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Recognizing the importance of the personwhooccupies the chiefmarketing officer (CMO)position, we posit that
a CMO'smanagerial capital, as signaled by his or her education, origin, and experience, indicateswhat a newCMO
can bring to the table. We theorize that the value of CMOmanagerial capital is contingent on organizational de-
mographics (firm age and size) and industry environment (dynamism and growth). Results from multi-source
data collected on 303 CMO successions between 1996 and 2009 and an event study approach with corrections
for unobserved heterogeneity and endogeneity reveals a positive influence of CMO's education and outsider sta-
tus on abnormal returns associatedwith CMO succession and a U-shaped relationship between CMO experience
and firm value. In terms of themoderation effects, we find that the value of CMO experience increases as the firm
size increases; value of CMO external origin decreases whereas that of CMO experience increases with firm age;
value of CMO education increases whereas that of outsider status and experience decreases with industry dyna-
mism; and value of CMO education and experience increases as industry growth increases.

© 2015 Elsevier B.V. All rights reserved.
1. Introduction

The presence of chief marketing officers (CMOs) in the C-suite signals
that topmanagement teamswant to hear the proverbial voice of the cus-
tomer (e.g., Boyd, Chandy, & Cunha, 2010; Nath & Mahajan, 2008).1 As
firms look for profitable paths to growth, creative leadership in the mar-
keting function can help differentiate and strengthen brands, clarify and
satisfy customers' needs, encourage development of quality products,
and build long-term channel relationships (Koleszar & Bernhardt,
2000). Despite the importance of CMOs in shaping marketing strategy,
which directly influences the customers, the CMO position is in great
peril (Boyd et al., 2010). Marketing managers are constantly being
are listed in reverse alphabetic
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CMOs to refer to top marketing
challenged to justify their existence (Wheaton, 2007),making it the “risk-
iest job in the American C-suite” (McGirt, 2007, p. 33). A report by the ex-
ecutive recruiting firm Spencer Stuart notes that on average the top 100
branded firms change their CMOs every 23 months— less than half the
tenure of chief executive officers in the same firms (Welch, 2004). A
CMO succession is a significant event that signals potential changes in
the firm's strategic marketing emphases, including shifts in product de-
velopment, pricing, channel management, marketing communications,
selling, market information management, marketing planning, and mar-
keting implementation (e.g., Koleszar & Bernhardt, 2000).

Academic research on CMOs and their successions accordingly is
expanding; for example, Nath andMahajan (2011) examine the drivers
and outcomes of CMO power to clarify CMOs' position in organizations,
and Boyd et al. (2010) propose a firm-level customer power variable to
explain their impact.2 This research stream on CMO builds on the
broader literature on the value of marketing function within the firm
(Homburg,Workman, & Krohmer, 1999). For example, Verhoef and col-
leagues (Verhoef et al., 2011; Verhoef & Leeflang, 2009) investigate the
determinants and consequences of influence of marketing function,
while Moorman and Rust (1999) examine what the role and value of
the marketing function in firms with strong market orientation
(e.g., Verhoef & Leeflang, 2009). Yet research investigating the value of
the individual occupying the CMO position remains relatively scant
2 Although Boyd et al. (2010) include CMO's role- and firm-specific variables, their pri-
mary research question is how customer power, a firm-level factor, influences firm value
and how this relationship is moderated.
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(see Table 1 for a summary of extant research on the influence of CMOs
on firm value), especially compared with studies on the succession of
other members of the C-suite, including chief executive officer (CEOs),
making it difficult to quantify the value of CMO position, an area that
we seek to contribute through this research.

We build on CEO succession literature, and integrate it with emerg-
ing research on CMO succession, to discern the importance of
individual-level CMO factors. Research shows that CEO succession de-
pends on industry-level (e.g., Osborn, Jauch, Martin, & Glueck, 1981),
firm-level (e.g., Kesner & Sebora, 1994), and individual CEO-level
(e.g., Zhang & Rajagopalan, 2010) factors. Accordingly, we propose the
CMOs' managerial capital perspective to assess CMOs' ability to build,
integrate, and reconfigure organizational resources and competences
that enable firms to develop sustainable competitive advantages
(Adner & Helfat, 2003). We theorize that managerial capital is signaled
by the CMO's education, origin, and experience; in turn, managerial
capital variables signal expected outcomes and behaviors by a new
CMO (Zhang & Wiersema, 2009) and thus should determine the value
that the new CMOs create. Consistent with contingency theory
(e.g., Ruekert, 1985), we propose that the influence of CMOmanagerial
capital variables depends on organizational (firm age and size) and
environmental (industry dynamism and growth) factors.

To test our assertions, we collected multiple-source data pertaining
to 303 CMO succession events during 1996–2009. To delineate the
value created by CMO succession, consistent with Boyd et al. (2010),
we use an event study methodology that allows us to isolate the value
created by CMO succession (McWilliams & Siegel, 1997). Furthermore,
our empirical model addresses both heterogeneity and endogeneity in
our data. First,we recognize that hiring a newCMOdepends onmultiple
factors (e.g., organizational resources, firm's strategic emphasis) that
likely go unobserved by researchers; thus, we explicitly model unob-
served heterogeneity by incorporating latent classes in the intercept
term in a linear regression specification (Chintagunta, 2001; Heckman
Table 1
Summary of research on the influence of CMOs on firm value.

Nath and Mahajan (2008) Boyd et al. (2010)

Independent
variable

CMO presence (marketing executive
in the TMT)

Customer power (presence of a ma
customer)

Dependent
variable

Sales growth, ROS (return on sales),
Tobin's Q

Abnormal returns

Moderators NA Role-specific experience (prior CMO
experience), firm specific experienc
(insider), firm scope (number of
market segments), firm size (numb
of employees), firm performance
(average five year sales growth)

Control
variables

Market concentration, firm size
(log of employees), diversified or
undiversified, prior firm performance
(sales growth and ROS at t − 1), firm
innovation, firm differentiation
(advertising intensity at t − 1),
corporate branding, TMT marketing
experience, TMT general
management experience, COO
presence, CEO tenure, outsider CEO.

Industry R&D, industry advertising,
industry capital intensity, industry
sales volatility, new position,
book-to-market, high tech, CMO to
compensation.

Sample size 167 firms from 2000 to 2004 88 CMO successions between 1996
and 2005

Estimation Generalized estimating equations
(GEE)

OLS

Findings CMO presence does not influence
Tobin's Q or sales growth

CMO impact on firm value is
conditional on customer power, wh
has a negative impact on firm value
& Singer, 1984). Second, we recognize that when firms make CMO
succession decisions, theymaymake selections according to CMOman-
agerial capital variables to enhance firm value, such that themanagerial
succession variables are endogenous. We thus use a control function
approach (Garen, 1984; Petrin & Train, 2010) to correct for multiple,
endogenous CMO managerial capital variables.

Considering our limited understanding of marketing leadership and
the lamentable “scarcity of systematic research about CMOs” (Boyd
et al., 2010, p. 31), our study adds substantively to emerging literature
on CMOs. Theoretically, we suggest an additional and overlooked expla-
nation for value created during CMO succession, namely, managerial
capital. Whereas extant studies on CMOs emphasize the role of the
CMO position (e.g., Nath & Mahajan, 2008; Nath & Mahajan, 2011) or
use firm-level variables to explain their impact (Boyd et al., 2010),
we also show that the characteristics of individuals occupying CMO
positions are also important.

We organize the remainder of this article as follows: We begin by
presenting our theoretical framework and hypotheses. Thenwe present
our methodology, including details about our research design and data
collection and analysis procedures. Finally, we offer our results and
conclude with a discussion of our findings and their implications.

