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ABSTRACT: Anecdotal evidence suggests that corporate boards often use information concerning a 

CEO’s social capital in the selection decision as it is an important heuristic for her ability. Based on 

prior evidence it is assumed that CEOs with high social capital will improve firm value. However, a 

CEO can use her social capital in ways that are detrimental to the firm. We attempt to address this 

conundrum by firstly examining whether the social capital of a new chief executive officer (CEO) 

affects firm value and secondly whether the conditions faced by the firm influence the relation 

between the new CEO’s social capital and firm value. We present evidence that the new CEO’s 

connections have a significantly positive association with the hiring firm’s market value. We also 

find that CEO social ties have a stronger impact on firm value when firms face greater strategic 

uncertainty and have an independent board in place. Our supplemental tests also show that the most 

valuable connections are ‘advice networks’ and cross-industry connections. Furthermore, we find 

that well-connected CEOs tend to spend more on R&D projects, make greater SG&A investments 

and generate higher gross margins. Firms also reward CEOs for their social capital.  

Keywords: social capital; firm value; CEO succession 

Data Availability: The data used in this study are publicly available from the sources indicated in 

the text. 
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I. INTRODUCTION 

The selection of a new CEO is a critical decision as getting the right person determines a 

firm’s survival and its future prosperity (Bennis and O’Toole 2000; Murphy and Zábojník 2004, 

2007). Anecdotal evidence suggests that corporate boards often use information concerning a CEO’s 

social capital
1
 in the selection decision as it is an important heuristic for her ability;

2
 the underlying 

assumption of such decisions is that CEOs with high social capital will improve firm value 

(Milbourn 2003; Engelberg et al. 2013). Others, however, point to the costs associated with 

appointing a CEO with high social capital, that is, such CEOs will act opportunistically rather than in 

the best interests of the shareholders (Sutherland 1940, 1945; Dorminey et al. 2012; Fracassi and 

Tate 2012; El-Khatib et al. 2015). Those making the CEO selection decision are thus faced with a 

conundrum as it is not clear that appointing a CEO with high social capital will be value-adding. We 

shed light on this issue by examining the conditions where social capital will add value. In other 

words, we examine the cost-benefit trade-offs faced by a firm in selecting a new CEO.  

There is no research of which we are aware examining whether the social capital a new CEO 

brings to the firm increases firm value or attempts to answer the question as to when this is most 

likely to occur. Prior corporate governance, finance and accounting research typically focuses on the 

value-detrimental effects of CEO social capital (e.g., Hwang and Kim 2009; Francassi and Tate 

2012, Bruynseels and Cardinaels, 2014; Khanna et al. 2015)
3
 while the management literature 

examines the value of social networks to individuals (e.g., Granovetter 1973; Burt 1997; Seidel et al. 

                                                           
1
 In this paper, a CEO’s social ties, social capital, networks, connections, and connectedness are interchangeable terms. 

They all refer to a network of relationships built via mutual activities, for example, employment, alumni, and 

memberships in sports clubs and volunteer groups (Engelberg et al. 2012; Bruynseels and Cardinaels 2014; Cohen et al. 

2014).    
2
 For example, the press release when Morgan Stanley announced the appointment of its new CEO in 2005 refers 

specifically to the value the new CEO will bring to the firm with his 30 years of experience working with investors, 

clients and industry leaders. In another example, Health Care Property Investors highlight that the new CEO appointed in 

2003 will not only bring to the company ‘a clear and focused vision’ but, ‘impressive business skills and an outstanding 

record of professional success, including dedicated experience within the health care industry…along with substantial 

relationships with senior health care executives.’  
3
 Larcker et al. (2013) provide one of the first studies examining how board connections influence firm performance.  
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2000; Mehra et al. 2006) or how social capital of CEOs plays a crucial role in acquiring strategic 

resources and/or shaping strategy (Geletkanyca and Hambrick 1997; Uzzi 1999; Engelberg et al. 

2012). There are a limited number of studies attempting to link social capital to performance but 

these studies use very small samples (e.g., Geletkanyca and Hambrick 1997), are limited to a single 

industry (Mehra et al. 2006), focus on specific aspects of performance such as M&A, innovation, and 

performance during periods of distress (Huang et al. 2012; Faleye et al. 2014; El-Khatib et al. 2015), 

or adopt a narrow definition of social capital such as a CEO’s international experience (Carpenter et 

al. 2001). Furthermore, the findings of prior research are often ambiguous and difficult to generalize.   

We investigate if and when CEO social capital influences firm value using a sample 

consisting of 1,272 CEO successions from 2000 to 2013. We focus on CEO succession and use the 

appointment as an ‘event’. This setting is appropriate to test our expectations for two reasons.  First, 

by focusing on CEO succession, we are able to disentangle CEO personal traits from firm level 

characteristics.
4
 CEO succession provides an ideal quasi-experimental setting to tease out CEO 

effects from firm specific characteristics. When new CEOs take office it is less likely that their 

personal traits are already integrated into firm characteristics.
5
 Second, we deliberately isolate the 

effect of the new CEOs’ network by measuring the part of resources uniquely accessible to a new 

CEO (in comparison to her predecessor’s and other board members’),
6
 in an attempt to capture the 

                                                           
4
 Some have cast doubt on the importance of social capital on firm value as the empirical models typically used in the 

management literature have not been able to partial out the effects of firm-level characteristics from CEO social capital 

on firm value (Tian et al. 2011). The tangled effects of social capital and firm characteristics are of particular concern in a 

time-series cross-sectional setting as the two effects reinforce each other over time.   
5
 We argue that it holds for both outside and inside CEO hiring. Airdropped CEOs are new to firms’ top echelons and 

obviously possess connections not yet included in the firms’ current relationships. Similarly, after promotion, internally 

groomed CEOs will embrace a range of opportunities to utilize the full potential of their connections. Different levels of 

skills and expertise are required at a lower level of position compared to those required at CEO level. Individuals thus 

have less incentive to realize the potential of their social networks before being promoted to a higher level of position 

(Gibbons and Murphy 1992). Shen and Cannella (2003) find that shareholders react positively to the promotion of a 

previously named ‘heir apparent’ to CEO, suggesting that it is unlikely that inside successors have reached full potential 

value of their social connections before promoted.  
6
 The new CEO’s networks may partially overlap with the old CEO’s and other board members’. The overlapping part of 

networks represents the resources accessible to both generations of CEOs as well as the directors, and thus has already 

been incorporated in firm characteristics. 
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“fresh” resources brought in by the new CEO. Given these resources are ‘new’ to the firm they are 

less likely to be incorporated into firm-level characteristics. However, CEO social capital might be 

an endogenous choice at CEO succession and thus we pay particular attention to the potential 

selection bias problem that may affect our inferences. 

We adopt Adler and Kwon’s (2002) definition of social capital to capture the goodwill that is 

engendered by a CEO via their corporate board memberships, trusteeships, membership in social 

clubs, and their alma mater. It is the sympathy, trust, and forgiveness offered by friends and 

acquaintances in relationships that confer competence, agency, access, and privilege so that people 

well-endowed in social networks accrue benefits (Uzzi 1997; Podolny and Page 1998; Kilduff and 

Tsai 2003). We draw on resource dependence theory to argue that CEOs’ connections provide 

strategic value to firms through their access to additional resources (Pfeffer and Salancik 1978; 

Pfeffer 1991). There are convincing arguments that firm value will increase with new CEO’s social 

capital but there are also potential high agency costs associated with such appointments (such as high 

compensation, overly powerful CEOs, etc.). We expect that firms will make a cost/benefit trade-off 

and that it will depend on the circumstances. We investigate the conditions that influence the value-

enhancing effects of CEO social capital. Given that a firm’s choice of strategy influences most other 

choices it makes (van den Steen 2013a), we examine whether firms pursuing differentiation as a 

strategic priority find it more valuable to appoint a CEO with high social capital than firms that do 

not. We expect this to be the case given that the pursuit of differentiation increases the uncertainty a 

firm faces (Miller 1988, 1991; Waldman et al 2001) and appointing a CEO with high social capital 

could be a deliberate choice to mitigate uncertainty.
7
 We also attempt to directly capture one 

important potential cost associated with appointing CEOs with high social capital. Based on prior 

                                                           
7
 Schoorman et al (1981) provide a similar rationale for why some firms have interlocking directorates and some do not. 

Larcker et al. (2013) also provide empirical evidence that board connections add greater value under particular 

circumstances. 
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concerns that a board with impaired independence, such as one with CEO-director social connections 

and/or a low proportion of independent directors, provides less effective solutions to agency 

problems (Bebchuk et al. 2009; Hwang and Kim 2009; Bruynseels and Cardinaels 2014), we assess 

whether the relation between CEO social capital and firm value is reduced when there is impaired 

board independence. 

We first test the direct relation between CEO social capital and firm value.
8
 We find a 

significantly positive association between the new CEO’s social capital and the hiring firm’s 

subsequent market value (in years t and t + 1 and the average over years t + 1 to t + 3). In particular, 

appointing a well-connected CEO is associated with an increase in Tobin’s Q by more than 16 

percent over sample median. We next investigate the circumstances when firm value is enhanced or 

compromised. We find that the relation between CEO social capital and firm value is stronger for 

firms pursuing differentiation as a strategic priority. Similarly, the relation is weaker in those firms 

with a compromised board. We further demonstrate that our findings are robust to controlling for 

various alterative explanations and specifications. Specifically, the results are robust once we control 

for the CEO selection hypothesis, sample selection bias, alternative measures of firm value and 

uncertainty, alternative exclusion restriction in the Heckman model, and a placebo outcome variable.  

The results also hold after controlling for forced CEO turnover, interim CEO succession, and 

signature market-wide events, such as the implementation of SOX and the outbreak of the financial 

crisis. In summary, we find a positive association between CEO social capital and firm value and 

provide evidence supporting our expectations that this relation is more positive when firms pursue 

differentiation and have independent boards.  

                                                           
8
 To overcome the selection bias that might occur with the appointment of a well-connected CEO we follow Heckman 

(1979) and compute a control variable known as the inverse Mills’ ratio and then specify our empirical models including 

this ratio. 
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Our data also allows us to shed some empirical evidence on prior assertions concerning the 

ways in which CEOs utilize their connections to improve firm value. We first focus on two types of 

decisions a CEO could make; that is, research and development (R&D) and selling, general, and 

administrative expenses (SG&A). Both these decisions require additional resources. We expect that 

well-connected CEOs are likely to be more successful in scanning the environment for opportunities 

and access additional resources through their connectedness. This will, in turn, be reflected in their 

expenditure; for example, they will use the resources to invest in R&D and also engage in marketing 

and image management more intensively.
9
 We find that a new CEO with strong networks does 

indeed increase spending on R&D and SG&A. We also investigate whether different types of 

connections exhibit different impacts on firm value and find that CEOs’ connections to other 

industries and their professional ties significantly improve firm value. Furthermore, we examine 

whether CEO compensation practice is different in firms with CEOs with high social capital. The 

results show a significant positive relation between social capital and total pay, salary, and stock-

based compensation, but not bonus or stock options. Taken together, we demonstrate that a CEO’s 

networks influence the decisions she makes and the value of CEO social capital is reflected in CEO 

compensation.  

Our study contributes to prior literature in several important ways. First, our empirical 

approach based on CEOs succession helps to disentangle the effect of the CEO network from other 

factors influencing firm value. Economics, accounting, and finance literature suggests that 

managerial personal traits are significant predictors of firms’ decisions and organizational 

performance (Bertrand and Schoar 2003; Chatterjee and Hambrick 2007; Dikolli et al. 2014; Jia et al. 

2014). A major challenge in prior research is that it is not clear whether the change in firm value 

                                                           
9
 Faleye et al. (2014) suggest that CEO personal networks alleviate CEO risk aversion in investment decisions as a 

CEO’s social connections increase their access to relevant information and, in turn, offer the CEO labor market insurance 

that mitigates the career concerns inherent in such decisions.   
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and/or the decisions a firm makes is due to CEO individual effects or firm-level characteristics. We 

focus on the effects of ‘new’ CEOs. This allows us to isolate the effect of the “fresh blood” the new 

CEO brings, which gives us a better chance of attributing observed effects to CEO social capital.  

Second, we contribute to the literature on CEO succession by demonstrating that CEO social 

connections are particularly important to enhancing firm value when the firm pursues differentiation 

as a strategic priority (Bennis and O’Toole 2000; Goel and Thakor 2008). Understanding the 

consequences of these selection choices also allow us to contribute to the management control 

literature examining the trade-offs between selection and incentive contracting choices (Campbell 

2012; Abernethy et al. 2015a). We also provide empirical evidence to support prior research arguing 

that firms make deliberate choices to reduce uncertainty. While Bazerman and Schoorman (1983) 

provide the rationale for the observation of interlocking directors despite the inherent costs of 

allowing this, Larcker et al (2013) demonstrate the circumstances where such connections will add 

greater value. Our results indicate that firms make similar trade-offs when choosing to appoint a 

CEO with high social capital; those firms pursuing differentiation will benefit to a greater extent 

when they make such appointments. We also demonstrate that one of the potential costs associated 

with appointing CEOs with high social capital can be somewhat mitigated with good corporate 

governance (Hwang and Kim 2009; Bruynseels and Cardinaels 2014; Cohen et al. 2014). 

