top 100 firms listed in Bursa Malaysia in the year 2016 have adopted a proper CEO 
transition policy. Meanwhile, the Associated Chinese Chambers of Commerce 
(ACCCIM) Family Business Survey Report 2018 (ACCCIM, 2019) shows 
that only 13% of family-owned firms have a robust and documented transition 
plan, while 24% do not think having such a plan as a priority. About 63% of the 
respondents claim to have established an informal plan or to be thinking about 
doing so but have not documented the plan. Failing to establish a CEO transition 
plans causes a delay in the CEO selection process, which leads to business risk 
(O’Brien & Ferris, 2010), as well as court battles, especially in family-owned 
businesses (Lopez, 2017). Since a change in CEO influences the firm’s future 
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performance, the firm should give high priority to the succession planning process 
as highlighted by Ishak et al. (2013).

Thus, using 146 announcements from Bursa Malaysia from 2007 to 
2016, this study examines the relationship between announcements’ effects 
and changes in the share price in the emerging market of Bursa Malaysia. This 
study investigates investors’ reaction based on the planned or unplanned CEO 
turnover signal that the firm send. The result is expected to add knowledge to 
prior findings on the CEO turnover and make way for policymakers to re-examine 
the establishment of a CEO succession policy, especially in an emerging market.

LITERATURE REVIEW

According to Ahmad, Hassan and Jaffar (2016), based on 105 announcements 
of CEO turnover in Malaysia during 2008–2014, CEO turnover has no effect 
on share price, especially for the short event window. This finding is consistent 
with Warner, Watts and Wruck’s (1988) findings on 269 firms in the U.S. from 
1963–1978. According to the study, CEO transition has no impact on share price 
unless the CEO is removed by force. Removal by force is an unanticipated event 
that sends a negative signal to the market. According to Denis and Denis (1995), 
forced resignation causes a large and significant decline in a firm’s operating 
performances.

Most often, removal of a CEO by force occurs due to a corporate scandal 
or a firm’s financial condition (Ertugrul & Krishnan, 2011). However, Jenter 
and Kanaan (2015) explain that the reason to terminate a CEO after bad firm 
performance involves factors beyond the firm’s control. According to Denis and 
Denis (1995), forced removal (by resignation) is rare and occurs due to external 
factors such as block-holder pressure and takeover attempts rather than normal 
board monitoring. Based on Adams and Mansi’s (2009) observation of CEO 
turnover for 1973–2000, removal of a CEO results in lower bondholder value 
depending on the type of turnover, the successor’s origin as well as the riskiness 
of the firm’s debt. If removal occurs due to wrongdoing, Pukthuanthong, Ullah, 
Walker and Wu (2017) indicate that a delay in removing the CEO causes a 
negative abnormal return on the day of the announcement because the delay in 
resignation causes an investor to lose confidence in the firm due to ineffective 
corporate governance and supervision mechanisms. Therefore, with respect to 
the announcement of CEO turnover between 1990 and 1995, Dedman and Lin 
(2002) highlight that firms in the United Kingdom generally do not announce 
the departure of top executives, especially if they are dismissed or leave to take 
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another position because such a departure represents a financial risk to a firm;  
it may also cause a higher chance of failure in the future.

Apart from the reason for turnover, some scholars have found that CEO 
turnover also has a negative relationship with firm performance for a family-
owned business. According to Tsai, Hung, Kuo and Kuo (2006), based on 304 
listed firms in Taiwan, CEO turnover is lower in a family-owned business, and 
CEO removal has a negative impact on firm performance. In some cases, CEO 
removal causes a mixed reaction. According to Ishak and Latif (2012), based on 
247 announcements in Malaysia throughout 2008–2010, the share price reacts 
positively prior to (0.91%, 0.7%) and on the day of announcements (0.56%, 
0.157%) but negatively on the day after announcements (–0.32%, –0.6%) using 
Market Model (MM) and capital asset pricing model (CAPM) estimations, 
respectively. According to Suchard, Singh and Barr (2001), a positive reaction 
before the announcement occurs because the removal of an inefficient CEO in 
a poor-performing firm can potentially improve the firm’s future performance, 
while a negative reaction during the post-transition period implies a higher 
probability of strategic changes and uncertainty regarding the firm’s future cash.