2. Conceptual background

2.1. CMO succession and managerial capital perspective

To understand an executive's potential, scholars commonly refer to
the capital, resources, or assets that s\hepossesses,which should benefit
the employing firms (e.g., Li & Zhang, 2007). Top executives often pos-
sess human (e.g., marketing, technical knowledge and skills; Adner &
Helfat, 2003) and social (e.g., interpersonal relationships, social connec-
tions that enable planning and execution; Lin, 2001) capital that enables
them to develop and configure organizational competencies to ensure
Nath and Mahajan (2011) Current research

jor CMO power (measured by subtracting
from 1 the proportion of levels in the
TMT above the CMO's level)

CMO managerial capital (origin,
education, experience)

Sales growth and ROS (return on sales) Abnormal returns

e

er

TMT divisionalization and unrelated
diversification

Environmental moderators (industry
dynamism and growth); firm-specific
moderators (firm age and size)

p-5

Year dummies, industry sales growth,
market concentration, industry
instability, firm size (log of employees),
diversified or undiversified, B2B or B2C,
prior firm performance (sales growth
and ROS at t− 1), firm innovation, firm
differentiation (advertising intensity at
t− 1), acquisition active firm, TMT size,
TMT levels, TMT marketing experience,
COO presence, CEO tenure, outsider CEO

Year dummies, customer power, new
position, title (CMO or others), gender,
prior performance (ROA), industry
outsider

167 firms between 2001 and 2005 (of
which 91 employed a CMO)

303 successions 1996 and 2009

Generalized estimating equations
(GEE) after controlling for selection
bias

Regression analysis with latent classes
on the intercept term (to account for
heterogeneity) and endogeneity
correction.

ich
.

CMO power does not influence firm
performance directly, but the
influence of CMO power is conditional
on TMT divisionalization and firm
diversification

Managerial capital influences firm
value — CMO education and external
origin positively influence abnormal
stock returns and there exists a
U-shaped relationship between CMO
experience and firm value.
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desirable organizational outcomes. We conceptualize human and social
capital as constituents of managerial capital, such that managerial
capital reflects the skills, knowledge, experience, andnetwork of interper-
sonal relationships thatmanagers use to “build, integrate, and reconfigure
organizational resources and competences” and attain organizational ob-
jectives (Adner & Helfat, 2003, p. 1012; see also Murphy & Zabojnik,
2004). This characterization ofmanagerial capital also appears in prior lit-
erature (Gabbay & Leenders, 1999; Kor & Sundaramurthy, 2009): Human
capital represents executives' knowledge and skills, developed through
their investments in education and various experiences (Becker, 1993),
and social capital features their knowledge and skills, rooted in external
assets such as social relationships (Adler & Kwon, 2002).

Although the distinction between human and social capital is com-
mon (e.g., Li & Zhang, 2007), recent work, including that by the Nobel
Laureate Elinor Ostrom, challenges the dichotomy (Ostrom & Ahn,
2010). Various forms of individual capital are so intertwined that it is
seldom possible to disentangle them cleanly. Consider, for example,
experience, which is traditionally a measure of human capital
(e.g., Seibert, Kraimer, & Liden, 2001). Formalwork experience certainly
provides the knowledge and expertise to handle a task directly, but it
also encourages social ties that may facilitate task execution. Similarly,
education provides knowledge and skills (human capital) but also social
status and important social connections (social capital). Organizational
theorists thus are divided into two camps: Some believe that human
capital complements social capital (Portes, 1998), whereas others use
a broader definition of social capital that subsumes human capital
(Gabbay & Leenders, 1999; Lin, 1999). We concur that it is difficult, if
not impossible, to separate these forms of capital empirically and that
attributes such as education or experience contribute to the develop-
ment of both human and social capital. Accordingly, we subscribe to a
notion of CMOmanagerial capital that combines human and social cap-
ital. In line with top management succession literature (Zhang &
Wiersema, 2009) and market signaling theory (Spence, 1973), we also
examine the signaling role of CMO characteristics that indicate the
CMO's managerial capital.

Building on extant research on CEO succession (e.g., Adler & Kwon,
2002; Bailey & Helfat, 2003; Kor & Sundaramurthy, 2009), we focus on
three common indicators of managerial capital: education, origin, and
experience. Whereas education represents executives' generic knowl-
edge and skills (e.g., Bailey & Helfat, 2003), experience captures their
industry- or firm-specific knowledge and skills (Kor & Sundaramurthy,
2009). Origin refers to work histories, in that an internal promotion sig-
nals an internal origin, but an external hire implies an external origin; it
provides an indicator of the source of the CMO's knowledge and social
relationships (Adler & Kwon, 2002). Given our objective to measure in-
vestors' response to CMO succession, we focus on these indicators as
they are prominently mentioned in press releases and hence influence
investors' reactions.

2.2. Organizational and environmental moderators

We rely on the contingency theory to argue that the value of mana-
gerial capital depends on organizational and environmental factors
(Ruekert, 1985). These factors describe various internal and external sit-
uations and constraints that influence the effect of CMOs on firm value3

(consistent with upper echelon literature; Carlton & Waldman, 2002;
Datta & Rajagopalan, 1998). Specifically, we investigate the importance
of firm age and size as organizational moderators (Carroll & Hannan,
2000) and industry dynamism and growth as environmental modera-
tors (Datta & Rajagopalan, 1998), as we summarize in our conceptual
framework in Fig. 1.
3 We use the label “firm value” to refer to the value created or destroyed by the CMO.
However, instead of using the phrase “value created or destroyed” throughout the manu-
script (which makes for an awkward read), in line with extant research, we use the
existing label.
3. Research hypotheses

3.1. CMO education

An executive's education level reflects the generic knowledge and
skill the executive possesses. Labor economics research indicates that
educational attainments enhance an executive's value (Palia, 2000).
The pursuit of higher education, such as an MBA, also should provide a
knowledge and productivity advantage through the accumulation of su-
perior managerial competencies and business knowledge (Becker,
1993). Upper echelon literature suggests that their educational back-
ground indicates executives' knowledge, skill, and resource bases
(Datta & Guthrie, 1994), equating education levels with attributes
such as openmindedness, tolerance for ambiguity, capacity for informa-
tion processing, and ability to identify and evaluate multiple alterna-
tives (e.g., Herrmann & Datta, 2002).

In addition to knowledge and skills, education implies close interac-
tions with peers (e.g., MBA cohorts), which can significantly influence
achievement (Johnson, 1981). Professional education programs provide
an opportunity to establish close ties with others in similar fields, which
increases embeddedness in the social network that pervades such pro-
grams, to the benefit of executives in the long run (Baldwin, Bedell, &
Johnson, 1997). Social resources embedded in such networks also can
provide greater and more timely access to information, greater access
to financial or material resources, and greater visibility or legitimacy
within a social system (Seibert et al., 2001).

Building on prior studies that rely on signaling theory to examine
how executive characteristics influence firm valuation (e.g., Zhang &
Wiersema, 2009), we propose that the education level of an incoming
CMO communicates important information to investors that signals
the CMO's abilities to improvefirmperformance. Consistentwith extant
research (Palia, 2000), we suggest a positive relationship between a
new CMO's education level and the value created by the CMO:

H1a. Thefirm value created by a newCMO in a CMO succession event is
positively associated with the CMO's education level.
3.1.1. Organizational moderators
As firms age, they tend to stabilize organizational structures, formal-

ize processes, and standardize routines (Hannan& Freeman, 1984). This
institutionalization of organizational structures, processes, and routines
leads to structural inertia that makes firms resistant to change and re-
duces creativity (Kelly & Amburgey, 1991). Consecutively, as firms
age, organizational inertia increases, and the flexibility and leeway
that new CMOs have to implement their vision decreases. Thus, the like-
lihood that newCMOs can fully realize the value of their abilities and skills
drops as firms' age and this loss in potential value created should increase
with CMO education as education increases the upside potential.

H1b. The positive influence of CMO education on firm value in a CMO
succession event decreases as firm age increases.

Furthermore, not only are large firms highly visible, firm size is an
indicator of prestige (Davis & Mizruchi, 1999). Moreover, as size
increases, the resources available to the firm, such as financial, technical,
manufacturing, and marketing resources, also increase (Chen &
Hambrick, 1995) and firms can make the same available for new strate-
gies, creativity, and innovative experimentation (Barney, 1991). Finally,
because large firms are well known, prestigious, and believed to be
good, stable employers, they are able to attract quality employees with
superior education levels (Ahmadjian & Robinson, 2001). Thus, as firm
size increases, the number of executives (including those with MBAs)
and the level of their collective education increase; the generic knowledge
and capital embedded in CMOs' educational backgroundmay become re-
dundant asfirm size increases, such that the value of a CMO's education is
diluted when firms grow (e.g., Alavi & Leidner, 2001).
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H1c. The positive influence of CMO education on firm value in a CMO
succession event decreases as firm size increases.
3.1.2. Environmental moderators
Industry dynamism refers to the rate of change and unpredictability

in organizational environments (Dess & Beard, 1984) and places de-
mands on executives to process environmental stimuli continuously
and to coordinate and realign their strategies rapidly (Hambrick &
Cannella, 2004). Their relevant education should endow CMOs with
the cognitive ability to process dynamic environmental stimuli and
the personal connections needed to obtain knowledge to manage
uncertainty created by industry dynamism. Thus, the value of CMO
education should increase with industry dynamism.