Furthermore, we unravel the black box regarding how CEOs utilize their connections to improve 

firm value. We find CEOs with high social capital will engage more intensively in activities, such as 

product and service innovation, marketing and branding. These findings indicate that CEO networks 

constitute a valuable organizational resource. Our study also contributes to the executive 

compensation literature by providing empirical evidence that firms reward CEOs with high social 

capital.    
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In the following section we develop three hypotheses to assess whether and when a new 

CEO’s social capital improves firm value. This is followed by a description of our research design, 

results of our analysis and concluding comments.  

II. HYPOTHESIS DEVELOPMENT 

CEO Social Capital and Firm Value 

 Research studying social capital draws on a long history of research in the social psychology 

and management literature documenting the importance of networks (Adler and Kwon 2002; Kilduff 

and Tsai 2003). The premise in economics, corporate governance and management studies is that a 

CEO’s connectedness plays a role in shaping the choices of a firm and thus can impact positively on 

overall performance (Montgomery 1991). The effects may come through several paths. First, 

resource dependence theory suggests that CEOs’ connections provide strategic value to firms 

because the connections to other organizations reduce the uncertainty associated with obtaining 

external resources; they can rely on their network to obtain these resources more easily (Pfeffer and 

Salancik 1978; Engelberg et al. 2012; Huang et al. 2012; Faleye et al. 2014). Second, firms hiring 

well-connected CEOs may have greater access to strategic information and opportunities. The 

literature on interlocking directorships demonstrates how the involvement of top managers on other 

corporate boards helps them gain firsthand information on what other firms are doing, strategically 

and operationally (Schoorman et al. 1981; Useem 1982; Mizruchi 1996; Geletkanycz and Hambrick 

1997). Third, CEOs with well-connected networks often benefit from higher legitimacy and status. 

This can have significant impact in attracting key stakeholder groups, including employees, 

customers, suppliers, debtholders, and potential strategic partners (Fombrun 1996; Geletkanycz et al. 

2001; Engelberg et al. 2012, 2013; Larcker et al. 2013).  

However, there is a ‘dark side’ to CEO social capital; self-interested CEOs may strategically 

utilize their connections to promote their own interests. Indeed the literature shows that CEOs with 
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high social capital often have considerable power within the firm and can use their status as a 

‘bargaining chip’ to influence their personal wealth; this in turn leads to, for instance, performance-

unrelated pay (Malmendier and Tate 2009), a lower likelihood of forced turnover due to poor 

performance (Hwang and Kim 2009; Fracassi and Tate 2012), poor performance after M&A (El-

Khatib et al. 2015), reduced reporting quality (Bruynseels and Cardinaels 2014) and a higher 

likelihood of committing corporate fraud (Khanna et al. 2015). These findings are in line with the 

power-based argument that boards acquiesce to CEOs with high social capital by granting them 

greater power and discretion within the organization (Bebchuk and Fried 2003; Hayward et al. 2004). 

The presence of an overly powerful CEO can undermine the arm’s length relationship between 

management and the board considered necessary for good corporate governance. This is detrimental 

to firm value (Abernethy et al. 2015b).  

Based on prior research, it is not at all clear whether the benefits of appointing a CEO with 

high social capital will outweigh the agency losses associated with such appointments. Thus, our first 

hypothesis is stated in the null:  

H1: There is no relationship between firm value and new CEOs’ social capital. 

Moderating Effect of Strategic Uncertainty 

It is entirely possible that firms will make a trade-off between the benefits and costs of 

appointing a CEO with high social capital. A similar trade-off is made in firms with interlocking 

directorships as they too have the potential to destroy firm value (Booth and Deli 1996; Non and 

Franses 2007; Santos et al. 2012). Schoorman et al (1981) and others (see, e.g., Bazerman and 

Schoorman 1983) argue that interlocking directorates are a deliberate strategy made by the firm to 

reduce their uncertainty. At the same time, they explicitly recognize the adverse consequences of 

interlocking directorates (e.g., loss of autonomy and flexibility, negative externalities including 
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conspiracies and corporate corruptions) and argue that the cost/benefit ratio associated with that 

choice depends on the degree of uncertainty faced by the firm with the benefit outweighing the cost 

when uncertainty is high.  

We expect similar trade-off in the appointment of a CEO with high social capital. In 

particular, we examine how the choice of strategy influences the trade-offs associated with 

appointing a CEO with high social capital.
10

 We apply Bazerman and Schoorman’s (1983) rationale 

for the value of interlocking directors in reducing uncertainty to the value associated with appointing 

CEOs with high social capital. Similar to interlocking directorates, CEOs with high social capital can 

extend their reach into other organizations via their connections, to enable greater sharing of 

information (Goodman and Pennings 1977; Pfeffer 1982), facilitate improved coordination with 

major external stakeholders (Katz and Kahn 1978; Gelekanycz et al. 2001), signal organizational 

quality (Fombrun 1996), increase a firm’s power in market places (Tian et al. 2011), and eventually 

reduce uncertainty of a firm.  

The accounting literature has been primarily interested in how uncertainty associated with 

different strategies influences performance measurement and compensation design (Abernethy and 

Mundy 2014). It draws on strategic typologies that classify firms based on differences in the 

emphasis placed on innovation and/or product development (Miles and Snow 1978; Porter 1980). 

Firms that compete based on differentiation face much greater levels of uncertainty than those 

pursuing a strategy that requires the firm to maintain their current position in the market place. For 

example, Miles and Snow (1978) describes firms pursuing a ‘defender-type’ strategy as those which 

do not seek to expand its product mix and strives to maintain a stable operating environment. They 

                                                           
10

 We choose strategy to operationalize uncertainty given that choice of strategy has a major influence on the other 

critical decisions a firm makes (van den Steen 2013a, 2013b). This occurs primarily because different strategic priorities 

create different levels of uncertainty for the firm. There are numerous typologies for classifying a firm’s strategic 

priorities. We follow Porter (1980) and classify firms according to the relative emphasis placed on differentiation. It is 

well recognized that firms pursuing differentiation face higher levels of uncertainty (Penrose 1959). 
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compare the decision context of a ‘defender’ to a ‘prospector’ and the distinguishing feature is the 

level of uncertainty. The pursuit of differentiation as a competitive priority means that the firm wants 

to be first to the market, to compete based on the novelty of its product or the quality of its product 

rather than based on price. Innovation imposes higher risk on a firm and requires it to continually 

seek information concerning competitors’ actions, regulatory changes, technological changes and 

customer preferences. They face what is often described as a turbulent and uncertain environment. 

Information becomes critical in mitigating the effects of uncertainty within a firm (Thompson 1967). 

When faced with uncertainty, a CEO’s network will become increasingly important in obtaining the 

information needed to identify and exploit innovation opportunities (Faleye et al. 2014). A CEO with 

high social capital has better access to the ‘network’ information which creates a competitive 

advantage when making strategic decisions in unfamiliar settings (e.g., when a firm is pursuing 

innovation). Not only do these connections provide information that improve strategic decision 

making it also enables the CEO to obtain the strategic resources needed to innovate and obtain 

favourable treatment in obtaining those resources (Pfeffer and Salancik 1978; Pfeffer 1991). A 

CEO’s connections thus provide an effective means of addressing the uncertainty (and the associated 

risk) associated with a differentiation strategy. It has the added advantage in that it signals 

managerial and organizational quality which in itself brings economic benefits to the firm (Spence 

1974; Galaskiewicz 1985; Geletkanycz et al. 2001).  

In sum, we expect that the net effects of CEOs’ social capital on firm value depend on the 

nature of the organization’s environment; CEOs’ social capital will become more important for firms 

pursuing differentiation. Formally stated, our second hypothesis is:  

H2: Strategic choice moderates the association between firm value and new CEOs’ social 

capital.  

Moderating Effect of Board Independence 



- 11 - 

 

We expect that the costs of appointing CEOs with high social capital are higher when the firm 

has a compromised board. CEO appointment and supervision is a major function of a corporate 

board. We study two particularly salient dimensions of board independence. First, if the board 

directors have social connections with their CEOs this can compromise board independence and 

adversely affect firm value (Hwang and Kim 2009; Bruynseels and Cardinaels 2014). It is possible 

that CEOs are appointed due to within-group favoritism and cronyism rather than firm value 

maximization. Second, when a board mainly consists of directors who have conflicting interest with 

the firm (rather than independent directors), there is a high likelihood of a compromised board. If this 

is the case then this self-interest will influence the appointment of CEOs with high social capital as 

this can increase public perception of board directors’ status (Heider 1958; Kilduff and Tsai 2003; 

Kilduff and Krackhardt 2009). Such public perception is a valuable asset to directors as it is 

associated with long-term benefits to directors, such as better external appointment opportunities 

(Bebchuck et al. 2009). Thus, appointing a CEO with high social capital might be driven by directors’ 

individual interest, rather than the shareholders. There is considerable evidence that the impairment 

of board independence and the CEO-director conflicts of interest have undesirable implications on 

the effectiveness of the board supervision once the new leader takes office (Fracassi and Tate, 2012; 

Khanna et al. 2015). As a result, such CEO appointments will create agency problems for the firm.   

As argued earlier one of the costs associated with appointing CEOs with high social capital is 

that those CEOs are often bestowed with considerable power and discretion within the firm. We 

expect that the problem becomes more severe when board independence is impaired; in other words, 

the potential agency costs associated with appointing a CEO with high social capital are greater. We 

evaluate the potential costs of CEO social capital by assessing if the relation between CEO social 

capital and firm value is weaker when the likelihood of board independence impairment is high. Our 

hypothesis is summarized as follows: 
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H3: Board independence moderates the association between firm value and the new CEO’s 

social capital.  

III. RESEARCH DESIGN AND DATA DESCRIPTION 

Data Sources and Sample Description 

To construct our sample of CEO successions, we select all cases of CEO succession available 

from BoardEx in January 2014. We identified 1,645 instances of CEO succession between 2000 and 

2013. We obtained financial data from Compustat and stock price information from the Center for 

Research in Security Princes (CRSP) and merged them, reducing our sample to 1,302 observations. 

We obtained information on analysts following from I/B/E/S. After deleting observations with 

missing values for the variables needed in our analyses, we obtained a final sample consisting of 

1,272 cases of CEO succession.  

Panel A in Table 1 presents our sample distribution over the investigation years. The 

frequency of CEO turnover increases over time, especially after the implementation of SOX in 

2002/2003, and it peaks in 2012 (10.53%). Panel B shows the sample distribution across industries. 

Electronic and electrical equipment has the highest frequency of CEO turnover (9.59%), in line with 

prior evidence that high-tech industries often witness a fast-spinning revolving door at the top levels 

of management (Kuang et al. 2014). 

Empirical Method and Predictions 

CEO selection is an important control choice for the firm (Abernethy et al. 2015a; Allgood 

and Farrell 2003). However, observable or unobservable factors concurrent with CEO changes may 

drive a board to hire a CEO with great connectedness and the same factors may also affect firm 

value. In other words, well-connected CEOs may not be randomly chosen when they are appointed. 

To correct for the selection bias arising from the (un)observable confounds, we employ a two-stage 
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Heckman selection approach (Heckman 1979).
11

  First, using a probit regression, we predict the 

binary decision to appoint a well-connected CEO using control variables as predictors. The residual 

from this regression, which represents each firm’s propensity to appoint a CEO with greater 

connectedness unexplained by the covariates, is then used to compute a control variable also known 

as the inverse Mills’ ratio (MILLS) and included in the second stage regression (Heckman 1979). We 

test the association between social capital and firm value (Hypothesis 1) using the following 

regression model that includes the Mills’ ratio as well as other control variables. 

𝐹𝑖𝑟𝑚 𝑉𝑎𝑙𝑢𝑒 = 𝛽0 + 𝛽1𝐶𝐸𝑂 𝑆𝑜𝑐𝑖𝑎𝑙 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 + ∑ 𝛽𝐽𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑗 + 𝜀       (1) 

To effectively control for endogeneity, we include FOREIGNER as an exclusion variable in 

our selection correction model. It takes a value of one if the CEO is a foreigner, and zero otherwise.
12

 

A significantly positive coefficient of 𝛽1 in Model (1) will indicate that new CEOs’ social capital has 

a positive impact on firm value. 

Recall that H2 (H3) relates to the moderating effect of differentiation (board independence) 

on the association between CEO social capital and firm value. We add to Model (1) an interaction 

term between social capital and differentiation (board independence) and also control for their main 

effects. Our models for testing H2 and H3 are as follows
13

: 

                                                           
11

 To mitigate the impact of endogeneity on our result, we could rely on propensity score matching (PSM) to randomize 

the choice of a well-connected CEO. However, the efficacy of the PSM approach is confined to the selection on 

“observable” confounds rather than the “unobservables” (Tucker 2010). 
12

 Note that the exclusion variable/restriction must be associated with CEO social capital, but not with firm value. In our 

sample, 60% of new CEOs are of US nationality. CEO social capital should be higher for domestic CEOs because they 

have different socialization processes and probably spend more time with other individuals and organizations in the US 

and thus have more opportunities to establish joint interest and activities with others. Indeed, a CEO’s US nationality is 

significantly and positively associated with CEO social capital in our first stage regression. However, it is ex ante not 

clear that CEO’s nationality has a direct impact on firm value. To further test the validity of our exclusion restriction, we 

regress Tobin’s Q on CEO nationality as well as other controls, and find no statistical significance of nationality. In our 

Heckman selection model, all the right-hand variables in Model (1), except for CEO social capital, are included in the 

first stage regression as independent variables. 
13

 Note that for the cross-sectional analyses using interaction terms, we rely on OLS estimations as the Heckman 

selection approach is not feasible with the interaction terms in the model (Wooldridge 2002). 
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𝐹𝑖𝑟𝑚 𝑉𝑎𝑙𝑢𝑒 = 𝛽0 + 𝛽1𝐶𝐸𝑂 𝑆𝑜𝑐𝑖𝑎𝑙 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 + 𝛽2𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑡𝑖𝑎𝑡𝑖𝑜𝑛 + 𝛽3𝐼𝑛𝑡𝑒𝑟𝑎𝑐𝑡𝑖𝑜𝑛  

+ ∑ 𝛽𝐽𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑗 + 𝜀        (2a) 

𝐹𝑖𝑟𝑚 𝑉𝑎𝑙𝑢𝑒 = 𝛽0 + 𝛽1𝐶𝐸𝑂 𝑆𝑜𝑐𝑖𝑎𝑙 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 + 𝛽2𝐵𝑜𝑎𝑟𝑑 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 + 𝛽3𝐼𝑛𝑡𝑒𝑟𝑎𝑐𝑡𝑖𝑜𝑛 

+ ∑ 𝛽𝐽𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑗 + 𝜀        (2b) 

Based on our hypotheses, we expect 𝛽3 in Models (2a) and (2b) to be significant and positive.  