Meanwhile, some scholars have viewed CEO turnover as having a positive 
return. For example, based on 135 announcements in Malaysia throughout 2002–
2008, Hassan, Jaffar and Rosly (2016) found that CEO turnover had a positive 
impact on the stock market before (2.10%), during (2.41%) and after (3.11%) 
the announcement of CEO turnover. Hassan et al.’s (2016) study is consistent 
with Cools and Praag’s (2007) study on 343 CEO turnovers in the Netherlands in 
1991–2000. The authors clarify that CEO turnover has a positive impact before 
(0.01%), during (0.21%) and after (0.26%) the event announcement.

A positive reaction is also observed for planned CEO turnover. Based on 
findings by Lambertides (2009) on 202 firms in the United States for December 
2001 and February 2006, removal of the CEO through retirement, as opposed to 
an exit caused by a sudden death or illness, seems to have no direct effect on the 
long-term performance. This finding is similar to that of Denis and Denis (1995), 
who report that the removal of a CEO through retirement is usually followed 
by small increases in operating income but a slightly higher incidence in post-
turnover corporate control activity.

Apart from the removal of a CEO through retirement, a positive reaction 
is also observed when the removal of a CEO is unanticipated. According to Rhim, 
Peluchette and Song (2006), the market responds positively to an unanticipated 
turnover (0.9241%) compared to an anticipated turnover (about 0.2249%). Kang 
and Shivdasani (1996) observe that CEO transition increased from 0.52% to 



Impact of CEO Succession Policy

133

1.02% when turnover was by force compared to voluntary turnover at 0.40%. 
This is similar to Huson, Parrino and Starks’ (2001) findings, which indicated that 
abnormal returns increased from 0.50% to 2.02% when removal was by force.

As explained earlier, CEO transition is a process of change in leadership, 
involving both the appointment and turnover of a CEO. However, CEO transition 
is mostly referred to as CEO turnover. Warner et al. (1988) describe CEO transition 
as an event that occurs due to “redesignation, retirement, no reason, control change, 
death, and poor performance, take other position, policy difference, health, fired 
and others”. Since the definition of CEO turnover is oversimplified, Farrell and 
Whidbee (2003) and Allgood and Farrell (2000) classify CEO turnover as an 
event that occurs as “voluntary” or “by force”. This definition is driven by the 
EMH, which emphasises the timing of the information released. A surprising 
event is expected to result in a more significant reaction. According to Farrell and 
Whidbee (2003) and Allgood and Farrell (2000), voluntary events occur due to 
“retirement, normal management succession, death, or illness, or those involving 
CEO’s departure for a prestigious position elsewhere, meanwhile, forced 
removal occurs due to resignations, pressure from the board of directors, pressure 
from outside block-holders, pressure from bank lenders, policy or personality 
disagreements, demotion, being fired, scandal, poor performance, bankruptcy, 
and reorganisation”.

Similarly, Lambertides (2009) classifies CEO turnover as an “initiated” 
event. An event initiated by the CEO is similar to a voluntary event, while an 
event initiated by a board of directors is a forced event. However, some events 
classified as voluntary occur unexpectedly, beyond the CEO’s control. Thus, 
Rhim et al. (2006) reclassify CEO turnover as “anticipated” or “unanticipated”. 
The “anticipated” classification includes events such as “retirement, meanwhile 
unanticipated classification includes event caused by death, health, the poor 
performance of a firm, legal problems, forced resignation and other personal 
reasons of the predecessor, merger/acquisition-related, and restructuring/
reorganisation of a firm” (Rhim et al., 2006).