H1d. The positive influence of CMO education on firm value in a CMO
succession event increases as industry dynamism increases.

Beyond growth opportunities, high-growth industries are associated
with uncertainty due to evolving customer preferences, competitive ac-
tions, and distribution infrastructure, which requires frequent strategic
adjustments (Geletkanycz & Boyd, 2011). Here again, education should
endowCMOswith the cognitive ability tomake sense of the uncertainty
and the personal connections to mitigate that uncertainty. Thus, the
value of CMO education should increase with growth levels in their
industry.

H1e. The positive influence of CMO education on firm value in a CMO
succession event increases as industry-level growth increases.
3.2. CMO origin

One of the key elements in CMO hiring decisions is whether to hire
internally or from outside the firm. An internal successor is familiar
with organizational context, routines, and priorities; insiders also
Fig. 1. Conceptua
possess firm-specific social resources obtained from their extensive in-
ternal networks and thus might find more support for their efforts
than external successors (Marcel, 2009). Internal successors offer the
promise of smooth transitions, because they are well acquainted with
andmay have participated in developing the existing corporate strategy
(Lauterbach, Joseph, & Weisberg, 1999). Thus, internal successors
should start enhancing firm value with little or no delay.

An external successor, in contrast, has access to novel, non-
redundant information and knowledge bases that can enrich the firm
with “new perspectives, fresh ideas, and decisive actions” (Lauterbach
et al., 1999, p. 1486). External successors also provide opportunities
and resources associated with their connections to external entities
(Zhang & Rajagopalan, 2003). An external successor thus should intro-
duce fresh perspectives and combine themwith existing organizational
routines and processes to enrich existing strategies or develop newones
(Helmich & Brown, 1972).

Research on managerial succession reveals that an internal replace-
ment signals a maintenance strategy, whereas external successions are
associated with change (Dalton & Kesner, 1985). Investors, therefore,
may believe that an internal successor might be caught up in inertial
forces (Worrell, Davidson, & Glascock, 1993), whereas outsiders are
less likely to be committed to existing strategies, can evaluate ongoing
strategies objectively, and might initiate strategy shifts (Tushman &
Rosenkopf, 1996). Therefore, investors should favor external succes-
sions, because an external successor can bring in external resources
and enhance existing organizational resource bases. Dalton and
Kesner (1985) also argue that outsiders are not appointed unless they
are notably better than internal candidates, because an external succes-
sion ismore costly than an internal one. The selection of an external suc-
cessor therefore indicates that the external successor is superior to a
large pool of options, including both external and internal candidates
for the position (Lauterbach et al., 1999).

H2a. The firm value created by an external CMO succession event is
greater than the firm value created by an internal CMO succession event.
l framework.
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3.2.1. Organizational moderators
As we noted previously, as firms mature, organizational structures,

processes, and routines become institutionalized, leading to structural
inertia and “habits of mind” (Louis & Sutton, 1991, p. 55). New internal
CMOs, compared with external CMOs, should be in a better position to
recognize and interpret these institutionalized patterns andworkwith-
in the institutionalized framework. Internal CMOs also may be more
likely than external CMOs to have the necessary social connections in-
side the firm to get things done in institutionalized firms (Shen &
Cannella, 2002). Even if external CMOs might introduce more new
ideas than internal CMOs, it is relatively difficult for them to fight iner-
tial forces successfully (Helfat & Bailey, 2005).

H2b. The difference in the value created by an external CMO origin,
relative to an internal CMO origin, decreases as firm age increases.

External CMOs are more likely than internal CMOs to initiate strate-
gic changes that require focusing on new products, markets, or technol-
ogies (Zhang & Rajagopalan, 2010). Such changes in organizational
strategy, where the firm is less likely to have an expertise, are likely to
require greater resource commitment than continuing existing strate-
gies. Thus, the resource requirements should be greater for external
CMOs compared with internal CMOs. Organizational resources increase
with firm size (Carroll &Hannan, 2000), so the value that external CMOs
bring to the table, relative to internal CMOs, should increase with firm
size.

H2c. The difference in the value created by an external CMO origin,
relative to an internal CMO origin, increases as firm size increases.
3.2.2. Environmental moderators
Industry dynamism places demands on firms to update and adapt

their structures, processes, and routines continuously (Hambrick &
Cannella, 2004). Absorptive capacity literature suggests that existing
knowledge stocks facilitate the absorption of and response to additional
information (Cohen & Levinthal, 1990); we suggest in turn that internal
CMOs,who are familiarwith existing organizational structures, processes,
and routines, should be better able to absorb and respond to additional
(environmental) information than external CMOs who are unfamiliar
with the organizational context. Thus, although external CMOs create
more value than internal CMOs (per H2a), the uncertainties created by
environmental dynamism hurt the external CMO more than they hurt
the internal CMO, i.e., the efficacy of an internal successor, relative to an
external one, should increase with industry dynamism.

H2d. The difference in the value created by an external CMO origin, rela-
tive to an internal CMO origin, decreases as industry dynamism increases.

To exploit the opportunities offered by growth industries, firms
must develop strategies that build on and employ existing organization-
al structures, processes, and routines and thus require CMOs to be famil-
iar with the way things are done in the firm (Zhang & Rajagopalan,
2010). Considering the cross-functional nature of marketing activities
(e.g., Moorman & Rust, 1999), incoming CMOs need the support of
andmust collaboratewith other functions to implement new initiatives.
Thus, relative to internal successors, who have firm-specific knowledge
and connections, external successors should be at a disadvantage from
the perspective of organizational familiarity and internal connections
(Zhang & Rajagopalan, 2010).

H2e. The difference in the value created by an external CMO origin, rel-
ative to an internal CMO origin, decreases as industry growth increases.
3.3. CMO experience

We conceptualize CMO experience as the length of experience the
incoming CMO possesses (Daily, Certo, & Dalton, 2000). Experience is
a useful proxy for other latent attributes, such as job-related abilities,
knowledge, or skills (Sturman, 2003). Job experience involves the accu-
mulation of skills and diverse experience through action, practice, and
perception of tasks and duties previously carried out (Quinones, Kevin
Ford, & Teachout, 1995). Their prior experience thus influences top ex-
ecutives' cognitive bases and likely courses of action (Hambrick &
Mason, 1984). In addition to the practical knowledge and skills that
CMOs acquire on the job, they obtain valuable social resources through
personal contacts and network ties. These connections can provide
social resources, such as information, material resources, and psycho-
logical support (Judge, Cable, Boudreau, & Bretz, 1995). Thus, CMO ex-
perience implies managerial social capital reflective of the manager's
ability to access resources through relationships gained from his or
her work experience (Lin, 2001).

By combining the human and social capital perspectives, we posit
that the length of the new CMO's experience conveys important infor-
mation (e.g., knowledge, skills, social resources) that should influence
shareholders' evaluations of firm value in relation to CMO succession
events. The experience of incoming CMOs should help them in their
new role, so shareholders can gain valuable insights about managerial
ability, according to this experience.

However, the effect may not be linear: As CMOs' experience in-
creases, they accumulate knowledge about and experience with di-
verse problems, so their learning curve in the new job should be
much sharper (Hill, 2005). At low levels of experience, executives
predominantly enjoy task or functional expertise and still may be
in the process of learning the “tricks of the trade” (Podsakoff,
Ahearne, & MacKenzie, 1997, p. 264). As they gain more experience,
they likely become aware of the “big picture” (Senge, 1991, p. 3),
such that they align personal goals with organizational goals and
develop strategic thinking skills (Goldman, 2007). Similarly, execu-
tives with little experience may not have developed strong ties
with influential actors (Tichy, Tushman, & Fombrun, 1979). Thus,
low levels of experience imply low levels of CMOmanagerial capital,
which suggests that such CMOs add limited value to the firm. Yet the
complexity of the job demands high levels of skill and mastery by
marketing heads if the firm is to realize performance gains (Avolio,
Waldman, & McDaniel, 1990). Only CMOs with sufficient experience
likely have developed mastery over functional task aspects and
strong ties with influential actors. Moreover, interacting with
others in similar roles can provide them with vicarious experience
(Goldman, 2007).