Variables in the Models  

Firm Market Value 

Our dependent variable is firm value.
14

 We use Tobin’s Q to capture a firm’s market valuation 

(Gompers et al. 2003; Coles et al. 2008; Bebchuk et al 2009). Tobin’s Q gives the present value of 

future cash flows divided by the replacement cost of tangible assets: 

𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄 =
𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠

𝑅𝑒𝑝𝑙𝑎𝑐𝑒𝑚𝑒𝑛𝑡 𝑐𝑜𝑠𝑡 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
 

We follow the method of Gompers et al. (2003) to compute Tobin’s Q for each firm at the 

close of each fiscal year between 2000 and 2013. Furthermore, we measure Tobin’s Q in the new 

CEO’s first employment year (year t),
15

 the second year (year t + 1), and averaged over a three year 

period (from year t + 1 to year t + 3) (Daily et al. 2000; Shen and Cannella 2002). Table 2 gives the 

descriptive statistics of Tobin’s Q for the full sample, while Panels A and B in Table 1 present 

                                                           
14

 There is a consensus in the literature that accounting performance provides a noisy measure of firm performance at 

CEO succession (Tian et al. 2011; Kuang et al. 2014; Ali and Zhang 2015). Nevertheless we check the robustness of our 

findings using alternative proxies for firm value and performance and the results are reported in Section V. 
15

 We follow the literature and define the first year of a CEO’s employment as the first year the CEO has held the 

position for at least six months (Kuang et al. 2014). One may argue that new CEOs simply ‘clear the decks’ at the 

beginning of their service by taking impairments of the previous CEO’s projects and/or increasing reserves, which has a 

mechanical effect on Tobin’s Q. However, our sample consists of all CEO successions. To the extent that the ‘clearing 

deck’ incentives persist among new CEOs in general, it is less likely that our results are purely driven by such 

mechanical effect. Furthermore, measuring Tobin’s Q in three years after CEO appointment can mitigate the impact of a 

new CEO’s plausible bath taking behaviour or write-offs on our outcome variables because such behaviour mainly 

occurs in the beginning of the new CEO’s appointment. To further alleviate this concern, we exclude observations with 

significantly reduced total assets after CEO succession (i.e., a 50% or above reduction in total assets) and rerun the 

analyses. Our findings stay robust after excluding those observations. 
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average Tobin’s Q over time and across industries. The mean of Tobin’s Q is about two, indicating 

that the market value of physical assets in an average firm in our sample is about two times the 

replacement value of its assets, suggesting that the market value reflects unmeasured/unrecorded 

assets. Panel A of Table 1 shows that Tobin's Q drops significantly in 2002, 2008, and 2010.
16

 Panel 

B demonstrates that Tobin’s Q exhibits some industry heterogeneity; firms in speciality & other 

finance on average have a relatively higher Tobin’s Q, whereas it is lower for electricity companies.  

CEO Social Capital  

Our variable of interest is new CEOs’ social capital. We assume that social capital is 

developed through mutual activities such as working together, sharing an alma mater, participating in 

charities and social clubs, and so forth (Hwang and Kim 2009; Bruynseels and Cardinaels 2014; 

Schmidt 2015). We retrieve information on CEO and board director connections from BoardEx 

database. BoardEx provides detailed information on the educational backgrounds, employment 

histories, and historical and current participation of the social organizations of top management and 

board directors (see, e.g., Bruynseels and Cardinaels 2014; Javakhadze and Ferris 2013).
17

 In total, 

our CEOs’ connectedness measures are based on over 1.6 million records of employment, 

educational, and other activities from BoardEx.  

                                                           
16

 The unusually high value in 2000 is driven by the fact that there were limited numbers of observations covered by 

BoardEx in that year. Our results are invariant to excluding the observations of Year 2000. 
17

 The database compiles information from public resources, including annual reports, media coverage, analysts’ reports, 

etc. However, we admit that interpersonal relationships between executives and directors might be concealed, especially 

when they are in the form of shared memberships at golf clubs, sports clubs, and so forth. As a practical matter, BoardEx 

does not list the start and end dates for many casual activities. We follow prior literature and remove the date restriction 

(Bruynseels and Cardinaels, 2014). Our results stay robust when we only include dated social relationships. When 

defining ala mater relationship, we check whether individuals receive diplomas from the same institutes. We also check 

the robustness of our findings adding a constraint that individuals have overlapping study experiences and achieve 

consistent findings. 
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We measure a new CEO’s social capital immediately before she takes office.
18

 We isolate the 

new CEO’s connections from those of the old CEO’s as well as board members’ in order to reflect 

resources uniquely accessible to the new CEO. The embeddedness of networks suggests that work-

related networks tend to overlap with patterns of social relations (Uzzi 1997; Kilduff and Tsai 2003). 

We therefore construct connection variables by referring to a complete set of connections, including 

those developed in work places (e.g., via professional ties), via alumni, and formed on casual 

platforms (e.g., golf clubs, sports activities, charities, volunteer groups, museum boards). In 

particular, in our Heckman selection model, we use an indicator variable (D_CEOTIES_UNIQUE) 

equal one if the CEO has a high level of social capital, i.e., the number of her social connections are 

greater than the industry median.
19

 We use a continuous variable for social capital 

(CEOTIES_UNIQUE) in other regression models. CEOTIES_BOARD gives the percentage of board 

directors who share at least one social tie with the new CEO. Table 2 gives the descriptive statistics 

of CEO connection variables used in our main analyses. On average, a new CEO has about ten 

unique connections (to external organizations) different from those of the old CEO’s and board 

directors’. The new CEO shares social connections with about 9% of the board members (i.e., one 

director on an average board). CEOTIES_UNIQUE is significantly and positively correlated with 

CEOTIES_BOARD (p < 0.01), but the magnitude of correlation is low (rho = 0.240). 

Panel A of Table 1 shows that, although the number of new CEOs’ unique connections 

remains quite stable over time, 2003 and 2006 mark a large drop in CEO connectedness. Panel B 

                                                           
18

 One could argue that social capital developed after appointments reflect firm-level characteristics and indirectly affect 

firm value. For example, having been appointed by a prestigious firm, a CEO has increased exposure, improving 

opportunities to build external connections. Furthermore, CEOs and their directors may share casual activity schedules 

and join similar organizations, which will increase the frequency of their mutual activities. By focusing on social capital 

before appointments, we have a better chance of ruling out the possibility that the established connections are 

“mechanical” or driven by factors having been incorporated into market valuation. 
19

 Alternatively, we use annual median of social connections as the benchmark to create a dummy variable indicating if 

the CEO’s social capital is above the yearly median, and obtain similar results. It is not feasible to use a continuous 

variable as variable of interest in the Heckman selection model because the first stage regression is meant to be a binary 

choice model. 
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demonstrates the average number of new CEOs’ unique connections across industries. Some 

industries are prone to hire well-connected CEOs, such as telecommunication services and utilities. 

We also compare the time trend of Tobin’s Q with that of new CEOs’ social capital. It seems that the 

changes in new CEOs’ unique connections are a leading predictor of changes in Tobin’s Q: 

CEOTIES_UNIQUE increases in 2002, while Tobin's Q starts to climb in 2003; CEOTIES_UNIQUE 

drops sharply in 2006, while we observe a large decrease in Tobin's Q in 2008. 

Differentiation Strategy 

We use confirmatory factor analysis (CFA) to construct one factor to capture the extent to 

which a firm implements a differentiation strategy (Balsam et al. 2011). Following prior literature we 

include three dimensions of differentiation, namely the ratio of R&D to net sales (R&D), the ratio of 

SG&A to net sales (SG&A),
20

 and the ratio of net sales to the cost of goods sold (MARGIN) (Ittner et 

al. 1997; Berman et al. 1999; Nair and Filer 2003; Balsam et al. 2011). To capture firms’ long-term 

strategic orientation, we compute the mean for each of the three dimensions by firms over five years 

prior to CEO successions (from year t - 5 till year t - 1) and construct a factor of differentiation 

strategy.
21

 A firm is considered in pursuit of the differentiation strategy if the factor score is higher 

than zero (i.e., 39% of our sample). An average firm in our sample spends 3% of their net sales on 

R&D investments, and about 20% on marketing, brand management, and general administrative.  

Board Independence 

                                                           
20

 The underlying assumption for including this dimension in the measure of differentiation is that firms pursuing a 

differentiation strategy will invest more in marketing and brand management as reflected in increased SG&A (Berman et 

al. 1999). 
21

 Prior research sometimes includes both cost leadership and differentiation strategies in empirical models. However, we 

have no a priori reasons to believe that cost leadership will influence the relation between CEO social capital and firm 

value. We run the regression including cost leadership and measure the variable based on prior literature (Hambrick 1983; 

Berman et al. 1999; Nair and Filer 2003). As expected, it is not a significant determinant in our model (untabulated) and 

our results are robust to including the cost leadership strategy. We also obtain consistent results when using a three-year 

span to construct strategy measures (i.e., from year t - 1 to year t - 3). Furthermore, to account for the possibility that 

CEO succession may provoke strategic changes, we construct another differentiation strategy factor based on the means 

of the three dimension variables over five years after CEO appointments (from year t + 1 till year t + 5); we obtain 

similar results. 
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We follow prior literature to measure board independence at the time when the CEO is 

appointed. Firstly, we are interested in the social connections between a new CEO and board 

directors existing before the appointment. We also include an additional variable that captures board 

independence and used repeatedly in the literature to proxy for board independence, namely the 

percentage of independent directors on the board. We consider firms with below median CEO-board 

social ties (or above median percentage of independent directors on board) good board independence 

at CEO selection (i.e., with INDEPENDENCE_SOCIAL and/or HIGH_INDEPENDENCE equal to 

one).  

Control Variables 

The inclusion of control variables follows prior literature. We control for variables that may 

affect Tobin’s Q and CEO social capital. A firm’s pre-appointment performance should have a 

significant impact on both its market value and desired CEO social capital. We include a firm’s 

average monthly market return over 24 months before the start of new CEOs’ first year of tenure 

(RET_PRE24M) as a comprehensive proxy for a firm’s pre-appointment performance.
22

 We follow 

common practice and control for total assets as a proxy for firm size (LNTA) and growth in sales 

(SALESGROWTH). A firm’s age provides information regarding its business cycle, since young 

firms are more likely to be fast growing and more intangible-asset intensive (Miller and Friesen 

1984; Lester et al. 2003); we therefore control for the number of years a firm has been listed 

(FIRMAGE). A firm’s capital structure reveals information on its financial burden and directly 

influences future cash flow so we control for a firm’s leverage ratio (LEVERAGE). A firm’s 

information environment largely influences its market value (e.g., Lang et al. 2003; Leuz 2003). We 

therefore control for the number of analysts following during the year (NUM_ANALYST). In 

                                                           
22

 We include RET_PRE24M to control for the alternative explanation that firms hiring high social capital CEOs have 

performance momentum, that is, increase in firm value comes from a performance trend as a result of previous CEO’s 

leadership and not from the new CEO. 
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addition, we include share turnover (TURNOVER) as a proxy to capture trading activities that may 

influence a firm’s market valuation. 

We control for corporate governance structure as prior literature demonstrates that it affects a 

firm’s market value as well as CEO appointments (e.g., Gompers et al. 2003; Bebchuk et al. 2009). 

The variables include the total number of directors on board (BOARDSIZE), the percentage of 

independent directors (INDEPENDENCE), and CEO-chairperson duality (DUALITY). We also 

control for CEO characteristics that may influence a CEO’s ability and opportunities to build social 

connections. These variables include age (CEOAGE), gender (MALE), the number of qualifications 

such as a CPA or an MBA (QUALITY),
23

 and whether the CEO successor is appointed from outside 

the firm or internally promoted (OUTSIDER).
24

 Finally, we include industry dummies (INDUSTRY), 

defined by a two-digit standard industrial classification, and year dummies (YEAR) to control for 

industry and year fixed effects. We winsorize all continuous variables at top and bottom 1% of our 

sample; this limits the influence of outliers.  Appendix summarizes the variable definitions. 

IV. EMPIRICAL RESULTS 

Descriptive Statistics 

Table 2 provides the descriptive statistics for variables used in main analyses. The summary 

statistics are in line with prior literature (see, e.g., Yermack 1996; Black et al. 2006; Kuang et al. 