In the past, many scholars have used this classification as a point of 
reference to investigate the impact of CEO transition on the share price. The 
different classification of the CEO turnover will influence the findings. The different 
reason for CEO turnover also has a different implication for the share price. For 
example, Farrell and Whidbee (2003) and Allgood and Farrell (2000) classify 
retirement as a “voluntary” event while Rhim et al. (2006) classify retirement 
as “anticipated”. However, unless this retirement is based on a CEO transition 
plan, removal of the present CEO will have an impact on the firm performance 
if the firm fails to appoint a successor. Thus, this study will consider the planned 
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CEO transition as any removal of a CEO that occurs simultaneously with the 
appointment of new CEO because past findings have indicated that investors react 
positively when the announcement of CEO turnover is immediately followed with 
the announcement of a new CEO.

Based on Hambrick and Mason’s (1984) model for upper echelon 
characteristics, CEO characteristics do not have an impact on share price unless 
moderated with policy measures. By adopting a proper CEO transition plan, the 
impact of the CEO’s sudden removal can be minimised. However, if a firm has 
established an informal CEO transition plan but fails to identify a successor, not 
announcing the changes simultaneously may lead to a reduction in the firm’s 
future wealth. Based on the above arguments, in general, the following hypothesis 
is tested:

Hypothesis:	 A significant positive relationship exists between a 
planned CEO turnover and share price reaction.

DATA AND METHODOLOGY

The overall data for CEO transition includes 354 announcements, with turnover 
accounting for 146; after removal of outliers, the data include 124 announcements. 
Based on Table 2, Panel A, the highest percentage of CEO removal is in 2008 and 
2015 at 13.7% each. In Panel B, the highest percentage of CEO turnover occurs 
in the trading and services sectors at 26.6%. Meanwhile, when the turnover is 
observed by classification, planned turnover accounts for 74.2% while unplanned 
turnover is 25.8%. For unplanned CEO turnover, the data for CEO turnover are 
reduced from 109 announcements to 92 due to significant outliers. Meanwhile, for 
planned CEO turnover, the data are extracted from the simultaneous announcement 
and reduced from 74 announcements to 32.

This study follows the usual event study method, where the reaction of 
investors is based on the movement of the share price, which is calculated using 
the abnormal return. The abnormal return for firm i on day t is formulated based 
on CAPM following Nthoesane and Kruger (2014) as in Equation (1):

ARi,t = Ri,t − E(Ri,t)	 (1)

where,
ARi,t = abnormal return of firm i on day t;
Ri,t = daily return for firm i on day t;
E(Ri,t) = expected return firm i on day t, formulated based on Equation (2).
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E(Ri,t) = rf + βi(Rm,t − rf)	 (2)

where,
αi and βi are parameters using estimation period;
rf = risk-free rate (based on three (3) months Treasury bill);
Rm,t = change in the market price for firm i at the end of day t–1.

Table 2
Descriptive statistics for CEO turnover (n = 124)

Panel A: Distribution by year

Frequency %

2007 8 6.5

2008 17 13.7

2009 11 8.9

2010 8 6.5

2011 10 8.1

2012 12 9.7

2013 12 9.7

2014 14 11.3

2015 17 13.7

2016 15 12.1

Panel B: Distribution by industry

REITS 11.0 8.9

Properties 24.0 19.4

Consumer 10.0 8.1

Industrial Product 21.0 16.9

Trading and Services 33.0 26.6

Technology 10.0 8.1

plantation 4.0 3.2

Infrastructure (IPC) 0.0 0.0

Finance 9.0 7.3

Construction 2.0 1.6

Hotels 0 0.0

Panel C: Distribution by announcement

Unplanned turnover 92 74.2

Planned turnover 32 25.8
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The data are collected based on a 21-day event window, including 10 days 
prior to the announcement and 10 days after it. To obtain a clearer understanding 
of the effect of the announcement on share price, three event windows, (–10, 
+10), (–10, 0) and (0, +10), are observed. A longer event window is chosen to 
view the investor’s reaction as the investor may take time to analyse and react to 
the information regarding CEO characteristics.