In summary, we expect experience to have a nonlinear effect on firm
value, such that the value created by CMO experience increases at an in-
creasing rate. At low levels of experience, CMOs lack resources that can
be accessed through social connections, which build over time. That is,
when they have low levels of experience, CMOs' human capital, which
itself may be less developed, is not complemented by social capital em-
bodied in their social connections. As CMOs gain experience though,
they improve their abilities and resources, as well as complement
their skills with growing social resources. Thus, they can exploit the
complementary effects of personal abilities and social relations. Over
time, human and social capital elements should interact, such that as
CMOs' experience increases, returns to the experience grow at an in-
creasing rate (Coleman, 1988).

H3a. As CMO experience increases, its impact on firmvalue increases at
an increasing rate.
3.3.1. Organizational moderators
The institutionalization of firm structures, processes, and routines

that occurs as firms grow older results in an organizational inability to
initiate strategic change (Kelly & Amburgey, 1991). Such institutional-
ized forces limit the ability of new CMOs, despite rich prior experience,
to mobilize organizational resources and initiate strategic change



4 In our study, only 23 press releases in the 303 succession events we study publicized
the reasons for the CMO succession.

5 Consistentwith the Latent Instrumental Variable approach espoused by Ebbes,Wedel,
Böckenholt, and Steerneman (2005), one could conceptualize the use latent segments on
the intercept and error terms as a Latent Control Function approach, which akin to other
control function type corrections for endogeneity (e.g., Wooldridge, 2007; Wooldridge,
2010) introduces correction terms (i.e., additional coefficients to be estimated) as control
variables in the main regression.
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(Lauterbach et al., 1999). Thus, the value of CMO experience should de-
crease with greater firm age.

H3b. The positive influence of CMO experience on firm value in a CMO
succession event decreases as firm age increases.

As we noted previously, the resource base of firms increases
with firm size (Chen & Hambrick, 1995), which also implies the re-
sources at the disposal of new CMOs increase. While experienced
CMOs may have insights about how to improve firm performance,
they are more likely to be successful when they have the organiza-
tional resources to implement their strategies. A new CMO with
more experience can better exploit resources and hence should be
more effective in the presence of additional resources (Kor &
Sundaramurthy, 2009), so the value of CMO experience should in-
crease with firm size.

H3c. The positive influence of CMO experience on firm value in a CMO
succession event increases as firm size increases.

3.3.2. Environmental moderators
The need for firms to update and adapt their structures, processes,

and routines in the face of industry dynamism demands executives
with the skills and ability to make high-quality decisions at a fast pace
(Hambrick & Mason, 1984). With more experience, CMOs likely gain
more diverse experience too (i.e., they have experienced a range of dif-
ferent situations; Quinones et al., 1995), so their skills and ability should
improve, as should the number and quality of their social connections
(e.g., Tesluk & Jacobs, 1998). The value of CMO experience increases
with greater industry dynamism, which implies a greater need to
make quality decisions at a fast pace.

H3d. The positive influence of CMO experience on firm value in a CMO
succession event increases as industry dynamism increases.

Finally, to exploit the opportunities that growth industries provide,
CMOs should be able to develop and implement viable strategic options.
Their skills and abilities, as well as their understanding of market dy-
namics, increase with experience (Hambrick & Mason, 1984), so the
value of CMOs' experience should increase with greater industry
growth potential.

H3e. The positive influence of CMO experience on firm value in a CMO
succession event increases as industry growth increases.

4. Model development

As we elaborate subsequently, we use an event study to assess the
value added by a CMO succession announcement (Boyd et al., 2010)
and rely on the event announcement and other secondary sources to de-
rivemeasures for our variables of interest.We begin by laying out the lin-
ear regression model that captures the hypothesized effects, then
expound on how we augment this model to account for (1) observed
and unobserved sources of heterogeneity and (2) the endogeneity of
certain key explanatory variables.

4.1. Basic model specification

Because our dependent variable, value due to CMO succession, lies in
the interval (−∞, ∞), we use a linear regression model:

yi ¼ α0 þ Xiα þ εi; ð1Þ

where yi is our measure of the value due to a CMO succession for firm i
(1,…,N);α0 is the constant term;Xi is amatrix of independent variables
with random effect coefficients; α is a vector of regression coefficients;
and the error term εi is assumed to be independent and homoskedastic,
εi ~ N(0, τε).

4.2. Accounting for observed and unobserved heterogeneity

To obtain best, linear, unbiased estimates of the hypothesized
variables, we must control for observed and unobserved sources of
heterogeneity. In addition to our focal variables, we control for covari-
ates that affect firm value, according to extant research on executive
succession. As we elaborate subsequently, we control for individual-
specific (gender), position-specific (whether the CMO position is
newly created, position title), firm-specific (firm age, sales, whether
the firm has major customers), and industry-specific (industry dyna-
mism, growth) factors.

Despite all our efforts to control for known sources of heterogeneity,
other sources of variations across CMO successions may not be observ-
able. For example, the reason for the CMO succession rarely is included
in CMO succession announcements.4 The failure to account for such fac-
tors can lead to biased and inconsistent estimates (Chintagunta, 2001).
We argue that unobserved heterogeneity masks some effects that
extant research has not captured (e.g., Boyd et al., 2010; Nath &
Mahajan, 2008; Nath & Mahajan, 2011); therefore, we account for it
with a semi-parametric approach that employs a latent class specifica-
tion with a finite number of support points for the intercept term
(Heckman & Singer, 1984).5 The basic idea underlying latent class anal-
ysis is simple: Some parameters in a postulated statistical model differ
across unobserved subgroups (see Wedel & Kamakura, 2000). Because
there is no a priori theoretical rationale to expect different effects for
our focal variables, we model latent segments on the intercept (α0).
To estimate the support points and their probability masses, we use a
nonparametric maximum likelihood approach (Heckman & Singer,
1984), with the assumption that modeling latent classes on the
intercept helps (partly) account for heterogeneity across the sample
(Chintagunta, 2001).

Our results also might be sensitive to year effects, in that inter-
temporal variations might not be attributable to other regressors.
For example, depending on annual variations in the sentiments of
the stock market, the same news on CMO succession might be per-
ceived differently. Thus, we include year dummies to control for
year-specific fixed effects. To incorporate multiple support points
on the intercept term and the year-specific fixed effects, we thus
rewrite Eq. (1) as:

yit ¼
XK
k¼1

πkI f∈kf g þ Xiα þ δt þ εit ð2Þ

where δt is the year-specific fixed effect; the intercept can take the
value of a finite number of discrete (Bernoulli) support points
π1, …, πK; and the indicator function I{} is 1 for all f ∈ k, and 0 other-
wise. In our estimation, which is typical of latent class analyses
(Wedel & Kamakura, 2000), we keep increasing k until information
criteria suggest otherwise.
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4.3. Accounting for endogeneity

As is common in marketing literature, we use a control function ap-
proach to model the endogenous variables (e.g., Petrin & Train, 2010).6

Firms hire new CMOs on the basis of their individual characteristics and
with an objective to enhance firm performance, suggesting that our
managerial capital may be endogenous. The Heckman–Lee approach
can address endogeneity concerns when the endogenous variable is bi-
nary (Heckman, 1979; Lee, 1982). Garen (1984) also has proposed a
control function approach to correct for endogeneity in the case of con-
tinuous variables. However, we need to account for multiple instances
of endogeneity with both binary (origin and education) and continuous
(experience) explanatory variables. We thus extend Garen's approach,
together with recent work in marketing (e.g., Luan & Sudhir, 2010;
Petrin & Train, 2010) that incorporates multiple (continuous) endoge-
nous variables, to correct for multiple endogeneity due to both binary
and continuous variables.