2014). Upon appointment, a CEO is, on average, about 53 years old. In over 18% of all CEO 

                                                           
23

 CEO ability could be a correlated omitted variable as more capable executives are arguably more socially networked 

and CEOs with superior managerial ability are also likely to see greater firm value. Apart from the number of 

qualifications (QULITY), we follow Demerjian et al. (2013) and use their measure of managerial ability (available from 

http://faculty.washington.edu/smcvay/abilitydata.html); similar results are obtained. However, the inclusion of Demerjian 

et al.’s measure would cause a reduction of our sample size from 1,272 to 1,000 and, in turn, reduce the power of our 

tests. For sample attrition concern, we only use QUALITY to capture CEO ability in our primary analyses. 
24

 We define an outside CEO as an individual who held no appointment with the hiring firm before appointed to the CEO 

position or a CEO successor brought into a firm at a rank below CEO, i.e., President or COO, for less than a year before 

promoted to the role of CEO.  

http://faculty.washington.edu/smcvay/abilitydata.html
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succession cases between 2000 and 2012, the new CEO is recruited from outside the organization;
25

 

and overwhelming majority are males. In more than 51% of our sample firms, the CEO also chairs 

the board. The majority of CEOs in our sample hold at least two professional qualifications, such as 

an MBA and a CPA. On average, a corporate board consists of 11 board members, over 75% of 

which are independent. An untabulated correlation matrix
26

 shows that Tobin’s Q is significantly 

associated with several individual- and firm-level attributes, including significant negative relations 

with firm size, debt ratio, firm age, and CEO age, while there are significant and positive relations 

between Tobin’s Q and CEO-chairperson duality, sales growth, and pre-appointment market return. 

Main Effect of CEO Social Capital on Firm Value (Hypothesis 1) 

We first test the association between CEOs’ social capital and firm value. Columns (1) of 

Table 3 present the regression results for the first stage of the Heckman selection model. The choice 

of appointing a well-connected CEO is significantly associated with several firm characteristics, 

including firm size (0.178, p < 0.01), board size (0.015, p < 0.05), and share turnover (0.054, p < 

0.10). A CEO’s social connections to outside organizations are positively associated with her social 

ties with board members of the hiring firm (2.318, p < 0.01). CEO connectedness relates positively 

to CEO age (0.016, p < 0.01), the number of CEO’s qualifications (0.322, p < 0.01), and whether she 

is appointed externally (0.276, p < 0.01). It is important to note that the exclusion variable 

(FOREIGNER) is inversely related to CEO social capital (–0.175, p < 0.05), indicating that 

international CEOs have less connected networks. 

Columns (2)-(4) report the second stage regression results. Given that we expect some time 

lag between when a new CEO is appointed and for changes in performance to occur, we adopt 

                                                           
25

 This is consistent with the data collected by the Main Data Group.  They document a rapid growth in external hires 

which account for 20% to 33% of total CEO turnover during 2010-2012 (http://www.maindatagroup.com/wp-

content/uploads/Exhibit-6-Full-Research-Report-9.13.1.pdf). 
26

 For completeness, we run a host of primary, robustness, and additional tests. Although some of the tests are not 

tabulated, all test results are available from the authors on request.   

http://www.maindatagroup.com/wp-content/uploads/Exhibit-6-Full-Research-Report-9.13.1.pdf
http://www.maindatagroup.com/wp-content/uploads/Exhibit-6-Full-Research-Report-9.13.1.pdf
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different timeframes to measure firm value (Engelberg et al. 2012). In Column (2), the dependent 

variable Tobin’s Q is measured at the close of the first fiscal year of a new CEO’s employment, that 

is, year t; in Column (3), Tobin’s Q is measured at the end of the second fiscal year of the CEO’s 

employment, i.e., t + 1; and Column (4) shows Tobin’s Q averaged over years from t + 1 to t + 3. 

Recall that our variable of interest is D_CEOTIES_UNIQUE, a measure of the unique connections of 

the new CEO’s (relative to the old CEO’s and the board members’). Results in Columns (2)-(4) show 

that the coefficient of D_CEOTIES_UNIQUE is significantly positive across all model specifications 

(p = 0.02–0.06), which suggests that the market appreciates the strategic value attached to hiring a 

CEO with well-established networks, and that the CEO’s connections unique to the firm add value to 

shareholder wealth. In particular, the coefficient of D_CEOTIES_UNIQUE is 0.262 (p = 0.06) in 

Column (2), which suggests that, all else being equal, appointing a well-connected CEO increases a 

firm’s Tobin’s Q by 18 percent over sample median (i.e., 0.262/1.474×100 percent) in the first year 

of the new CEO’s tenure (year t). Similarly, the coefficient is 0.242 (p = 0.03) and 0.247 (p = 0.02) 

in Columns (3) and (4), respectively, suggesting that appointing a well-connected CEO leads to an 

increase in the market valuation by 16 percent over sample median (i.e., 0.242/1.483×100 percent) in 

year t + 1, and 16 percent (i.e., 0.247/1.527×100 percent), on average, over years from t + 1 to t + 3. 

Turning to the control variables, the results are consistent with prior literature. Firm 

performance prior to a new CEO taking over the helm (RET_PRE24M) is, in general, positively 

associated with firm value, so is SALESGROWTH (Lang and Stulz 1994; Yermack 1996; Bebchuk et 

al. 2009). Firm size (LNTA) and financial leverage (LEVERAGE) have a significantly negative 

association with firm value (Lang and Stulz 1994; Black et al. 2006). Firms with more analysts 

following tend to have higher market value (Lang et al. 2003; Barth et al. 2008). Furthermore, CEO-

chairperson duality (DUALITY) has a positive impact on firm value, suggesting that duality may 
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improve firm performance probably because it provides firms with opportunities to make timely 

decisions (Boyd 1995; Faleye 2007) and such a benefit is particularly important at CEO succession.
27

 

Lennox et al. (2012) illustrate that Heckman selection models are sensitive to minor changes 

in model specification; in comparison, OLS is more robust. For robustness, we regress Tobin’s Q (its 

time variants) on D_CEOTIES_UNIQUE as well as all the controls in Model (1) except for MILLS. 

Columns (5)-(7) report the results of OLS regressions. The coefficient on D_CEOTIES_UNIQUE is 

positive and significant (p = 0.02–0.06), consistent with our prior findings. To test for the validity of 

our exclusion restriction in the selection model, we add the exclusion variable (FOREIGNER) to the 

array of regressors and find no significant relationship between Tobin’s Q and FOREIGNER. Taken 

together, the results indicate that firm market value, on average, significantly increases with new 

CEOs’ social capital. 

Moderating Effect of Strategy/Board Independence (Hypotheses 2 and 3)  

Our second and third hypotheses predict that the association between CEO social capital and 

firm value is conditional on firm strategy and board independence, respectively. We expect that the 

value-enhancing effects of CEO social capital are more pronounced for firms in pursuit of the 

differentiation strategy and those which have a more independent board. Recall that we measure 

differentiation as an indicator variable equal one if the factor score for differentiation is positive, and 

zero otherwise. Board independence is measured by two proxies. INDEPENDENCE_SOCIAL is an 

indicator equal one if a firm ranks below yearly median CEOTIES_BOARD, the proxy for CEO-

board social ties before appointment, and zero otherwise. HIGH_INDEPENDENCE is an indicator 

                                                           
27

 In all model specifications, the inverse Mills’ ratio (MILLS) is not statistically significant. An insignificant MILLS does 

not mean that there is no need to control for selection bias (Lennox et al. 2012) because the statistical insignificance may 

be due to inflated standard errors that arise from multicollinearity. We estimate the variance inflation factor (VIF) for the 

second stage regressions and find that all VIFs are less than five except for MILLS that has a VIF above 25; this is not 

surprising because, by construction, MILLS is correlated with the independent variables in the second stage. Nevertheless 

we check the robustness of our findings using an alternative exclusion variable and the results are reported in Section V. 
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variable equal one if a firm ranks above yearly median INDEPENDENCE (i.e., proportion of 

independent directors) and zero otherwise. 

Table 4 reports the results and support our hypotheses. All of the interaction terms are 

significant and positive, suggesting that the value-adding effects of CEO social capital are stronger in 

firms pursuing differentiation as a strategic priority. Similarly, the relationship is more pronounced if 

a firm is governed by an independent board rather than a board with directors sharing social 

connections with the new CEO and/or having worked with the firm, being an existing manager, or 

being tied to the firm’s business relationships. Our findings are consistent for both measures of board 

independence. 

We use OLS to test the significance of the interaction coefficients. However, OLS does not 

allow us to follow the Heckman approach to address endogeneity concerns (Wooldridge 2002). We 

thus split are sample into two groups; firms that pursue differentiation and those who do not. 

Similarly, we partition the sample into firms with high and low board independence, with the 

partitioning variables being the same set of dichotomous moderators used in our interaction 

approach. This allows us to use the Heckman approach and test for interaction effects. We then run 

Model (1) for each group separately and test for the significance of CEO social capital on firm value 

after controlling for the selection bias (i.e., MILLS).  We find that when firms pursue differentiation 

and/or when the board independence is high, CEO social capital has a significant and positive impact 

on Tobin’s Q. In stark contrast, when firms do not choose differentiation as a strategic priority or 

when board independence is low, CEO social capital does not exhibit a statistically significant 

impact on firm value. While somewhat lower power of test due to reduced sample size, the results 

are consistent with our second and third hypotheses.   

V. ROBUSTNESS CHECKS  
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Social Capital Hypothesis vs. CEO Selection Hypothesis  

There are two alternative explanations to our main results, namely that the observed 

relationship may reflect a causal channel in which CEO social capital leads to greater firm value 

(social capital hypothesis) or that the relationship reflects unobservable firm characteristics that 

relate to the board’s selection of CEO to actively change the firm’s direction (CEO selection 

hypothesis). Although under either explanation CEO connectedness has an impact on firm value, we 

attempt to investigate which hypothesis is more likely to explain the results.
28

  

We check whether our findings relate to firms’ headquarter locations. There is strong 

evidence in labor economics that geographically attracting firms, such as those located in cities with 

dense population and/or sunny weather, have deeper pool to select their CEOs (Yonker 2015). In line 

with this, CEO selection hypothesis predicts that boards have a better chance to select most 

suitable/talented CEOs when the pool of choices is deep (Fee et al. 2013). If our findings are solely 

driven by this selection argument, one would expect a stronger association between CEO 

connectedness and firm value for firms located in popular cities. 

Following Fee et al. (2013), we use NOAA National Weather Data and assign each firm to a 

sunny or cloudy group (i.e., sunny group with average annual sunny days ≥ 100 days); using U.S. 

census data, we assign each firm to dense or non-dense population group (i.e., dense population 

group with ≥ 3.5 million inhabitants within a 100-mile radius). In each group, we re-estimate Model 

(1). The results are reported in Table 5. There is no systematic contrast in the significance level of 

the variable of interest (i.e., D_CEOTIES_UNIQUE) across samples; we therefore compare the 

coefficients and find no significant difference in the relationship between CEO social capital and 

                                                           
28

 In the main analyses we rely on the Heckman selection model to control for the possible selection bias while in this 

section we run robustness checks to rule out the alternative explanation.  
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Tobin’s Q. In summary, the results support the social capital hypothesis rather than the CEO 

selection hypothesis. 

Sample Selection Bias  

There are two distinct applications of Heckman selection model (Lennox et al. 2012). The 

first is commonly known as treatment effect model where an endogenous indicator variable is 

included as an independent variable. The selection model used in our main analyses falls into this 

category. The second application is a sample selection model, which occurs when a regression is 

estimated on a subsample of observations. In fact, one may argue that our CEO succession sample is 

a subsample of the whole time-series CEO observations and hence subject to the sample selection 

problem because the dependent variable (Tobin’s Q) is observed only for a restricted, non-random 

sample.
29

 

To correct for plausible sample selection bias, we again resort to Heckman selection model. 

First, we estimate a probit model that explains the likelihood of CEO turnover, using the whole 

33,626 CEO-year observations. In the second stage, we used the same model specification as in 

Model (1). The exclusion restrictions (i.e., SUNLAND and POPLAND) are based on the (exogenous) 

climate and population of the headquarters’ location. Columns (1)-(4) of Table 6 report the results. 

From the first stage regression, that is, Column (1), we find that the likelihood of CEO turnover is 

positively associated with firm size (0.220, p < 0.01) as well as growth and investment opportunities 

(0.037, p < 0.01) while it is negatively associated with pre-succession market return (–0.004, p < 

0.01) and accounting performance (–0.620, p < 0.01) (Brickley 2003; Farrell and Whidbee 2003). The 

second stage regression results in Columns (2)-(4) show that after controlling for the sample 

selection bias (MILLS), we still find a positive and significant relationship between CEO social 
                                                           
29

 The treatment effect model is also subject to the unobserved dependent variable problem. For example, in the current 

study, we do not observe Tobin’s Q of a firm appointing a well-connected CEO in an alternative case where the firm is to 

hire a less-connected CEO. 
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capital and Tobin’s Q (p = 0.02–0.06). Columns (5)-(7) report results of OLS regressions and show 

consistent findings. Turning to the exclusion restrictions, they are, as expected, both significantly 

associated with the likelihood of CEO turnover (p = 0.01–0.04) but not with Tobin’s Q. To 

summarize, our prior findings are robust to controlling for sample selection bias. 