This study comprises dependent, independent, moderating and dummy 
variables. The dependent variable is measured by CAAR for the event window 
(–10, +10), (–100) and (0, +10), while the independent variables are measured by 
the CEO characteristics of origin, prior experience, education, stock ownership, 
age and gender. A CEO who is younger than 45 is classified as a young CEO, 
45–55 years as a middle-aged CEO and older than 55 as an old CEO. Since this 
observation focuses on the middle-aged CEO, CEO age (AGE) is measured by 
a dummy variable using a binary scale (1 middle-aged CEO and 0 otherwise). 
Origin is categorised as an internal or external selection. An internal selection 
is the appointment of a CEO from within the firm, while an external selection is 
appointment of the CEO from industry. Origin (ORG) is measured by a dummy 
variable using a binary scale (1 internal and 0 otherwise). This study also measures 
the impact of CEO prior experience (EXP) on the firm. Thus, this study measures 
experience as prior CEO experience from industry or none based on a dummy 
variable using a binary scale (1 EXP and 0 otherwise). To investigate the impact 
of the CEO’s educational background on share price, CEO education is based on 
higher education, which is categorised as Sijil Pelajaran Malaysia (SPM) leavers, 
bachelor’s degree and master’s degree and above. Since the focus is to measure 
the impact of a highly educated CEO, CEO education (EDU) is measured by a 
dummy variable using a binary scale (1 master’s or above and 0 otherwise). Stock 
ownership (SO) is measured by a dummy variable using a binary scale (1 own 
stock and 0 otherwise). Gender is categorised as male or female. The focus of 
this study is to examine the impact of a female CEO on share price. Therefore, 
gender (GEN) is measured by a dummy variable, using a binary scale (1 female 
and 0 otherwise).

CEO transition includes independent and moderating variables, which 
are measured by a planned or unplanned transition. The CEO transition plan 
(CT) is measured by a dummy variable using a binary scale (1 planned transition 
and 0 otherwise). Meanwhile, the control variables are measured by firm 
characteristics, which include return on equity (ROE), earnings per share (EPS), 
size, leverage and sector. All the elements under the control variable have been 
widely tested prior to this and shown to have an impact on the investigation. To 
mitigate potential biases in this finding, these elements are proposed to function 
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as a control variable. Financial measurement is therefore based on valuation 
ratios such as EPS (measured by net income/average outstanding shares), ROE 
(measured by net income/total assets), firm debt (measured by leverage [total 
liabilities/total assets] and firm size (SIZ), measured by the natural log of total 
assets. For industry, only two out of eleven industries are observed, which are 
trading and services and industrial product. Trading/services (TS) are measured 
by a dummy variable using a binary scale (1 if TS and 0 otherwise) as in  
Equation 3. Meanwhile, industrial product (IP) is measured by a dummy variable 
using a binary scale (1 if IP and 0 otherwise).

The regression analysis is measured using four steps. Step 1 is to examine 
the impact on the control variable, which includes the firm characteristics as in 
Equation 3; Step 2 includes the type of turnover as an independent variable as in 
Equation 4 and Step 3 adds in CEO characteristics as an additional independent 
variable as in Equation 5.

CTOi = αi + β1EPSi + β2ROEi + β3LEVi + β4SIZEi + β5IPi  
+ β6TSi + ei 	 (3)

CTOi = αi + β1TOTi + β2EPSi + β3ROEi + β4LEVi + β5SIZEi 
+ β6IPi + β7TSi + ei 	

(4)

CTOi = αi + β1TOTi + β2EPSi + β3ROEi + β4LEVi + 
β5SIZEi + β6IPi + β7TSi + β8AGEi + β9ORGi  
+ β10EDUi + β11EXPi  + β12OSi + β13GENi + e

(5)

where,
CTO	 =	 CEO turnover [measured by CAAR for the event window (−10, 10), 

(10, 0) and (0, 10)]
TOT	 =	 Type of turnover (measured by dummy variables, 1 if planned turnover 

and 0 otherwise)
ROE	 =	 Return on equity [Net income/Total asset] 
Lev	 =	 Leverages [Total liabilities/Total asset] 
SIZE	 =	 Firm size measured by log of asset
IP	 =	 Industrial product (measured by dummy variables, 1 if industrial 

product and 0 otherwise)
TS	 =	 Trading and services (measured by dummy variables, 1 if trading and 

services and 0 otherwise)
AGE	 =	 Age (measured by dummy variables, 1 age between 45–55 and 0 

otherwise)
ORG	 =	 Origin (measured by dummy variables, 1 internal and 0 otherwise)
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EDU	 =	 Education (measured by dummy variables, 1 master’s above and 0 
otherwise)