In the first stage, we estimate the correction terms by regressing the
endogenous variables,MBA,ORG, and EXP, on a set of exogenous variables.
Let ziMBA, ziORG and zi

EXP constitute sets of exogenous variables that influ-
ence the organizational choice of the endogenous variables, MBA, ORG,
and EXP, respectively. Extant research suggests that organizational and
environmental characteristics influence the hiring decision (e.g., Kesner
& Sebora, 1994); for example, poorly performing firms likely bring in an
external successor to initiate fresh strategies and change the organiza-
tion's course (e.g., Lauterbach et al., 1999). Similarly, firms operating in
an unstable industry may seek experienced executives who can handle
environmental challenges (e.g., Haleblian & Finkelstein, 1993). However,
the hiring decision reflects overall assessments of candidates, rather
than their individual attributes (e.g., Zeleny, 1982), so we anticipate that
the same set of organizational and environmental variables influences
choices regarding our potentially endogenous variables. Accordingly, we
include as instruments year-specific fixed effects, as well as position-
specific (e.g., newly created, already in the C-suite), firm-specific
(e.g., customer power, sales, age, total assets, return on assets [ROA]), en-
vironmental (e.g., industry growth, industry dynamism), andvariables re-
lated to the CEO at the time of succession (education, origin, and
experience of the current CEO) that may influence the choice of the
CMOs' education, origin and experience, such that ziMBA, ziORG and zi

EXP

are the same (Luan & Sudhir, 2010). Thus, we specify:

MBA�
i ¼ zMBA

i λMBA þ ηMBA
i ð3Þ

ORG�
i ¼ zORGi λORG þ ηORGi ; and ð4Þ

EXPi ¼ zEXPi λEXP þ ηEXPi ð5Þ

where MBAi
⁎ and ORG i

⁎ denote the latent measurement, and the ob-
served binary response for the ith observation is the indicator
MBAi = I{MBAi

⁎ N 0} and ORGi = I{ORG i
⁎ N 0}; λMBA, λORG and λEXP

are unknown parameter vectors; ziMBA, ziORG and zi
EXP are sets of exoge-

nous variables; and the random errors ηiMBA, ηiORG and ηiEXP are assumed
to be normally distributed.
6 Although related, the control function approach is distinct from the other popular
approaches to correct for endogeneity — instrumental variables. Unlike the IV approach
that relies on a good instrument, the control function approach relies on deriving a proxy
variable that conditions on the part of the endogenous variable that is correlated with the
error, such that the remaining variation in the endogenous variable is independent of the
error and the traditional estimation approaches will be consistent (Petrin & Train, 2010).
Control function approach requires modeling the endogenous variable (e.g., experience)
using a set of exogenous variables, including the excluded variable, in the first stage re-
gression and using the residuals from this stage in the second stage as a regressor with
the assumption that the errors of the two stages follow a bivariate normal distribution
(Luan & Sudhir, 2010; Wooldridge, 2010). Inclusion of the first stage residuals in the sec-
ond stage “solves the endogeneity problem regardless of how the endogenous regressor
appears” (Wooldridge, 2007, p. 12), offering distinct advantages for models nonlinear in
endogenous variables.
We first obtain consistent estimates of λMBA, λORG, and η̂EXPi from
the above equations, then use the resultant estimates of ziMBAλMBA and
zi
ORGλORG to compute the inverse Mills ratio (correction term; IMR) for
each observation in the internal origin (IMR0) and external origin
(IMR1) subsample, as follows:

IMRORG
1 ¼ ϕ zORGi λORG

� �
=Φ zORGi λORG

� �
; and ð6Þ

IMRORG
0 ¼ −ϕ zORGi λORG

� �
= 1−Φ zORGi λORG

� �h i
; ð7Þ

where ϕ and Φ are the probability density function and cumulative
distribution function of the standard normal distribution, respectively;
we follow the same approach to compute IMR1

MBA and IMR0
MBA.

Finally, we substitute the correction terms, IMRi
MBA for education,

IMRi
ORG for origin, and the residuals η̂EXPi for experience in Eq. (2) as ad-

ditional explanatory variables. For model identification purposes, we
exclude total assets and variables related to the CEO (education, origin,
and experience) from the second stage. Total asset, an indicator of firm
size, is a measure of the amount of productive capacity that is available
without regard to the efficiency and effectiveness ofmanagement in op-
erating that capacity (Ecker, Francis, Olsson, & Schipper, 2009). The
amount of resources should influence the choice of incoming executives
as themanagerial characteristics impact the efficiency of organizational
production capacity utilization. However, investors are likely to be con-
cerned with how the firm utilizes its production capacity, i.e., the ulti-
mate sales that it generates, and hence we only retain sales (which is
also a good proxy of firm size) in the second stage regression. Similarly,
education, origin, and experience of the current CEO should influence
the choice of incomingCMOs. Research on homophily highlights that in-
dividuals like to associate with others who are similar to themselves,
suggesting that CEO characteristics should influence hiring decisions
(McPherson, Smith-Lovin, & Cook, 2001). However, CEO characteristics
are not likely to explain the abnormal returns associated with the
succession.7 The complete model thus is:

yit ¼
XK
k¼1

πkI f∈kf g þ Xiα þ δt þ γMBAIMRMBA
i þ γORGIMRORG

i þ γEXP η̂EXPi þ eεit
ð8Þ

where γMBA, γORG, and γEXP are the coefficients for the correction terms.

5. Methodology

To test our hypotheses, we must relate CMOmanagerial capital var-
iables to firm value, due to CMO succession. Because the CMO is part of
the topmanagement teamaswell as the larger organizational fabric, we
need to isolate the value created by CMO succession. Further, while it is
worthwhile to evaluate the impact of CMOs on profitability or sales of
the firm, the announcement of the new CMO alone should not influence
any of the balance sheet based firmperformancemeasure and hencewe
rule them out for this study.8 Accordingly and following Boyd et al.
(2010), we use an event study approach to compute the abnormal
returns associated with CMO succession. An event study is a useful ap-
proach for isolating the impact of a specific event of interest from
other background effects (McWilliams & Siegel, 1997); it also is a dom-
inant methodology in managerial succession literature (Giambatista,
Glenn Rowe, & Riaz, 2005; Kesner & Sebora, 1994). Event studies rely
on the efficient market hypothesis (Fama, 1970) that states the price
7 We thank an anonymous referee for this suggestion regarding the exclusion variables.
Variables related to other members of the C-suite, such as CFO and COO, had extensive
missing information (over 41% missing, on average) and hence were not usable.

8 Nath and Mahajan (2011) used balance sheet based measure to investigate the influ-
ence of CMO power on firm performance. Our motivation of investigating CMO succes-
sions is closer to Boyd et al. (2010) who also use event study.



Table 2
Industry classification of 303 events in our sample.

SIC Industry # of events

13 Oil and gas extraction 2
20 Food and kindred products 2
23 Apparel and other textile products 5
24 Lumber and wood products 7
25 Furniture and fixtures 3
27 Publishing and printing 3
28 Chemicals and allied products 29
30 Rubber and miscellaneous plastic products 47
33 Primary metal industries 3
35 Industrial machinery and equipment 15
36 Electrical and electronic equipment 3
37 Transportation equipment 2
38 Instruments and related products 7
39 Miscellaneous manufacturing industries 2
41 Local and interurban passenger transit 2
45 Air transportation 2
47 Transportation services 5
48 Communications 10
49 Electric, gas, and sanitary services 7
50 Wholesale trade — durable goods 5
51 Wholesale trade — nondurable goods 3
53 General merchandise stores 2
56 Apparel and accessory stores 8
58 Eating and drinking places 12
59 Miscellaneous retail 13
60 Depository institutions 2
62 Security, commodity brokers, and services 2
63 Insurance carriers 10
67 Holding and other investment offices 3
72 Personal services 2
73 Business services 76
79 Amusement and recreational services 2
82 Educational services 2
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of a security fully reflects all information available about the firm, and
themarket adjusts rapidly to new information. Thus, changes in a firm's
stock price due to an event (e.g., CMO succession) reflect investors' es-
timates of the economic value of that event (Brown & Warner, 1985).
More importantly, the event study approach allows us to delineate
investor's response to CMO succession announcement.