Alternative Measure of Uncertainty   

In the main analyses, our arguments focus on the uncertainty associated with the choice of 

strategic priorities. In this section, we check the robustness of our findings by using a firm’s growth 

and investment opportunities as alternative measures of uncertainty. Firms with abundant growth 

opportunities, such as those with higher growth in sales, have more potential to expand their current 

operations; uncertainty arises during the process (Penrose 1959).  We therefore use sales growth as 

an alternative proxy for uncertainty. We also use sales growth volatility over last five years as 

another measure of uncertainty as it captures the risk facing the firm and the need to manage that 

risk. Untabulated results show that the coefficients on the interaction term between CEO 

connectedness and both alternative uncertainty measures are positive and significant (p < 0.01) 

across three time lagged specifications of Tobin’s Q; the results are consistent with our expectation 

that firms operating under greater uncertainty benefit more from CEO social capital. 

Alternative Measures of Firm Value  

In this section, we investigate whether CEO social capital has an impact on alternative 

measures of firm performance. Specifically, to capture multiple performance dimensions, we focus 

on short-window market reactions to CEO succession (CAR), long window market return (RET), and 

profit margin (MARGIN).  

First, we perform an event study and examine whether market cumulative abnormal returns 

(CARs) in a short window surrounding the date of a new CEO taking office can be explained by the 
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new CEO’s social capital. There are 995 CEO succession cases in our sample with adequate 

information on appointment effective date from BoardEx.
30

 For each case, we follow Fama et al. 

(1969) and estimate the expected/normal market return model using an estimation window [–250, –

3] and then compute CARs over various short event windows ([–1, 1] or [0, 1]).
31

 The CARs are 

computed as the cumulative average abnormal return in percentages. We then regress CARs on 

CEOTIES_UNIQUE and control for both CEO and firm characteristics as in Model (1). Column (1) 

of Table 7 reports the results. The consistent results based on various event windows
32

 show that 

CEO unique social ties have a significantly positive association with the CARs (p < 0.01). Next, we 

regress one year buy-and-hold return RET on CEOTIES_UNIQUE as well as the controls;  Column 

(2) shows that there is a significant positive impact of CEO connectedness on long window market 

return (p = 0.05). Finally, we use profit margin MARGIN as the dependent variable, as a proxy for 

financial performance, and find consistent results in Column (3) (p = 0.04).
33

 

Placebo Test 

To investigate whether our main findings are driven by factors other than the treatment effect 

(i.e., CEO social capital), we run a placebo test in this section. Specifically, we replace dependent 

variable in Models (1) and (2) with Tobin’s Q measured one year prior to CEO succession (i.e., Qt-

1). If the underlying driver is indeed the treatment effect, we should not find any significant 

                                                           
30

 We rely on CEO appointment effective date in our event study and acknowledge that effective date is less timely than 

announcement date. We note that it is ambiguous as to when the appointment decision is first revealed to the market as 

the literature shows that it is possible for the market to anticipate the arrival of a new CEO even before the firm formally 

announces the appointment (Cannella and Lubatkin 1993; Shen and Cannella 2003). However, this research design 

choice should bias against our ability to detect any relationship. 
31

 In particular, to estimate the expected market return model, we regress individual stock returns on a constant and 

market-wide return (adjusted by the ratio of individual firms’ market value to the whole market value) in the window [–

250, –3]. Then we obtain the expected market return during the event window (i.e., [–1, 1] or [0, 1]) by including the 

observed/realized market-wide return during this window and the parameters estimated from the estimation window. The 

difference between the realized return and expected return in the event window is abnormal return. 
32

 For succinctness, we report results using the [–1, 1] event window.  
33

 The model specification is adjusted for appropriateness. For example, the market-to-book ratio is included in Column 

(3) where dependent variable is profit margin but replaced by sales growth in Columns (1) and (2) and in our main 

analyses as MTB is mechanically related to Tobin’s Q and other market price based performance measures. 
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relationship between D_CEOTIES_UNIQUE and Qt-1 in Model (1); neither should we find any 

significant interaction terms in Models (2a) and (2b). However, if confounding factors still exit even 

after we employ the Heckman correction approach, then CEO social capital as well the interaction 

terms could be significantly associated with the Placebo dependent variable. We re-run all the tests 

of H1, H2, and H3. The results reported in Table 8 show that there is no significant relationship 

between D_CEOTIES_UNIQUE and Qt-1; none of the interaction terms in Models (2a) and (2b) is 

significant either. In other words, our prior findings are robust to the placebo test. As another 

robustness test, we add Qt-1 to the RHS regressors in Models (1) and (2).
34

 Controlling for Qt-1 does 

not impact our main inferences. 

Other Robustness Tests 

We also perform a battery of other robustness tests (not tabulated). The literature suggests 

that forced CEO turnover may have a distinct impact on firm value (Coles et al., 2008). Following 

Coles et al. (2008), we define forced CEO turnover as cases of outgoing CEOs aged less than 60. We 

exclude forced turnover observations from our sample and obtain inferentially consistent results. 

Likewise, we exclude interim CEO cases where CEO successors have a realized tenure no more than 

two year; results are unchanged. We also check the robustness of our findings by including an 

indicator for firms with multiple CEO turnovers during our investigation window. Lennox et al. 

(2012) propose that sensitivity checks be reported in the Heckman selection model as the selection 

models are often sensitive to the choice of exclusion restriction. We use industry level average CEO 

age as an alternative exclusion variable in the Heckman model and obtain consistent results.
35

 

Furthermore, we examine the robustness of our findings towards signature events, including the 

                                                           
34

 We control for Qt-1 because doing so can (1) to some extent mitigate the endogeneity problem assuming 

(un)observable economic changes contemporaneous with CEO changes are correlated with Qt-1, and (2) give the 

outcome variable a change specification as our variable of interest—new CEO’s social capital (unique to the CEO 

predecessor and the board) —is a “change” variable.      
35

 Untabulated results show that average CEO age at the industry level is significantly and positively associated with 

CEO social capital (0.016, p < 0.01), whereas it is not significantly related to Tobin’s Q.  
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corporate scandals of 2000, the 2002/2003 SOX implementation, and the 2008 financial crisis. Our 

results remain robust to removing these years. 

VI. SUPPLEMENTAL ANALYSES  

Types of CEO Connections 

Social ties research distinguishes between ‘advice networks’ and ‘friendship networks’ (e.g., 

Gibbons 2004; Saint-Charles and Mongeau 2009). Advice networks are comprised of experts or 

specialists that individuals can consult for their expertise and competence in work-related matters. 

Friendship networks consist of friends who share membership of the same charitable or not-for-profit 

organizations and leisure clubs, etc. (Gibbons 2004; Bruynseels and Cardinaels 2014). Social ties 

studies suggest that advice and friendship networks perform different functions, and therefore, they 

are activated by different situations (Gibbons 2004; Saint-Charles and Mongeau 2009). The social 

network literature also considers social capital accessibility to various resources that are otherwise 

difficult to obtain or develop. For example, CEOs’ interpersonal linkages to bank managers may 

facilitate capital financing (Uzzi 1999; Engelberg et al. 2012). Connections to other industries may 

be related to the adoption of deviation strategies (Geletkanycz and Hambrick 1997; Borgatti and 

Foster 2003). In this section, we investigate the impacts of various types of connections on firm 

value.  

The variable CEOTIES_BANK refers to the number of unique connections a new CEO has to 

financial institutions; CEOTIES_CROSS gives the number of unique connections a new CEO has 

with organizations in industries other than the current firm’s; CEOTIES_PRO provides the number 

of unique connections a new CEO has developed via work-related networks; CEOTIES_FRI is the 

number of unique connections a new CEO has established via social activities (i.e., alumni, 

connections to charities, clubs, volunteer organizations, etc.). Untabulated summary statistics of 
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different types of CEO social connections show that cross-industry connections and connections to 

the banking sector are rare; on average, a new CEO has four professional connections and six 

friendship ties. We replace the total CEO connectedness in Model (1) with various types of social 

connections. Table 9 presents the results. The significantly positive coefficients on 

CEOTIES_CROSS in Columns (1) to (3) suggest that CEO social connections to other industries 

improve firm value (p = 0.02–0.05), possibly because the fresh insights from other industries 

broaden firms’ current business spectrum and hence promote firm value. When categorizing CEO 

connections into professional ties (CEOTIE_PRO) and friendship ties (CEOTIE_FRI), the results in 

Columns (4) to (6) suggest that professional ties play a significant role in promoting firm value (p = 

0.02–0.08). In sum, the results demonstrate that the positive association between CEO social capital 

and firm value is mainly driven by CEO advice networks and cross-industry ties.  

CEO Social Capital, R&D, and SG&A 

There are many assertions, albeit little empirical evidence, as to how a CEOs social capital 

influences firm value. We dig a bit deeper and try to unravel the possible channels through which 

well-connected CEOs can improve firm value. It is assumed that with greater access to strategic 

resources and information via a new CEO’s connections, the firm can better scan the environment for 

new trends and developments and adjust their business accordingly; furthermore, social connections 

also alleviate the CEO risk aversion in investment decisions (Faleye et al. 2014). We therefore 

expect new CEOs with greater social capital to have different expenditure patterns. We investigate 

the effects of CEO social capital on two types of expenditure decisions, namely R&D spending and 

SG&A
36

. R&D captures investment in improving the quality of products and services; SG&A is used 

as a proxy for investment in branding and marketing. We follow prior literature to construct our 

                                                           
36

 R&D and SG&A have a significantly positive correlation with Tobin’s Q, but the magnitude is low (rho < 0.10). 

Therefore it is less likely that R&D and SG&A are replaceable with Tobin’s Q. 
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R&D and SG&A measures. In the regressions, we adjust the set of firm-level control variables in 

Model (1) and include the market-to-book ratio (MTB), the average return on assets over three years 

prior to CEO succession (ROA_PRE3Y), and pre-succession stock return volatility (VOLATILITY); 

we remove growth in sales (SALESGROWTH), share turnover (TURNOVER), and number of 

analysts following (NUM_ANALYST). The inclusion of all the other control variables remains 

unchanged. 

Table 10 reports the results. Given the long-term orientation of investments, we vary the time 

spans in our measures, with years t, and t + 1, and averaging over years t + 1 to t + 3. We find that 

new CEOs’ unique social capital is significantly and positively associated with R&D investment and 

SG&A spending (p = 0.02–0.09). The results suggest that new CEOs with strong external 

connections are able to obtain the external resources and invest more in R&D and SG&A.
37

  

CEO Social Capital and CEO Pay 

Our analyses have so far illustrated that a new CEO’s unique social capital adds value to the 

hiring firm. If social capital is beneficial to firms, one would expect that firms reward value 

embedded in CEO social capital. In this section, we test the relationship between CEO social capital 

and CEO compensation using the ExecuComp database. After our data are merged with ExecuComp, 

our sample is reduced to 993 observations. We regress CEO total pay as well as various pay 

components
38

 on CEOTIES_UNIQUE and a host of control variables, including firm performance, 

CEO and firm characteristics, and proxies for corporate governance structure. Tobit models are used 

                                                           
37

 There are several other interesting results. We find that firms deeper in debt spend less on R&D and SG&A while 

firms with a sizable board engage in more R&D and SG&A activities. Furthermore, the volatility of market returns prior 

to CEO appointments has a significantly positive association with R&D and SG&A, while firm size has a significantly 

negative impact on both activities. Furthermore, firms with greater board independence, a larger market-to-book ratio, 

poorer accounting performance before CEO appointment and younger firms spend more on R&D. But firms that appoint 

a CEO well-connected internally with board directors spend less on SG&A. 
38

 CEO pay is measured as three-year average compensation after appointment. Using average pay is meant to mitigate 

the impact of nonrecurring components of first year compensation such as signing bonus, equity grants for compensating 

the "in the money" value of unvested options and restricted stock that a CEO will forfeit upon leaving her previous firm. 
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to mitigate the problem associated with zero-truncated compensation data.
39

 Table 11 reports the 

results. We find that CEO social capital is significantly and positively associated with total pay 

(0.030, p < 0.05), salary (0.003, p < 0.05), and equity pay (0.034, p < 0.01). Our findings are in line 

with Geletkanycz et al. (2001) and Liu (2011) who find a positive relationship between CEO 

connectedness and CEO total pay and stock-based compensation. It is noticeable that the convex 

payment elements such as bonus and stock options are not significantly related to CEO social capital, 

suggesting that it is unlikely that CEO social capital merely reflects CEO risk appetite.
40

 Turning to 

the control variables, firm performance (Qavg3) has a significantly positive relationship with CEO 

pay, as well as firm size (LNTA) and firm age (FIRMAGE), while financial leverage (LEVERAGE) 

has a negative impact. Chairperson-CEOs receive significantly higher salary. CEOs hired externally 

are compensated with significantly higher salary, equity compensation, and stock options; their total 

compensation is significantly higher than their internally promoted counterparts. Older CEOs receive 

fewer stock option grants (Qin 2012).  

To summarize, our results support the notion that CEO unique social capital is considered 

strategically valuable to firms and thus it is reflected in CEO compensation. 