EXP	 =	 Experience (measured by dummy variables, 1 ex-CEO and 0 otherwise)
OS	 =	 Own stock (measured by dummy variables, 1 own stock and 0 otherwise) 
GEN	 =	 Gender (measured by dummy variables, 1 female and 0 otherwise)
e	 =	 error term

FINDINGS AND DISCUSSION

Average Abnormal Return

The average abnormal return (AAR) is examined based on planned CEO turnover 
and unplanned CEO turnover as in Table 3. For planned CEO turnover, the exit 
of the CEO has a positive but insignificant impact on the stock market, before the 
announcement day at 0.68%, on day (–1) and on the event day at 0.39%, but a 
positive and significant impact at 1.6% on day (+1). The increase of AAR for the 
event window (–1, +1) observed in the plotted graph is shown in Figure 1. This 
finding follows findings by Hassan et al. (2016) and Cools and Praag (2007). Apart 
from day (+1), AAR for planned CEO turnover is also significant and positive at 
1.41% on day (+6) but negative and significant at 5.59% on day (–3) and –1.53% 
on day (+5).

Meanwhile, for an unplanned CEO turnover, the CEO exit has mixed 
results. The unplanned CEO turnover is negative and insignificant before the 
announcement at 0.17% on day (–1) and 0.1% on the event day, but positive 
and insignificant after the announcement at 0.17% on day (–1). This finding is 
consistent with Rhim et al. (2006), Kang and Shivdasani (1996) and Huson et al. 
(2001), who argue that removal of a CEO by force has a positive impact in the 
post-announcement period. For an unplanned CEO turnover, AAR is positive and 
significant at 0.51% on day (–5) before the event day and 0.65% on day (+3) after 
the event day.

Generally, investors are expected to react negatively to CEO removal, 
especially when it is sudden and unanticipated. However, as shown in Figure 1, 
a higher gain is obtained in a shorter event window for a planned CEO turnover. 
The higher gain obtained in a planned CEO turnover is the turnover based on the 
CEO transition plan, where the announcement of the CEO removal is immediately 
followed by the announcement of the appointment of a new CEO. Thus, negative 
news of the CEO removal is minimised with positive news of the appointment of 
the new CEO.
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Table 3
AAR for 21-day event window using CAPM estimation

Event day
Planned turnover (n = 37) Unplanned turnover (n = 109)

AAR Z-score AAR Z-score

−10 −0.11 −0.58 −0.02 −0.06
−9 0.23 0.43 −0.26 −0.92
−8 −0.17 −0.42 −0.51 −2.14
−7 0.39 1.04 0.63 2.0
−6 0.41 0.81 −0.93 −1.88
−5 0.02 0.05 0.51 1.75*

−4 −0.39 −0.87 −0.02 −0.07
−3 −0.59 −1.66* 0.02 0.07
−2 −0.31 −0.76 0.21 0.45
−1 0.68 1.06 −0.17 −0.61

0 0.39 0.81 −0.10 −0.29
1 1.6 1.87* 0.17 0.46
2 −0.32 −0.75 −0.34 −1.12
3 −0.17 −0.45 −0.65 −2.26*
4 −0.75 −1.11 0.19 0.68
5 −1.53 −1.70* 0.77 1.22
6 1.41 1.87* −0.32 −0.87
7 0.55 1.14 −0.39 −1.16
8 −0.28 −0.49 0.12 0.48
9 −0.09 −0.24 −0.83 –1.01

10 3.01 1.69 0.19 0.53

Note: * significant at 0.1; ** significant at 0.05; *** significant at 0.01.