To identify CMO succession events, we conducted a search of the
Lexis–Nexis Wire Index (News Wire Library) using the keywords
“new,” “create,” or “appoint as,” along with the following position ti-
tles: chief marketing officer, CMO, president of marketing, director of
marketing, and vice president of marketing. Our search produced an
initial sample of 926 CMO successions between 1996 and 2009. Be-
cause we use abnormal returns to assess the value created by CMO
succession, we excluded private and foreign firms, which reduced
the sample to 436 observations. Following recommended event
study practices (McWilliams & Siegel, 1997), we also excluded
firms that made other significant announcements (e.g., earnings,
dividends, new products, other top executive appointment an-
nouncements) during a three-day window (t − 1 through t + 1)
around the CMO succession announcement, which resulted in our
final sample of 303 CMO succession events. We provide a brief de-
scription of the type of firms or industries included in our sample
in Table 2. We use this three-day event period to ensure an efficient
estimation and reduce the possibility of other factors affecting the
returns (Fornell, Mithas, Morgeson, & Krishnan, 2006).
9 We also used the market model and the Fama–French three factor model and the re-
sults are identical to the ones reported here.
10 Results using value weighted index closely conform to those we report.
11 Only 36% of the announcements in our sample disclosed the undergraduate degree. In
these 36% disclosures, 40% of the CMOs had a business undergraduate degree and in the
remaining 60%, 52% got anMBA. None of the CMOs had a Ph.D. degree. Thus, the only sig-
nificant signal of education in our sample seems to be that of an MBA degree.
5.1. Measures

5.1.1. Dependent variable
We use the four-factor model as developed by Fama and French

(1996) and modified by Carhart (1997) to estimate abnormal stock
returns.9 The four-factormodel has gained prominence among themar-
ket valuation models (Srinivasan & Hanssens, 2009) and has been used
in recent marketing research (e.g., Swaminathan & Moorman, 2009).
The four-factor model includes three factors in addition to the return
(Rmt) to explain the excess returns Rit, as follows:

Rit ¼ αi þ βiRmt þ siSMBt þ hiHMLt þ uiUMDt þ εit

where, Rmt is the market rate of return using the equally weighted Cen-
ter for Research in Security Prices index (market index) on day t,10 SMBt
is the return differential between portfolios of small capitalization and
large capitalization stocks, HMLt is the return differential between port-
folios of high and low book-to-market stocks, UMDt is the differential
between portfolios of stocks with high and low prior returns, αi is an
intercept, and εit is the disturbance term. We apply this model to a
255-day period prior to the event day to estimate the expected stock re-

turn (R̂it) for firm i on day t, then calculate the daily abnormal returns

according to the formula ARit ¼ Rit−R̂it . We sum the daily abnormal
returns over three days to arrive at the cumulative abnormal return
(CAR) for every CMO succession event, CARi,t(−1,1) = ∑t = −1

1 ARit.
Fig. 4 provides the kernel density plot for our abnormal returnsmeasure.

5.1.2. Independent variables
We use content from news announcements in the Lexis–Nexis Wire

Index and D&B Hoovers executive database to collect our measures of
CMOs' managerial capital variables. This approach is in line with the
event study approach that measures investors' response to information
provided in the announcement. Education level (MBA) is a dummy var-
iable that indicates whether new executives have MBA degrees (Barker
& Mueller, 2002).11 Our focus on business education and the MBA
degree in particular reflects the argument that the pursuit of a higher
education level should result in a learning and productivity advantage
(Boyatzis, Stubbs, & Taylor, 2002). Formal professional education (and
an MBA degree in particular) thus may serve as a filtering device for
hiring decisions (Hambrick & Mason, 1984). Professional management
education also should endow managers with the ability to deal with
the “administrative complexity and sophistication of firm due to the
emphasis placed on complex administrative systems in business
schools” (Hambrick & Mason, 1984, p. 201). We measure CMOs' prior
work experience (EXP) as the total number of years the new CMO has
worked in any position or organization before taking the new position.
To collect this measure, we again turn to news announcements and
validate themwith theHoovers database. Fig. 5 provides the kernel den-
sity plot for CMO experience. To measure new CMOs' origin (ORG), we
determine if they came from internal or external organizations
(Finkelstein & Hambrick, 1996). For each event, we use the content of
the news announcement to classify the new CMO as an internal or ex-
ternal hire (Zhang & Rajagopalan, 2010). If the CMOwas not previously
employed by the firm or its subsidiaries, we classify the hiring as exter-
nal and code the successor origin equal to 1; successor origin instead
equals 0 (internal) if the CMO was previously employed by the firm or
its subsidiaries. Table 3 provides the frequency distributions for MBA
and origin.

5.1.3. Moderation variables
For the firm-level variables, we use the number of years since incor-

poration tomeasure firm age andfirm sales tomeasure firm size.We as-
sess the two environmental moderators (industry dynamism and



Fig. 2. Nonlinear effect of CMO experience. Notes: CMO experience is mean centered.

0
2

4
6

8
10

D
en

si
ty

-.2 0 .2 .4

Cumulative Abnormal Returns

Kernel Density Plot: Cumulative Abnormal Returns

Fig. 4. Kernel density plot: cumulative abnormal return.
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growth) with aggregate firm-level data for the different four-digit stan-
dard industrial classification codes as in the COMPUSTAT database. In
line with Hambrick and Cannella (2004), we define industry growth
(GWT) as the average rate of sales growth (annualized) between t − 2
and t; because industry demand can grow (or shrink) unpredictably, we
also calculate industry dynamism (DYN) as the absolute difference in
the industry growth rate from t− 2 to t− 1 versus that from t− 1 to t.
For example, an industry that grew 2% from 1999 to 2000 and then
shrank by 3% from 2000 to 2001 achieves an industry dynamism score
of 5 and an industry growth score of − .5.
Fig. 3. Interaction between CMO experience and organizational variables. Notes: CMO ex-
perience is mean centered.
5.1.4. Control variables
To rule out other explanations, we include three control variables as-

sociated with CMOs' impact in prior literature. Position is a dummy var-
iable that takes the value one when the CMO position has been newly
created and zero when the position already existed (e.g., Boyd et al.,
2010; Nath & Mahajan, 2008). In line with Boyd et al. (2010), we use
the absence or presence of a major customer to capture the firm's
customer power. We also include a dummy variable for the CMO's
title that indicates whether new CMOs are actually in the C-suite as
chief marketing officers or take some other title (e.g., vice president of
marketing); those who gain top management team status should have
influence over a broader range of decisions (Nath & Mahajan, 2011).
Like firm-specific knowledge, industry experiences of incoming CMOs
may also influence their impact (Shen & Cannella, 2002). To control
for CMO's industry background, we also include a dummy variable
industry outsider that takes the value one when the CMO's prior expe-
rience is in the same industry and zero otherwise.

Firm performance also can drive executive succession (Shen &
Cannella, 2002), so we use return on assets (ROA) in the year prior to
the news announcement to measure firm performance before the
CMO succession. As a commonly used and well-understood measure
of firm performance (Shen & Cannella, 2002), ROA indicates how well
a firm's assets generate revenue. We also include the gender of the
new CMO as an individual-level control variable (where male is coded
as 1 and female as 0), in addition to year-level dummy variables
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Table 3
Frequency distribution for MBA and origin.

MBA Origin

Frequency Percent Frequency Percent

0 (no MBA/internal) 191 63.04% 80 26.4%
1 (MBA/external) 112 36.96% 223 73.6%
Total 303 100 303 100
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(i.e., year of the CMO succession event). Finally, we include variables re-
lated to education level, origin, and total experience of the CEO, obtain-
ed from the company filings (DEF 14A). CEO's education background
(CEOEdu) is a dummy variable, where those having an MBA are coded
as 1 and 0 otherwise; CEO's origin (CEOOrigin) is a dummy variable,
where outsider CEO is coded as 1 and 0 otherwise; and CEO experience
(CEOExperience) indicates the total number of years of work experience
of the firm's CEO. Thus we control for environmental, individual-,
position-, and firm-specific effects.