VII. CONCLUSION  

We know little about CEO succession decisions despite it being one of the most important 

decisions a firm makes. The key question that a board of directors, responsible for this decision, will 

ask is what type of individual will add the most value to the firm. The purpose of this study is to shed 

some light on this question. We draw on the well-established literature documenting the importance 

of networks. The networks established by a CEO, or what we call social capital, can be a significant 

                                                           
39

 Due to zero pay cases of bonus, equity, and options, our compensation data are truncated on the left hand side; OLS 

will lead to biased and inconsistent estimates (Tobin 1958), we therefore rely on Tobit models. Alternatively, we employ 

OLS models when total pay and salary are used as the dependent variable. The results hold.  
40

 It has been well-documented in the literature that CEOs with high risk appetite value contingent pay elements such as 

stock options significantly higher than CEOs who are more risk-averse (Arya and Mittendorf 2005).   
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factor influencing firm value. If this is the case, then we would expect to observe all firms appointing 

CEOs with high social capital. However, a CEO can use their social capital in ways that are 

detrimental to the firm. This creates a dilemma for those charged with selecting a new CEO. What 

determines when a firm will make the trade-off between the value of appointing a CEO with high 

social capital and the potential agency losses that will result? Our empirical findings indicate that the 

social capital of a new CEO is an important heuristic when making the selection decision. There is a 

positive relation between the new CEO’s social capital and firm value. However, the importance of 

social capital becomes more pronounced when a firm faces an uncertain decision context. We 

demonstrate that when firms pursue differentiation as a strategic priority the appointment of a CEO 

with social capital adds greater value compared to a firm that does not face this level of uncertainty.  

In other words, the relation between a new CEO’s social capital and firm value becomes more 

positive when the firm is faced with uncertainty. We also provide evidence that one of the costs 

associated with appointing a CEO with high social capital can be somewhat mitigated by ensuring 

good corporate governance practices; in particular, ensuring greater board independence with the 

new CEO.    

The use of CEO succession is a novel setting and serves as a quasi-experiment that allows us 

to examine the effects of a new CEO’s social capital on firm value. We are able to focus on the new 

CEO’s unique set of connections (relative to the old/outgoing CEO’s and board members’) to rule 

out the possibility that the observed effects on firm value are driven by connections that have already 

been incorporated into the firm’s characteristics. We also explore the mechanisms through which the 

new CEO’s connections increase firm value. There is anecdotal evidence that the connections of a 

CEO will increase the opportunities for the firm but limited broad-based empirical evidence on how 

those connections might play out in the types of decisions a new CEO makes (Faleye et al. 2014). 

We show that firms hiring well-connected CEOs tend to spend more on R&D projects and make 
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greater SG&A investments. We further explore what types of connections matter most to the firm. In 

addition, our findings indicate that connections to firms in other industries and CEO advice networks 

add the most value. Finally, we document that firms respond to the value embedded in CEO social. 

Specifically, CEOs with greater social capital receive higher total compensation in general and 

higher salary and stock-based compensation in particular. 

Our findings should be generalized with due caution. First, our measures of CEO social 

capital focus on direct social ties, whereas the literature on social capital suggests that a person’s 

strategic position in the network, including his/her indirect social relations, may also be informative 

in evaluating individual connectedness. While we may not capture the full breadth of CEOs’ social 

networks, studies show that direct and indirect ties are positive and highly correlated (Larcker at al. 

2013). Second, despite care taken to address the endogenous choice of CEO social capital, our results 

could still be influenced by correlated omitted variables. In spite of these limitations, the current 

study is among the first to examine whether and under what conditions the social capital of a new 

CEO will add firm value. Our findings should offer timely implications for both academics and 

practitioners wanting to investigate CEO selection issues, as well those interested in studying the 

value of social capital. Our findings have implications for regulators given that shareholders may 

benefit from increased disclosures of managerial social networks. Regulators should require full 

disclosure of a new CEO’s social connections with the boards of directors as such disclosures could 

deter improper behavior in the boardroom. Regulators should also promote full disclosure of a new 

CEO’s social ties to external organizations because such social capital enhances firm value.  
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TABLE 1 

Sample Distribution 

Panel A: Sample Distribution, Average Tobin’s Q and CEO Social Ties, by Year 

Year N % of sample Q CEOTIES_UNIQUE 

2000 

Agriculture, forestry, 

and fishing 

8 0.64 4.871 17.54 

2001 82 6.45 2.391 9.03 

2002 64 5.03 1.883 10.23 

2003 80 6.29 2.005 8.61 

2004 104 8.18 2.528 9.52 

2005 120 9.43 2.583 9.09 

2006 114 8.96 2.297 6.98 

2007 117 9.20 2.184 7.78 

2008 120 9.43 1.629 7.52 

2009 101 7.94 2.153 7.44 

2010 104 8.18 1.683 8.33 

2011 104 8.18 1.650 7.35 

2012 134 10.53 1.662 6.42 

2013 20 1.57 1.704 7.88 

Total 1,272 100.00   

 

Panel B: Sample Distribution, Average Tobin’s Q and CEO Social Ties, by Industry  

Industry N % of sample Q CEOTIES_UNIQUE 

Aerospace & Defence 11 0.86 1.490 10.71 

Automobiles & Parts 26 2.04 1.512 4.19 

Banks 78 6.13 1.086 9.89 

Beverages 6 0.47 2.936 16.61 

Business Services 44 3.46 2.107 5.74 

Chemicals 40 3.14 1.769 9.52 

Clothing, Leisure and Personal Products 21 1.65 2.082 4.39 

Construction & Building Materials 43 3.38 1.681 4.87 

Consumer Services 7 0.55 2.421 11.00 

Containers & Packaging 14 1.10 1.461 4.40 

Diversified Industrials 20 1.57 2.079 7.21 

Education 13 1.02 3.382 8.83 

Electricity 12 0.94 0.981 16.52 

Electronic & Electrical Equipment 122 9.59 1.894 5.89 

Engineering & Machinery 70 5.50 1.990 6.25 
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Industry N % of sample Q CEOTIES_UNIQUE 

Food & Drug Retailers 5 0.39 2.950 8.36 

Food Producers & Processors 39 3.07 1.980 9.33 

Forestry & Paper 13 1.02 2.087 9.22 

General Retailers 77 6.05 1.935 6.95 

Health 42 3.30 2.249 6.56 

Household Products 15 1.18 2.088 9.74 

Information Technology Hardware 27 2.12 1.923 8.15 

Insurance 35 2.75 3.012 7.79 

Leisure & Hotels 31 2.44 2.162 6.92 

Life Assurance 1 0.08 0.995 20.58 

Media & Entertainment 19 1.49 1.462 8.60 

Mining 20 1.57 1.783 9.68 

Oil & Gas 51 4.01 1.575 8.70 

Pharmaceuticals and Biotechnology 38 2.99 3.027 11.29 

Private Equity 1 0.08 1.136 3.43 

Publishing 11 0.86 1.992 7.17 

Real Estate 25 1.97 2.979 5.10 

Renewable Energy 4 0.31 1.619 5.05 

Software & Computer Services 62 4.87 2.569 6.42 

Speciality & Other Finance 36 2.83 7.456 11.36 

Steel & Other Metals 22 1.73 1.366 7.58 

Telecommunication Services 20 1.57 1.577 12.69 

Tobacco 8 0.63 1.988 6.66 

Transport 49 3.85 1.625 8.19 

Utilities – Other 75 5.90 1.106 14.31 

Wholesale Trade 19 1.49 1.583 5.46 

Total 1,272 100.00   
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TABLE 2 

Descriptive Statistics 

Variable N Mean SD Q1 Median Q3 

Q 1,272 2.062 2.457 1.117 1.474 2.163 

Qt+1 1,268 2.014 2.153 1.125 1.483 2.172 

Qavg3 1,268 2.011 1.904 1.146 1.527 2.188 

D_CEOTIES_UNIQUE 1,272 0.466 0.499 0.000 0.000 1.000 

CEOTIES_UNIQUE  1,272 9.633 7.407 4.000 8.000 13.000 

CEOTIES_BOARD 1,272 0.088 0.076 0.045 0.063 0.111 

CEOAGE 1,272 52.759 6.733 48.000 52.000 57.000 

QUALITY 1,272 1.887 1.027 1.000 2.000 2.000 

DUALITY 1,272 0.515 0.500 0.000 1.000 1.000 

OUTSIDER 1,272 0.183 0.387 0.000 0.000 0.000 

MALE 1,272 0.964 0.187 1.000 1.000 1.000 

INDEPENDENCE 1,272 0.752 0.667 0.778 0.778 0.857 

BOARDSIZE 1,272 10.972 7.190 7.000 9.000 12.000 

LNTA 1,272 8.140 1.707 6.911 8.015 9.260 

LEVERAGE 1,272 0.668 1.139 0.080 0.396 0.867 

SALESGROWTH 1,272 0.070 0.202 –0.020 0.064 0.144 

RET_PRE24M 1,272 0.099 0.360 –0.094 0.054 0.219 

VOLATILITY 1,272 0.101 0.059 0.062 0.089 0.122 

TURNOVER 1,272 2.054 1.430 1.077 1.669 2.618 

FIRMAGE 1,272 28.001 19.867 12.000 22.000 39.000 

NUM_ANALYST 1,272 8.583 5.889 4.000 7.000 12.000 

FOREIGNER 1,272 0.404 0.491 0.000 0.000 1.000 
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TABLE 3 

CEO Social Capital and Tobin’s Q 

Independent variable 

Dependent variable 

Heckman OLS 

D_CEOTIES_UNIQUE Q Qt+1 Qavg3 Q Qt+1 Qavg3 

(1) (2) (3) (4) (5) (6) (7) 

D_CEOTIES_UNIQUE  0.262* 0.242** 0.247** 0.262* 0.243** 0.244** 

  (1.88) (2.19) (2.34) (1.87) (2.18) (2.30) 

CEOTIES_BOARD 2.318*** 0.008 –0.061 0.865 –0.018 –0.126 –0.093 

 (4.51) (0.01) (–0.05) (0.80) (–0.02) (–0.15) (–0.12) 

CEOAGE 0.016*** –0.013 –0.024*** –0.009 –0.013 –0.024*** –0.016** 

 (2.74) (–1.29) (–2.95) (–1.09) (–1.45) (–3.03) (–2.43) 

QUALITY 0.322*** –0.019 0.027 0.113 –0.022 0.016 –0.027 

 (8.07) (–0.15) (0.23) (1.11) (–0.33) (0.36) (–0.60) 

DUALITY 0.037 0.471*** 0.364*** 0.353*** 0.470*** 0.365*** 0.345*** 

 (0.47) (3.12) (2.66) (2.95) (3.12) (2.64) (2.89) 

OUTSIDER 0.276*** –0.233 –0.211 –0.065 –0.235* –0.225* –0.187* 

 (2.77) (–1.55) (–1.62) (–0.55) (–1.72) (–1.77) (–1.69) 

MALE –0.292 0.166 0.261 –0.033 0.169 0.270* 0.088 

 (–1.42) (0.87) (1.45) (–0.16) (1.06) (1.70) (0.43) 

INDEPENDENCE –0.061 1.368 1.227 1.025 1.369 1.224 1.047 

 (–0.15) (1.44) (1.58) (1.42) (1.44) (1.58) (1.45) 

BOARDSIZE 0.015** 0.004 0.010 0.015 0.004 0.010 0.009 

 (2.53) (0.46) (1.13) (1.61) (0.68) (1.47) (1.19) 

LNTA 0.178*** –0.484*** –0.449*** –0.376*** –0.486*** –0.455*** –0.457*** 

 (5.74) (–4.58) (–5.23) (–4.98) (–6.44) (–7.92) (–7.92) 

LEVERAGE 0.010 –0.090** –0.086** –0.094*** –0.091** –0.086** –0.100*** 

 (0.31) (–2.30) (–2.20) (–2.68) (–2.34) (–2.24) (–2.87) 

SALESGROWTH –0.237 1.291*** 0.928*** 0.675** 1.296*** 0.932*** 0.791*** 

 (–1.20) (3.05) (2.67) (2.24) (3.36) (2.83) (2.75) 
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Independent variable 

Dependent variable 

Heckman OLS 

D_CEOTIES_UNIQUE Q Qt+1 Qavg3 Q Qt+1 Qavg3 

(1) (2) (3) (4) (5) (6) (7) 

RET_PRE24M –0.148 0.673* 0.556* 0.327 0.674* 0.563* 0.406* 

 (–1.32) (1.90) (1.78) (1.57) (1.73) (1.65) (1.83) 

TURNOVER 0.054* –0.095* –0.067 –0.051 –0.096** –0.069* –0.076** 

 (1.83) (–1.87) (–1.56) (–1.27) (–2.14) (–1.78) (–2.11) 

FIRMAGE 0.003 –0.001 –0.001 0.001 –0.001 –0.001 –0.001 

 (1.61) (–0.44) (–0.19) (0.12) (–0.49) (–0.19) (–0.45) 

NUM_ANALYST –0.001 0.081*** 0.071*** 0.065*** 0.081*** 0.071*** 0.066*** 

 (–0.14) (5.98) (6.44) (5.93) (6.02) (6.46) (5.98) 

FOREIGNER –0.175**    –0.012 –0.044 0.118 

 (–2.22)    (–0.08) (–0.27) (0.78) 

MILLS NO YES YES YES NO NO NO 

INDUSTRY YES YES YES YES YES YES YES 

YEAR YES YES YES YES YES YES YES 

N 1,272 1,272 1,268 1,268 1,272 1,268 1,268 

Prob > (chi2)  F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

(Pseudo) R-squared 0.15 0.17 0.17 0.19 0.17 0.17 0.19 

Columns 1-4 provide estimates for models using Heckman correction regression. Columns 5-7 provide estimates for models using OLS regression. All 

variables are defined in Appendix. The z-statistics and t-statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * indicate 

significance at the 1%, 5%, and 10% levels (two-tailed), respectively. 
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TABLE 4 

Moderating Effects of Firm Strategy and Board Independence   

Panel A: Interaction with Differentiation Strategy 

Independent variable 

Dependent variable 

Q Qt+1 Qavg3 

(1) (2) (3) 