Figure 1.  AAR for event window date (–10, +10) using CAPM estimation
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Cumulative Average Abnormal Return

The AAR is cumulated to observe the share price reaction in a longer event 
window. Based on Table 4, positive and significant CAAR is obtained at 3.8% and 
3.95% for the event window (0, +10) and (–10, +10), respectively, for the planned 
announcement. Meanwhile, CAAR for the announcement of an unplanned CEO 
turnover is negative but not significant for any of the event windows.

Table 4
CAAR for CEO turnover and simultaneous announcement

Event window Planned turnover (n = 37) Unplanned turnover (n = 109)

(–10, +10) 3.95 2.19** 14.84 –1.22

(–10, 0) 0.53 0.42 –0.64 –0.64

(0, +10) 3.80 2.32** –1.18 –1.06

Note: * significant at 0.1; ** significant at 0.05; *** significant at 0.01

When observing for a 21-day event window (–10, +10) as in Figure 2, 
CAAR for the announcement of planned and unplanned CEO turnover moves 
in an increasing trend. However, CAAR for planned turnover is higher than 
for unplanned turnover across the event window. The higher gain obtained at 
the removal of the CEO is followed by the positive news of the appointment of 
the successor. Thus, this signal influences the investor’s long-term investment 
decision.

Figure 2.  CAAR for 21-day event window (−10, +10) using CAPM
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Descriptive Analysis

Table 5, Panel A, focuses on a continuous variable. The mean EPS is –0.9315, with 
minimum and maximum values at –43.78 and 33.43, respectively. Meanwhile, the 
mean value for ROE is 1.3773 with a minimum and maximum value at –38.5 and 
17.46, respectively. As shown in Panel B, most of the CEOs removed are middle-
aged (52.4%), an insider (54.0%) and female (41.1%).

Table 5
Summary of the firm and CEO characteristics of CEO turnover

Panel A: Continuous variable

Mean Std. Deviation Minimum Maximum

EPS –0.9315 9.8788 –43.78 33.43
ROE 1.3773 8.8209 –38.5 17.46
Firm Size 13.2657 1.6926 9.36 18.71
Leverage 1.2226 1.8915 0.01 13.31
Age 51.0700 7.9260 32.00 77.00

Panel B: Dummy variable

Frequency %

Origin:
Internal 67 54.0
External 57 46.0

Age:
< 30 29 23.4
45–55 65 52.4
> 55 31 25.0

Experience:
Ex-CEO 28 22.6
Not ex-CEO 96 77.4

Stockownership:
Own stock 51 41.1
Do not own stock 73 58.9

Education:
Below diploma 7 5.6
Degree 82 66.1
Masters above 34 27.4

Gender:
Female 51 41.1
Male 73 58.9
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Further analysis is conducted using Pearson correlation to examine 
the relationships among CEO characteristics. Based on the Pearson correlation 
matrix table (see Table 6), EPS is highly correlated with ROE, with a coefficient 
value of 0.483, and type of turnover. Both predictors measure the firm’s financial 
performance.

Moreover, the financial performance has a positive relationship with the 
planned turnover. Firm size is positively correlated with firm performance, ROE 
and leverages with coefficient values of 0.331 and 0.334, respectively. The larger 
firm has high leverage, but also high risk. Meanwhile, being female is positively 
correlated with industrial product and origin with a coefficient value of 0.275 and 
0.245, respectively. Being female also has a positive relationship with origin and 
industrial sector. It is possible that most females appointed as CEOs are insiders in 
a family-owned business.

Regression Analysis

For robustness, CAAR is regressed against the type of turnover dummy and 
CEO characteristics. The regression analysis is conducted in two parts. In the 
first part, based on Table 7, the regression analysis is conducted separately based 
on planned CEO turnover and unplanned CEO turnover. In the planned CEO 
turnover, the announcement of CEO turnover and CEO appointment coincides. 
When the model is tested in Step 1 for the impact of firm characteristics, the model 
is significant for the event window (−10, 0) and (0, +10). However, when the 
analysis is extended to examine the impact on CEO characteristics in Step 2, the 
model is significant only for the event window (−10, 0). The significant value is 
contributed by the significant value in the several predictors; for example, origin, 
education and stock ownership are significant. All three predictors (i.e., origin, 
education and stock ownership) have a significant negative relationship with share 
price at −4.740 (t < 0.01), –6.026 (t < 0.05) and 4.221 (t < 0.01), respectively.