6. Results

Weprovide the descriptive statistics and correlationmatrix in Table 4.
The highest value of the condition index of 8.85 suggests that collinearity
is unlikely to be an issue. As suggested by Albers (2012), we present the
results of first stage regression meant to obtain endogeneity correction
terms in Table 5. The results from the first stage suggest that the likeli-
hood of hiring a CMO with an MBA education increases with an increase
in ROA, total assets, sales, industry dynamism, and if the position is newly
created or is part of the C-suite, whereas it decreases with an increase in
firm age, industry growth rate, and if the firm has dominant customers
or a CEO with an MBA education. Similarly, firms are more likely to hire
an external CMO as industry dynamism and total assets increase or if
the CMO position is part of the C-suite; whereas the likelihood of hiring
an external CMO decreases with increase in ROA, sales, industry growth
rate, and if the CMO position is newly created or the current CEO was
also an external hire. Finally, CMOexperience is valuedwhen the industry
is growing fast, CMO position is part of the C-suite, and the CEO has little
experience. Next, we use the correction terms for the three variables
(origin, education, and experience) from this stage in the second stage
(as shown in Eq. (8)).12

Consistent with research in latent class analysis (e.g., Wedel &
Kamakura, 2000), we estimated our model while assuming a fixed
number of support points (segments) for the intercept term. As per
Andrews and Currim (2003), we determined the appropriate number
of segments on the basis of AIC3 statistics (i.e., Akaike information crite-
rion with a per-parameter penalty factor of 3); a five-segment solution
emerged as optimal (AIC3 values of −447.72, −547.75, −542.12,
−571.96,−604.23,−594.29, and−591.95 for one to seven segments,
respectively).13We find evidence of endogeneity as all the three correc-
tion terms are statistically significant (γMBA = − .034, p b .01;
γORG = − .037, p b .01; γEXP = − .003, p b .1).14 The negative signs of
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12 To rule out the alternate explanation that CMO experience (EXP) may capture the ef-
fects of CMO age (as pointed out by one of the reviewers), we estimated another model
where we include CMO age as an additional control variable. As one would expect, CMO
age has a positive effect on the abnormal returns (β = 0.001, p b .01). More importantly,
results of our original variables remain unchanged; CMO experience continues to have a
non-linear effect on firm value even after we control for the age of the CMO.
13 Other information criteria (e.g., AIC, BIC) provide the same conclusion. Specifically, we
obtain AIC values of −491.72, −594.75, −592.12, −624.96, −660.24, −653.29, and
−653.95 and BIC values of −344.45,−437.43, −424.76, −455.82, −472.79, −455.81,
and −445.95 for one to seven segments, respectively.
14 As our dependent variable is an estimated quantity, there are good chances that the
error term is not homoskedastic, which would require correction for heteroskedasticity.
However, visual inspection of residuals plotted against fitted values and the Breusch–-
Pagan test failed to reject the assumption of homoskedasticity, indicating that we do not
have heteroskedasticity.



Table 5
First stage regression results.

Parameter MBA Origin Experience

Title 0.184⁎⁎⁎ 0.130⁎⁎⁎ 0.188⁎

Customer power −0.046⁎⁎⁎ −0.004 −0.064
ROA 0.100⁎⁎⁎ −0.089⁎⁎⁎ 0.011
Position 0.016⁎⁎ −0.079⁎⁎⁎ −0.073
Firm age −0.011⁎⁎⁎ −0.007 0.005
Total assets 0.003⁎⁎⁎ 0.0003⁎⁎⁎ −0.001
Sales 0.002⁎⁎ −0.011⁎⁎⁎ 0.001
Industry growth −0.03⁎⁎⁎ −0.0074⁎⁎⁎ −0.004⁎⁎⁎

Industry dynamism 0.088⁎⁎⁎ 0.143⁎⁎⁎ 0.038
CEO education −0.195⁎⁎⁎

CEO origin −0.088⁎⁎⁎

CEO experience −0.008⁎⁎

Intercept 0.216 0.441 −0.235

⁎⁎⁎Significant at .01; ⁎⁎significant at .05; and ⁎significant at .1 (two tailed t-tests).
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the correction terms indicate that the parameter estimates without the
Heckman correction would be biased downwards suggesting that the
abnormal returns are lower for internal CMOs, those without an MBA,
and those with less experience.15

In Table 6 we present the results of our focal model linking CMO
managerial capital to firm value and several alternate specifications.16

Model 1 is the full proposed model; model 2 includes the main effects
only; model 3 includes all the variables except those related to MBA;
model 4 includes all the variables except those related to origin
(ORG); model 5 includes all the variables except those related to expe-
rience (EXP); model 6 includes all the variables but does not account
for unobserved heterogeneity (i.e., singe class); model 7 includes all
the variables but does not account for the endogeneity of our focal var-
iables; and model 8 includes all the variable but does not account for
both endogeneity of our focal variables and unobserved heterogeneity.
We also report three different measures that document the improve-
ment inmodel fit: mean absolute deviation (MAD), AIC values, and like-
lihood-ratio (LR) test statistic.17 In line with Ebbes, Papies, and Van
Heerde (2011), we compare the fit statistics of the endogeneity
corrected models (models 1 through 6 in Table 6) and select the pro-
posed model based on superior fit statistics.18 Results from alternate
models provide further confidence in our model that highlight the sig-
nificant influence of our focal variables on firm value, in support of the
assertion that CMOs help drive firm performance (e.g., Boyd et al.,
2010). As we propose in H1a, the new CMO's MBA education positively
15 The correction terms provide an insight into the correlation between the errors across
the first and the second stage models. Intuitively, the correction term corrects for all the
missing variables O. In the absence of the correction term, the modeled variable, X, repre-
sents the omitted variables O as well, i.e., the effect of X is the aggregation of both X and O.
Consider, for example,ORIGIN. Firmsmay lack internalmanagement talent and hencemay
hire an external CMO; thus ORIGINmay also mask the effects of ignoring the lack of man-
agerial talent, biasing the estimates of ORIGIN downwards.
16 The objective of presenting results from multiple models was to rule out the concern
of multicollinearity and highlight the robustness of our results. In sum, results from alter-
nate models provide justification for the proposedmodel and highlight the importance of
accounting for both endogeneity and heterogeneity. Results from models that do not ac-
count for these issues or that do not include all the variables are misleading and hence
we do not discuss the specific results from alternate models.
17 For large sample (such as ours), the LR test statistic is approximately χ2 distributed
with degrees of freedom equal to the difference of the dimensions of the two models
(Bloemer, Brijs, Vanhoof, & Swinnen, 2003;Holt &Macready, 1989; Lin andDayton, 1997).
18 Fit statistics such as the ones we use here are based on predictive performance of the
model. However, as suggested by Ebbes et al. (2011), the uncorrected (OLS)model has the
same underlying data generation mechanism and hence offers superior predictive ability.
The correction terms from the first stage, which are imperfect instruments, increase the
“noise” and hence the overall fit reduces in models that correct for endogeneity. Biased
OLS estimates predict better than consistent parameters estimated through endogeneity
correction (Ebbes et al., 2011). Indeed, if we were interested in making predictions, we
would pick themodel that does not correct for endogeneity. However, since we are inter-
ested in the theory, we pick the model that is corrected for endogeneity and then use the
fit statistics to compare across models that correct for endogeneity.
influencesfirmvalue (b=.008, p b .01).Wedo notfind support for H1b,
regarding the negativemoderating effect of firm age (b=.006, n.s.).We
also do not find support for the negativemoderating effect of size (H1c),
yet the sign of our estimate is consistent with Boyd et al. (2010) who
find that as firm size increases, the magnitude of the positive effect of
CMO education on firm value decreases (b=− .004, n.s.). We find sup-
port for H1d and H1e, in that as industry dynamism (b= .013, p b .01)
and growth (b = .138, p b .05) increase, so does the positive effect of
CMO education on firm value.

We find support for H2a; consistent with Boyd et al. (2010), we
find that external CMOs create more value than internal CMOs (b =
.01, p b 0.01). Consistent with H2b and H2d, respectively, we find that
as firm age (b = − .288, p b .01) or industry dynamism (b = − .718,
p b .01) increases, an internal CMO is preferred to an external CMO.
We do not find support for H2c, industry dynamism does not influence
the preference for an internal or an external CMO (b = − .007, n.s.).
Similarly, we do not find support for H2e, which pertained to the
moderating influence of industry growth (b = .023, n.s.).