CEOTIES_UNIQUE 0.022* 0.024** 0.018* 

 (1.71) (2.14) (1.83) 

DIFFERENTIATION –0.191 –0.138 –0.107 

 (–1.37) (–1.20) (–0.97) 

CEOTIES_UNIQUE 0.026*** 0.023*** 0.022** 

*DIFFERENTIATION (2.62) (2.98) (2.54) 

CONTROLS YES YES YES 

INDUSTRY YES YES YES 

YEAR YES YES YES 

N 1,154 1,150 1,150 

Prob > F 0.000 0.000 0.000 

R-squared 0.17 0.17 0.18 

Panel B: Interaction with (Low) CEO-board Social Ties 

Independent variable 

Dependent variable 

Q Qt+1 Qavg3 

(1) (2) (3) 

CEOTIES_UNIQUE 0.055 0.032 0.038 

 (1.37) (1.00) (1.20) 

INDEPENDENCE_SOCIAL 0.049 –0.194 –0.079 

 (0.05) (–0.21) (–0.09) 

CEOTIES_UNIQUE 0.070** 0.052* 0.053* 

* INDEPENDENCE_SOCIAL (2.06) (1.90) (1.88) 

CONTROLS YES YES YES 

INDUSTRY YES YES YES 

YEAR YES YES YES 

N 1,272 1,268 1,268 

Prob > F 0.000 0.000 0.000 

R-squared 0.15 0.14 0.16 
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Panel C: Interaction with (High) Percentage of Independent Directors 

Independent variable 

Dependent variable 

Q Qt+1 Qavg3 

(1) (2) (3) 

CEOTIES_UNIQUE 0.112* 0.099* 0.080* 

 (1.67) (1.85) (1.73) 

HIGH_INDEPENDENCE 1.551 1.389* 1.184 

 (1.58) (1.75) (1.59) 

CEOTIES_UNIQUE 0.126* 0.104* 0.086* 

* HIGH_INDEPENDENCE (1.69) (1.74) (1.66) 

CONTROLS YES YES YES 

INDUSTRY YES YES YES 

YEAR YES YES YES 

N 1,272 1,268 1,268 

Prob > F 0.000 0.000 0.000 

R-squared 0.17 0.17 0.19 

Columns 1-3 provide estimates for models using OLS regression. All variables are defined in Appendix. The t-

statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * indicate significance at 

the 1%, 5%, and 10% levels (two-tailed), respectively. 
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TABLE 5 

CEO Selection Hypothesis (Sample Partition by Depth of CEO Pool) 

Panel A: Partition by Corporate Headquarters’ Location Weather 

Sample Partition 

 Dependent variable  

Q Qt+1 Qavg3 

(1) (2) (3) 

Sunny weather firms 0.481 0.391* 0.447** 

(Deep CEO pool group) (1.60) (1.80) (2.10) 

N 539 538 538 
    

Cloudy weather firms 0.138 0.179** 0.145* 

(Shallow CEO pool group) (1.56) (2.09) (1.83) 

N 733 730 730 
    

MILLS YES YES YES 

CONTROLS YES YES YES 

INDUSTRY YES YES YES 

YEAR YES YES YES 

t-statistics for difference 1.10 0.91 1.33 

Panel B: Partition by Corporate Headquarters’ Location Population Density 

Sample Partition 

 Dependent variable  

Q Qt+1 Qavg3 

(1) (2) (3) 

Densely populated location 0.398 0.287 0.365* 

(Deep CEO pool group) (1.52) (1.48) (1.96) 

N 616 614 614 
    

Nondensely populated location 0.183* 0.257*** 0.169* 

(Shallow CEO pool group) (2.00) (2.69) (1.89) 

N 656 654 654 
    

MILLS YES YES YES 

CONTROLS YES YES YES 

INDUSTRY YES YES YES 

YEAR YES YES YES 

t-statistics for difference 0.78 0.14 0.95 

Columns 1-3 provide estimates for the second stage Heckman selection model. All variables are defined 

in Appendix. The t-statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * 

indicate significance at the 1%, 5%, and 10% levels (two-tailed), respectively. 
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TABLE 6 

Controlling for Sample Selection Bias 

Independent variable 

Dependent variable 

Heckman OLS 

CEO_TURNOVER Q Qt+1 Qavg3 Q Qt+1 Qavg3 

(1) (2) (3) (4) (5) (6) (7) 

D_CEOTIES_UNIQUE  0.262* 0.241** 0.242** 0.255* 0.237** 0.238** 

  (1.87) (2.17) (2.28) (1.84) (2.12) (2.26) 

CEOTIES_BOARD  –0.015 –0.135 –0.103 –0.085 –0.199 –0.159 

  (–0.02) (–0.16) (–0.13) (–0.08) (–0.24) (–0.20) 

CEOAGE  –0.013 –0.025*** –0.016** –0.014 –0.025*** –0.017** 

  (–1.35) (–2.90) (–2.42) (–1.42) (–2.97) (–2.49) 

QUALITY  –0.022 0.017 –0.025 –0.031 0.009 –0.032 

  (–0.33) (0.36) (–0.57) (–0.45) (0.21) (–0.72) 

DUALITY  0.470*** 0.363*** 0.343*** 0.455*** 0.352*** 0.333*** 

  (3.11) (2.64) (2.88) (3.08) (2.60) (2.86) 

OUTSIDER  –0.236* –0.211* –0.182* –0.247* –0.230* –0.190* 

  (–1.77) (–1.79) (–1.68) (–1.82) (–1.83) (–1.72) 

MALE  0.169 0.270* 0.087 0.179 0.277* 0.095 

  (1.06) (1.69) (0.43) (1.04) (1.65) (0.45) 

INDEPENDENCE  1.368 1.231 1.054 1.475 1.324* 1.131 

  (1.45) (1.59) (1.46) (1.53) (1.68) (1.54) 

BOARDSIZE  0.004 0.009 0.008 0.005 0.010 0.009 

  (0.70) (1.43) (1.13) (0.83) (1.54) (1.21) 

LNTA 0.220*** –0.486*** –0.459*** –0.462*** –0.491*** –0.460*** –0.462*** 

 (21.42) (–6.40) (–8.11) (–8.13) (–6.38) (–7.84) (–7.86) 

LEVERAGE –0.228*** –0.091** –0.086** –0.099*** –0.090** –0.086** –0.100*** 

 (–2.69) (–2.38) (–2.23) (–2.83) (–2.31) (–2.21) (–2.84) 
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Independent variable 

Dependent variable 

Heckman OLS 

CEO_TURNOVER Q Qt+1 Qavg3 Q Qt+1 Qavg3 

(1) (2) (3) (4) (5) (6) (7) 

SALESGROWTH –0.036 1.295*** 0.941*** 0.803*** 1.312*** 0.955*** 0.811*** 

 (–1.21) (3.34) (2.86) (2.78) (3.35) (2.87) (2.78) 

RET_PRE24M –0.004*** 0.674* 0.560 0.402* 0.669* 0.558* 0.400* 

 (–3.37) (1.71) (1.62) (1.78) (1.73) (1.66) (1.82) 

TURNOVER  –0.096** –0.069* –0.077** –0.105** –0.077* –0.083** 

  (–2.11) (–1.78) (–2.10) (–2.24) (–1.92) (–2.24) 

FIRMAGE  –0.001 –0.001 –0.001 –0.001 –0.001 –0.001 

  (–0.49) (–0.27) (–0.55) (–0.46) (–0.22) (–0.49) 

NUM_ANALYST  0.081*** 0.071*** 0.065*** 0.082*** 0.071*** 0.066*** 

  (5.94) (6.39) (5.89) (5.99) (6.44) (5.95) 

ROA –0.620***       

 (–4.12)       

MTB 0.037***       

 (4.94)       

SUNLAND 0.117**    0.232 0.172 0.168 

 (2.09)    (1.53) (1.19) (1.31) 

POPLAND 0.148***    0.186 0.164 0.118 

 (2.77)    (1.52) (1.39) (1.09) 

MILLS NO YES YES YES NO NO NO 

INDUSTRY YES YES YES YES YES YES YES 

YEAR YES YES YES YES YES YES YES 

N 33,626 1,272 1,268 1,268 1,272 1,268 1,268 

Prob > (chi2)  F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

(Pseudo) R-squared 0.17 0.17 0.17 0.19 0.17 0.17 0.19 

Columns 1-4 provide estimates for models using Heckman correction regression. Columns 5-7 provide estimates for models using OLS regression. All 

variables are defined in Appendix. The t-statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * indicate significance at the 

1%, 5%, and 10% levels (two-tailed), respectively. 
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TABLE 7 

Alternative Measures of Firm Value  

Independent variable 

Dependent variable 

CAR RET MARGIN 

(1) (2) (3) 

CEOTIES_UNIQUE 0.016*** 0.004* 0.016** 

 (3.00) (1.93) (2.03) 

CEOTIES_BOARD 0.533 –0.371*** 0.914 

 (1.32) (–2.63) (1.60) 

CEOAGE –0.010* –0.002 –0.006 

 (–1.71) (–1.18) (–0.78) 

QUALITY –0.042 –0.020 0.058 

 (–1.11) (–1.48) (1.35) 

DUALITY 0.003 0.007 0.116 

 (0.05) (0.30) (1.37) 

OUTSIDER 0.172* 0.011 –0.075 

 (1.95) (0.36) (–0.63) 

MALE 0.585*** 0.017 0.202 

 (4.61) (0.25) (1.37) 

INDEPENDENCE –0.099 –0.159 0.005 

 (–0.28) (–1.31) (0.01) 

BOARDSIZE –0.009*** 0.002 0.003 

 (–2.72) (0.93) (0.33) 

LNTA 0.096*** –0.013 –0.011 

 (2.96) (–1.09) (–0.25) 

LEVERAGE –0.107*** 0.006 –0.094*** 

 (–2.87) (0.37) (–2.71) 

SALESGROWTH –0.255 –0.168**  

 (–1.36) (–2.55)  

MTB   0.059** 

   (2.30) 

ROA_PRE3Y   1.024 

   (1.00) 

RET_PRE24M 0.154 0.007 0.043 

 (1.34) (0.14) (0.32) 

TURNOVER 0.018 0.022  

 (0.71) (1.63)  

VOLATILITY   0.571 

   (0.60) 
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Independent variable 

Dependent variable 

CAR RET MARGIN 

(1) (2) (3) 

FIRMAGE –0.003 –0.002** –0.004** 

 (–1.14) (–2.38) (–2.28) 

NUM_ANALYST –0.009 –0.005*  

 (–1.20) (–1.83)  

INDUSTRY YES YES YES 

YEAR YES YES YES 

N 995 1,268 1,237 

Prob > F 0.000 0.000 0.000 

R-squared 0.20 0.23 0.33 

Columns 1-3 provide estimates for models using OLS regression. All variables are defined in Appendix. The t-

statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * indicate significance at the 1%, 

5%, and 10% levels (two-tailed), respectively. 
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TABLE 8 

Placebo Tests  

Independent variable 
Dependent variable: Qt–1 

(1) (2) (3) (4) 

D_CEOTIES_UNIQUE 0.258    

 (1.17)    

CEOTIES_UNIQUE  0.058   

*DIFFERENTIATION  (1.55)   

CEOTIES_UNIQUE   0.053  

* INDEPENDENCE_SOCIAL   (1.06)  

CEOTIES_UNIQUE    0.125 

*HIGH_INDEPENDENCE    (1.32) 

MILLS YES NO NO NO 

CONTROLS YES YES YES YES 

INDUSTRY YES YES YES YES 

YEAR YES YES YES YES 

N 1,272 1,154 1,272 1,272 

Prob > F 0.000 0.000 0.000 0.000 

R-squared 0.11 0.22 0.11 0.21 

Column 1 provides estimates for the second stage Heckman selection model. Columns 2-4 provide estimates 

for models using OLS regression. All variables are defined in Appendix. The t-statistics are based on standard 

errors adjusted for heteroskedasticity. ***, **, and * indicate significance at the 1%, 5%, and 10% levels 

(two-tailed), respectively. 
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TABLE 9 

Different Types of Social Network Ties  

Independent variable 

Dependent variable 

Ties to banks vs. ties to other industries Professional ties vs. friendship ties 

Q Qt+1 Qavg3 Q Qt+1 Qavg3 

(1) (2) (3) (4) (5) (6) 

CEOTIES_BANK 0.308 0.362 0.143    

 (0.65) (0.77) (0.46)    

CEOTIES_CROSS 0.115** 0.097** 0.071**    

 (2.37) (2.36) (1.97)    

CEOTIES_PRO    0.048* 0.057** 0.043** 

    (1.74) (2.34) (2.36) 

CEOTIES_FRI    −0.002 −0.001 −0.001 

    (−0.19) (−0.08) (−0.05) 

CONTROLS YES YES YES YES YES YES 

INDUSTRY YES YES YES YES YES YES 

YEAR YES YES YES YES YES YES 

N 1,272 1,268 1,268 1,272 1,268 1,268 

Prob > F 0.000 0.000 0.000 0.000 0.000 0.000 

R-squared 0.16 0.16 0.18 0.16 0.17 0.19 

Columns 1-6 provide estimates for models using OLS regression. All variables are defined in Appendix. The t-statistics are based on standard errors 

adjusted for heteroskedasticity. ***, **, and * indicate significance at the 1%, 5%, and 10% levels (two-tailed), respectively. 
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TABLE 10 

Effects of CEO Social Capital on R&D and SG&A 

Independent variable 

Dependent variable 

R&D R&Dt+1 R&Davg3 SG&A SG&At+1 SG&Aavg3 

(1) (2) (3) (4) (5) (6) 