To better understand the planned CEO transition, it is moderated based 
on the CEO characteristics. As seen in Table 8, when the model is tested for 
the impact of firm characteristics on CEO turnover in Step 1, the model is not 
significant for any event window. However, the EPS and log of the assets have 
a positive relationship with firm value while leverage has an inverse relationship 
with firm value, though none of the predictors is significant. In Step 2, when the 
independent variable is included in the regression model, the model is significant 
only in event window (−10, +10).
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Table 7
Regression analysis for planned CEO turnover for the event window (–10, +10), (–10,0) 
and (0, +10)

(−10, +10) (−10, 0) (0, +10)

S1 S2 S1 S2 S1 S2

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Constant 27.054 25.289 −0.199 −3.939 33.237 35.384
(1.538) (1.200) (−0.032) (−0.472) (1.908) (1.934)

EPS 0.031 0.044 −0.026 0.005 0.193 0.167
(0.181) (0.237) (−0.337) (0.056) (0.949) (0.730)

ROE 0.236 0.204 −0.046 −0.171 0.100 0.209
(1.027) (0.489) (−0.533) (−0.860) (0.459) (0.669)

Firm Size −1.909 −1.882 0.130 0.530 −2.483 −2.905
(−1.349) (−1.038) (0.274) (0.665) (−1.727)* (−1.891)*

Leverage 2.268 2.211 1.385 1.106 1.350 1.583
(1.529) (1.374) (1.932)* (1.505) (0.891) (1.042)

Ind_Prod 3.176 2.430 1.997 −2.578 5.579 5.572
(0.851) (0.544) (−0.960) (−1.110) (1.585) (1.424)

Trad_Ser −4.277 −4.008 1.741 12.785 6.575 8.027
(−0.703) (−0.596) (−4.259)*** (−3.713)*** (0.910) (1.033)

Age 0.734 0.781 −0.206
(0.183) (0.334) (−0.064)

Origin −0.989 −4.740 4.009
(−0.220) (−1.739)* (0.969)

Education −5.503 −6.026 1.510
(−1.077) (−2.198)** (0.342)

Experience 4.267 1.033 3.656
(0.979) (0.375) (0.994)

Own stock 2.179 4.221 −1.593
(0.586) (1.952)* (−0.479)

Gender 2.528 3.482 −1.494
(0.702) (1.581) (−0.431)

(continue on next page)
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(−10, +10) (−10, 0) (0, +10)

S1 S2 S1 S2 S1 S2

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Coeff
t-value

Adj R2 0.113 0.176 0.317 0.442 0.181 0.230
F-value 0.689 0.800 4.078*** 2.405** 2.04* 1.006
N 64

Note: * significant at 0.1; ** significant at 0.05, *** significant at 0.01.
Dependent variables are CAARs for event window (-1,+1). The positive and negative sign indicates prior and 
posts announcement. The model would be tested in two steps. In Step 1 CAAR is regressed with different control 
variables and in Step 2, when CAAR is regressed with different control variables and independent variables. 
Independent variables are CEO characteristics such as age (measured by dummy variables, 1 age between 45–55; and  
0 otherwise); origin (measured by dummy variables, 1 internal; and 0 otherwise); education (measured by dummy 
variables, 1 master’s degree and above; and 0 Otherwise); experience (measured by dummy variables, 1 ex-CEO; 
and 0 otherwise); stock ownership (measured by 1 own stock; and 0 otherwise) and gender (measured by dummy 
variables, 1 female; and 0 otherwise). Control variables are firm performance (measured by EPS, ROE; firm size 
(measured by log of an asset), leverage and industry type dummy: trading/services (trad-serv) and manufacturing 
(ind-prod). This regression model is tested for multicollinearity, and all variance inflation factor is below 10. 
This model also is adjusted for heteroscedasticity using Andrew Hayes. The total number of the announcement is 
adjusted to 64 due to the large outliers especially on ROE.

Moreover, a planned CEO transition shows a significant positive 
coefficient value of 8.271 (t < 0.05) and 8.534 (t < 0.01) for event windows  
(−10, +10) and (0, +10), respectively. The significant positive coefficient 
value indicates that CEO turnover that co-occurs with CEO appointment has 
a positive impact on firm value. Investors view the planned removal of a CEO 
positively, which is in line with prior findings by Lambertides (2009), Cools 
and Praag (2007) and Denis and Denis (1995). For CEO characteristics, only 
gender is significantly positive with a coefficient value of 6.832 (t < 0.05) and 
4.065 (t < 0.1), respectively, for event window (−10, +10) and (−10, 0). For CEO  
turnover, a positive coefficient value is viewed as a negative signal from the 
investor.

In Step 3, the CEO transition plan is moderated based on the CEO 
characteristics. The findings indicate that none of the models is significant. 
However, the type of turnover is significantly positive with a coefficient value 
of 6.382 (t < 0.1) and 6.382 (t < 0.1), respectively, for event windows (−10, 
+10) and (−10, 0). Moreover, the predictors are all positive for event window  
(0, +10), which indicates that in a planned CEO turnover, all characteristics have 
a positive impact on the share price. The positive reactions are reflected from the 
simultaneous announcement of the CEO appointment.

Table 7 (continued)
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For the other event window, education is significantly negative with a 
coefficient value of (−7.464) (t < 0.1) for event window (−10, +10); meanwhile, 
origin is significantly positive at 9.748 (t < 0.1) for event window (−10, 0). The 
negative reaction for education indicates that investors are not delighted with 
the removal of an educated CEO. The investor may foresee further destruction 
of the firm’s financial position, as in event window (−10, +10) with poor firm 
performance. However, origin has a positive relationship in that removal of an 
insider incites share price. The positive reaction in a planned CEO turnover 
indicates that investors feel more favourably towards the removal of an insider 
in a planned CEO turnover than in an unplanned turnover. In a planned CEO 
turnover, an insider is replaced with an eligible candidate who has been groomed 
to take over the positive smoothly. However, for the unplanned turnover, investors 
may react negatively to the removal of an insider because the insider may be a 
founder, owner or long-serving officer who has a good reputation in the industry 
and whose exit causes investors to lose confidence in the firm.

CONCLUSION

Past findings have mostly shown that a forced CEO turnover positively affects 
firm performance (Lassoued & Attia, 2013; Dedman & Lin, 2002; Lambertides, 
2009; Huson et al., 2001; Kang & Shivdasani, 1996; Denis & Denis, 1995). 
However, this study provides evidence that a planned CEO turnover has a 
positive impact on share price when compared to an unplanned CEO turnover. 
The gain from a planned CEO turnover is higher than from an unplanned CEO 
turnover. Although the EMH suggests that information that is known has a lesser 
impact on share price, Malaysia is a semi-strong market that reacts to asymmetric 
information. This finding is consistent with Lambertides’ (2009) findings on the 
planned removal of a CEO. A CEO succession plan is essential as it extends the 
business’s lifespan and ensures sustainable growth (Lim, 2019). According to a 
report by Minority Shareholder Watch Group (MSWG, 2017), only 1/5 of the 
100 firms listed in Bursa Malaysia has a proper CEO succession policy. Firms 
and policymakers are not convinced of the need to implement a proper succession 
plan because a considerable gap exists in the literature on CEO transition and its 
impact on the stock market. Thus, policymakers should re-examine the policy on 
CEO succession established under GLCs and make it mandatory for firms listed 
in Bursa Malaysia. By establishing a CEO succession plan and announcing the 
removal and appointment of a CEO simultaneously, any negative signal from the 
CEO removal is negligible because all negative signals are minimised with the 
appointment of a successor. Further analysis is proposed for a short event window 
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to view investors’ immediate reactions. Moreover, further investigation into the 
planned CEO appointment, especially the appointment of female CEO, is needed 
to obtain a more comprehensive view of investors’ reaction to a succession plan.
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