CEOTIES_UNIQUE 0.001* 0.001** 0.001** 0.002** 0.002** 0.002* 

 (1.71) (2.14) (2.18) (2.40) (2.40) (1.92) 

CEOTIES_BOARD –0.018 –0.013 –0.018 –0.203*** –0.156*** –0.152*** 

 (–0.74) (–0.53) (–0.82) (–3.45) (–2.66) (–2.69) 

CEOAGE 0.001 –0.001 –0.001 –0.001 –0.001 –0.001* 

 (0.11) (–0.42) (–0.57) (–0.95) (–1.39) (–1.68) 

QUALITY –0.001 –0.001 –0.001 –0.006 –0.005 –0.005 

 (–0.18) (–0.82) (–0.66) (–1.35) (–1.18) (–1.13) 

DUALITY 0.005 0.003 0.003 –0.004 –0.007 –0.006 

 (1.27) (0.95) (0.90) (–0.48) (–0.73) (–0.72) 

OUTSIDER 0.006 0.006 0.005 0.005 0.003 0.001 

 (1.31) (1.17) (1.12) (0.46) (0.23) (0.11) 

MALE 0.009 0.010 0.011 –0.038 –0.037 –0.041 

 (1.11) (1.37) (1.53) (–1.28) (–1.23) (–1.40) 

INDEPENDENCE 0.029* 0.028* 0.026* 0.051 0.042 0.040 

 (1.78) (1.81) (1.68) (1.18) (1.00) (0.96) 

BOARDSIZE 0.001** 0.001** 0.001* 0.002*** 0.003*** 0.002*** 

 (2.18) (1.89) (1.78) (3.11) (3.39) (3.27) 

LNTA –0.005*** –0.004** –0.004** –0.024*** –0.023*** –0.021*** 

 (–2.85) (–2.41) (–2.45) (–3.11) (–6.18) (–5.93) 

LEVERAGE –0.008*** –0.006*** –0.006*** –0.015*** –0.016*** –0.015*** 

 (–5.37) (–4.84) (–4.88) (–3.83) (–3.91) (–3.78) 

MTB 0.004** 0.005*** 0.005*** 0.002 0.002 0.002 

 (2.43) (3.31) (3.20) (0.72) (0.67) (0.73) 
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Independent variable 

Dependent variable 

R&D R&Dt+1 R&Davg3 SG&A SG&At+1 SG&Aavg3 

(1) (2) (3) (4) (5) (6) 

ROA_PRE3Y –0.141*** –0.116*** –0.110*** –0.055 –0.017 –0.001 

 (–3.12) (–2.69) (–2.67) (–0.59) (–0.18) (–0.01) 

RET_PRE24M –0.008 –0.007 –0.008 –0.027* –0.012 –0.014 

 (–1.37) (–1.16) (–1.46) (–1.93) (–0.86) (–1.03) 

VOLATILITY 0.091** 0.087** 0.081** 0.237** 0.295*** 0.251*** 

 (2.33) (2.04) (2.07) (2.34) (2.90) (2.68) 

FIRMAGE –0.001 –0.001** –0.001** –0.001 –0.001 –0.001 

 (–1.15) (–2.13) (–2.08) (–1.33) (–1.27) (–1.33) 

INDUSTRY YES YES YES YES YES YES 

YEAR YES YES YES YES YES YES 

N 1,249 1,237 1,245 1,249 1,237 1,245 

Prob > F 0.000 0.000 0.000 0.000 0.000 0.000 

R-squared 0.30 0.30 0.30 0.26 0.27 0.28 

Columns 1-6 provide estimates for models using OLS regression. All variables are defined in Appendix. The t-statistics are based on standard 

errors adjusted for heteroskedasticity. ***, **, and * indicate significance at the 1%, 5%, and 10% levels (two-tailed), respectively.
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TABLE 11 

CEO Social Capital and CEO Pay  

Independent variable 

Dependent variable 

TOTAL SALARY BONUS EQUITY OPTIONS 

(1) (2) (3) (4) (5) 

CEOTIES_UNIQUE 0.030** 0.003** 0.007 0.034*** 0.007 

 (2.43) (2.44) (1.10) (2.75) (0.65) 

CEOTIES_BOARD –1.086 –0.157 –0.026 –1.112 –0.373 

 (–1.30) (–1.55) (–0.06) (–1.39) (–0.53) 

CEOAGE –0.008 0.001 0.004 –0.011 –0.018** 

 (–0.81) (0.47) (0.76) (–1.02) (–2.15) 

QUALITY –0.025 0.002 –0.013 –0.035 –0.045 

 (–0.39) (0.42) (–0.37) (–0.61) (–0.87) 

DUALITY 0.096 0.029** –0.025 0.060 –0.001 

 (0.66) (2.55) (–0.35) (0.43) (–0.01) 

OUTSIDER 0.318* 0.047*** 0.078 0.289* 0.203* 

 (1.94) (3.41) (0.94) (1.79) (1.64) 

INDEPENDENCE 0.080 –0.031 –0.830** 0.434 0.096 

 (0.12) (–0.55) (–2.40) (0.67) (0.19) 

BOARDSIZE –0.013 –0.002*** –0.002 –0.018 0.019** 

 (–1.02) (–3.05) (–0.39) (–1.40) (2.12) 

LNTA 1.356*** 0.145*** 0.166*** 1.249*** 0.460*** 

 (19.06) (23.70) (4.64) (17.47) (8.65) 

LEVERAGE –0.264*** –0.004 –0.051 –0.212*** –0.095** 

 (–4.35) (–0.45) (–1.52) (–3.97) (–2.14) 

Qavg3 0.427*** 0.023*** 0.016 0.464*** 0.399*** 

 (5.77) (3.89) (0.52) (5.99) (6.22) 

FIRMAGE 0.011*** 0.002*** –0.001 0.010** 0.010*** 

 (2.91) (5.49) (–0.28) (2.51) (3.31) 

CEOOWNERSHIP –0.060 –0.006 0.051** –0.069 –0.006 

 (–1.04) (–1.21) (2.44) (–1.28) (–0.18) 

INDUSTRY YES YES YES YES YES 

YEAR YES YES YES YES YES 

N 993 993 993 993 993 

Prob > F 0.000 0.000 0.000 0.000 0.000 

Pseudo R-squared 0.05 0.09 0.06 0.08 0.06 

Columns 1-5 provide estimates for regressions using Tobit model. All variables are defined in Appendix. The 

t-statistics are based on standard errors adjusted for heteroskedasticity. ***, **, and * indicate significance at 

the 1%, 5%, and 10% levels (two-tailed), respectively.  
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APPENDIX  

Variable definitions 

Variable Description 

Q Following Gompers et al. (2003), the market value of assets divided by the 

book value of assets, where the market value of assets is computed as book 

value of assets plus the market value of common stock less the sum of the 

book value of common stock and balance sheet deferred taxes, measured at 

the end of fiscal year t [COMPUSTAT] 

Qt+1 Tobin’s Q measured in the end of fiscal year t + 1 [COMPUSTAT] 

Qavg3 Average Tobin’s Q measured in the end of fiscal years from t + 1 till t + 3 

[COMPUSTAT] 

CEOTIES_UNIQUE The number of connections uniquely in the possession of a new CEO 

measured right before he/she is appointed, relative to the old (outgoing) 

CEO and board directors [BoardEx] 

D_CEOTIES_UNIQUE An indicator equal to one if CEOTIES_UNIQUE is greater than the median 

value of the industry that the firm belongs to, and zero otherwise 

[BoardEx] 

CEOTIES_BOARD The proportion of board directors who share at least one connection with 

the newly appointed CEO right before the appointment, from prior work-

related activities or friendship activities (e.g., alumni, clubs, charities, 

volunteer organizations, etc.) [BoardEx] 

CEOAGE The age of the new CEO in years [BoardEX] 

QUALITY The number of qualifications (e.g., CPA, MBA) held by the new CEO 

[BoardEx] 

DUALITY An indicator variable equal to one if the new CEO is the chairperson of the 

board, and zero otherwise [BoardEx] 

OUTSIDER An indicator equal to one if the CEO is recruited from outside the firm, 

and zero if promoted from within the firm [BoardEx] 

MALE An indicator equal to one if the CEO is male, and zero if female [BoardEx] 

INDEPENDENCE The proportion of independent directors on the board [BoardEx] 

BOARDSIZE The number of board members [BoardEX] 

LNTA The natural logarithm of book value of total assets by the end of the fiscal 

year t [COMPUSTAT] 

LEVERAGE The ratio of total liabilities to total assets by the end of the fiscal year t 
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Variable Description 

[COMPUSTAT] 

SALESGROWTH Growth of net sales during fiscal year t compared with fiscal year t - 1 

[COMPUSTAT] 

RET_PRE24M Average monthly market return 24 months prior to CEO succession 

[CRSP] 

TURNOVER The ratio of total number of shares traded during the fiscal year t to total 

number of common shares outstanding [CRSP] 

FIRMAGE Firm age, defined as the number of years that a firm has been listed 

[CRSP] 

NUM_ANALYST The number of analysts following during the fiscal year t [I/B/E/S] 

FOREIGNER An indicator equal to one if the CEO has US citizenship, and zero if non-

US citizen [BoardEx] 

MILLS The inverse Mills’ ratio, computed based on (Heckman 1979) 

INDUSTRY Industry dummies identified on the basis of two-digit SIC code 

[COMPUSTAT] 

YEAR Year dummies [COMPUSTAT] 

DIFFERENTIATION An indicator variable equal one if the factor score for differentiation 

strategy is positive, and zero otherwise. We use confirmatory factor 

analysis (CFA) to construct one factor that captures the extent to which a 

firm implements a differentiation strategy (Balsam et al. 2011); we include 

three dimensions of differentiation, namely the ratio of R&D to net sales 

(R&D), the ratio of SG&A to net sales (SG&A),  and the ratio of net sales 

to the cost of goods sold (MARGIN) [COMPUSTAT] 

INDEPENDENCE_SOCIAL An indicator equal one if a firm ranks below yearly median 

CEOTIES_BOARD, the proxy for CEO-board social ties, and zero 

otherwise [BoardEx] 

HIGH_INDEPENDENCE An indicator equal one if a firm ranks above yearly median 

INDEPENDENCE, the proxy for conventional business relationship based 

board independence, and zero otherwise [BoardEx] 

ROA Return on assets [COMPUSTAT] 

SUNLAND An indicator equal one if the headquarter of a firm is located in a city with 

annual sunny day no less than 100 days, zero otherwise [NOAA National 

Weather] 

POPLAND An indicator equal one if the headquarter of a firm is located in a city with 

population density no less than 3.5 million inhabitants within a 100-
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Variable Description 

mile radius, zero otherwise [U.S. census] 

Qt–1 Tobin’s Q measured in the end of fiscal year t – 1 [COMPUSTAT] 

R&D The R&D expenses, scaled by net sales during the fiscal year t 

[COMPUSTAT] 

R&Dt+1 R&D scaled by net sales measured during fiscal year t + 1 

[COMPUSTAT] 

R&Davg3 R&D scaled by net sales measured by the end of fiscal year, average from t 

+ 1 to t + 3 [COMPUSTAT] 

SG&A Selling, general and administrative expenses scaled by net sales during the 

fiscal year t [COMPUSTAT] 

SG&At+1 Selling, general and administrative expenses scaled by net sales during the 

fiscal year t + 1 [COMPUSTAT] 

SG&Aavg3 Selling, general and administrative expenses scaled by net sales, average 

from t + 1 to t + 3 [COMPUSTAT] 

MTB The market value of the firm divided by its book value by the end of the 

fiscal year t [COMPUSTAT] 

ROA_PRE3Y Average return on assets over three year prior to CEO succession 

[COMPUSTAT] 

VOLATILITY Standard deviation of monthly market return 24 months prior to CEO 

succession [CRSP] 

CEOTIES_CROSS The number of connections to organization in an industry other than the 

industry which the current firm is from, uniquely in the possession of a 

new CEO measured right before he/she is appointed [BoardEx] 

CEOTIIES_BANK The number of connections to financial institutions, uniquely in the 

possession of a new CEO measured right before he/she is appointed 

[BoardEx] 

CEOTIES_PRO The number of connections established via work-related activities, 

uniquely in the possession of a new CEO measured right before he/she is 

appointed [BoardEx] 

CEOTIES_FRI The number of connections established via friendship activities (e.g., 

alumni, clubs, charities, volunteer organizations, etc.), uniquely in the 

possession of a new CEO measured right before he/she is appointed 

[BoardEx] 

CAR Cumulative abnormal return, presented as a percentage  [CRSP] 

RET One year buy-and-hold return, presented as a decimal [CRSP] 
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Variable Description 

MARGIN Ratio of net sales to cost of goods sold during the fiscal year t 

[COMPUSTAT] 

TOTAL Total CEO pay in million US dollars (average over first three years after 

appointment), including base salary, bonus, and equity compensation 

[EXECUCOMP] 

SALARY CEO base salary in million US dollars (average over first three years after 

appointment) [EXECUCOMP] 

BONUS CEO annual bonus in million US dollars (average over first three years 

after appointment) [EXECUCOMP] 

EQUITY CEO equity compensation in million US dollars (average over first three 

years after appointment), including the value of stock and stock option 

grants [EXECUCOMP] 

OPTIONS Black-Scholes value of CEO stock option grants in million US dollars 

(average over first three years after appointment) [EXECUCOMP] 

 

 

 