For experience, we find that the linear term is negatively significant
(b = − .015, p b .05), whereas the quadratic term is positively signifi-
cant (b= .005, p b .01), suggesting aU-shaped relationship between ex-
perience and firm value, providing partial support for H3a (see Fig. 2).
Our results suggest that investors penalize firms that hire CMOs with
low levels of experience, highlighting the importance of the marketing
function and the individual occupying the CMO position. Contrary to
H3b and H3d, we find that as firm age increases, the positive effect of
CMO experience increases (b= .119, p b .01; see Fig. 3), but as industry
dynamism increases, the positive effect of CMO experience decreases
(b=− .007, p b .01). Our results suggest that compared to an inexperi-
enced CMO, an experienced CMOmay be better able to navigate organi-
zational structures and processes and fight organizational inertia to
bring about strategic change. However, in dynamic environments that
require dynamic and fresh thinking, investors undervalue CMO experi-
ence. We do find support for H3c regarding the moderation effect of
firm size on CMOs' experience (b = .065, p b 0.01; see Fig. 3). Finally,
in support of H3e, as industry growth increases the positive effect of
CMO experience also increases (b = 1.107, p b .01).

In terms of control variables, unlike Boyd et al. (2010)who do notfind
significance for newCMOposition,wefind that inCMOsuccession events,
shareholders react differently to a newly created versus existing CMOpo-
sition (b = .006, p b 0.01) such that shareholders react favorably to a
newly created CMO position. The firm value for a CMO succession event
actually is lower when the position title refers to a CMO rather than an-
other title (b = − .017, p b .01), perhaps because of the high
expectations that the CMO title creates (Nath & Mahajan, 2008). Unlike
Boyd et al. (2010) who find a negative effect for customer power (mea-
sured as a presence of major customers), we find a statistically significant
positive effect for customer power (b= .005, p b .01). Our findings sup-
port the arguments of several scholars, including Kalwani and
Narayandas (1995) and several others (Kinney & Wempe, 2002; Kumar,
1996), who argue that long-term relationships with major customers
can result in operational efficiencies that yield abnormally high returns.
Our results are also in line with a recent accounting study based on
45,442 B2B relationships by Patatoukas (2011) who finds a positive asso-
ciation between customer concentration and accounting rates of return,
suggesting that efficiencies accrue to suppliers with concentrated cus-
tomer base. Whereas differences in sample size (88 in the case of Boyd
et al., 2010 vs. 304 in our research), variables, and estimation approach
(accounting for unobserved heterogeneity; see Table 1 for details) could
explain the differences in the results across the two studies, the opposite
effects for customer power presents a fertile avenue for future scholars to
reconcile the differences. Further, as firm profitability (ROA) increases,
the value created by a CMO succession decreases (b = − .005, p b .01)
and shareholders seem to react more enthusiastically to a female succes-
sor relative to a male successor (b=− .015, p b .01). Finally, an industry
insider is valued more than an outsider (b=− .01, p b .01).



Table 6
Parameter estimates for the hypothesized model.

Predictors Hypothesized
effects

Model 1:
full model

Model 2:
main effects
only

Model 3:
no MBA

Model 4:
no origin

Model 5: no
experience

Model 6: no
heterogeneity
correction

Model 7: no
endogeneity
correction

Model 8: no heterogeneity &
endogeneity correction

Main effects
Education (MBA) H1a (+) .008a .019a .009c .002a − .005 .004c .000
Origin (ORG) H2a (+) .010a .004 .023a − .001 .003 .007a .001
Experience (EXP) − .015b .011a − .008 .046 .022 .000 − .011
EXP × EXP .005a .002 − .009 − .003 .002 .006

Moderator main effects
Firm age (AGE) .003a .000 .001 .001 .002 .000 .001a .002
Size − .004 − .014b .000 − .039c − .029b .018 − .039a .009
Industry dynamism (DYN) .002 − .002c .011 − .004 − .002 − .007 .000 − .006
Industry growth (GWT) .000 .000b .002c .000 − .002 .001 − .001c .000

Interactions terms
MBA × AGE H1b (−) .006 .053 .111 .226 .179a .071
MBA × Size H1c (−) − .004 .024 − .001 − .032 .005 − .034
MBA × DYN H1d (+) .013a .010b .002 .012 .021a .010
MBA × GWT H1e (+) .138b .183 .163 .279 .159b .378
ORG × AGE H2b (−) − .288a − .151 − .250c − .180 − .080c − .267
ORG × Size H2c (+) − .007 − .020 .023c − .031 .020a − .018
ORG × DYN H2d (−) − .718a −1.193 − .388b − .223 −1.275a − .436
ORG × GWT H2e (−) .023 − .165 .228 − .017 .147b .082
EXP × AGE H3b (−) .119a .147 .235 .085 .066 − .150
EXP × Size H3c (+) .065a .018 .073b .027 .055a .014
EXP × DYN H3d (+) − .007a − .004 − .005 − .005 − .007a − .005
EXP × GWT H3e (+) 1.107a 1.357c 1.352 2.247 .395 2.237

Control variables
Customer power .005b .002 − .006 .002 − .002 .006 .002 .004
Position .006a .001 − .005 .006 − .004 .001 .007a .005
Title − .017a − .019a − .017b − .021a − .029a − .038a − .020a − .032a

Gender − .015a − .001 − .003 .000 .001 − .020c − .001 − .020b

ROA − .005a − .007a − .001 − .003b − .004a − .003 − .003a − .002
Industry outsider − .010a − .014a − .004 − .009c − .012a − .008 − .014a − .009

Correction terms
γMBA − .034a − .065a − .006 − .027b − .017
γORIG − .037a − .006 .001 − .018 − .023
γEXP − .003c − .065a − .011b − .003 − .009
Log likelihood 386.12 352.63 361.2931 362.60 359.9 289.85 435 349.7
AIC −660.23 −619.27 −622.586 −625.21 −621.806 −491.72 −759.375 −617.4
MAD 0.016 0.017 0.023 0.022 0.023 0.039 0.011 0.041
LR-test statistic NA 66.97a 49.65a 47.03a 52.43a 192.53a NA 72.83a

Notes: γMBA, γORIG, and γEXP are the correction terms fromEq. (8). The intercept term varies across the five segments (b1= .02, p b .05; b2= .06, p b .01; b3=−.01, ns; b4= .13, p b .01. b5=
.11, p b .10).We include the year dummies in themodel but suppress them in the discussion of the results, to conserve space. aSignificant at .01; bsignificant at .05; and csignificant at .1 (two
tailed t-tests). LR-test statistic indicates the relative improvement in fit provided by the proposed model (model 1) as compared to the model in the corresponding column.
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7. Discussion

Recognizing the importance of topmanagers, marketing literature is
beginning to investigate the implications of marketing leadership
(e.g., Boyd et al., 2010; Nath & Mahajan, 2011; Verhoef & Leeflang,
2009). We build on this emerging literature to focus on the impact of
marketing leadership succession on firm value; specifically, we study
the value created by CMO managerial capital variables, i.e., CMO's edu-
cation, origin, and experience.

Data about 303 CMO succession events largely support our frame-
work; specifically, CMOs' education positively influences firm value,
whereas CMO experience has a nonlinear effect, such that there is a U-
shaped relationship between CMO experience and firm value. This
nonlinear effect suggests that prior marketing experience endows
CMOs with tacit knowledge and strategic insights that enable them to
enrich the organization with fresh ideas, perspectives, and routines
(Giambatista et al., 2005).

As proposed, these effects ofmanagerial capital variables varywith or-
ganizational and environmental factors. Firm age increases the value of
CMO's experience and decreases the value of an external CMO,
confirming our beliefs that the organizational inertia and routines prevent
youngCMOs and thosewithout organizational knowledge (i.e., outsiders)
from implementing their innovative strategies. Similarly, as firm size in-
creases, the value created by CMO experience increases as well.

As industry dynamism increases, themagnitude of the positive effect
of a CMO's education also increases. However, contrary to our expecta-
tions, as industry dynamism increases, the value of CMO experience
decreases, suggesting that the industry dynamism renders CMO experi-
ence less valuable as the accumulated wisdom may be rendered less
useful in the face of new environmental changes. Similarly, as industry
dynamism increases, an internal CMO is preferred over an external
one, suggesting that investors value internal CMO's abilities to navigate
organizational structures and processes to respond to environmental
uncertainties. As industry growth increases, the magnitude of the posi-
tive effect of a CMO's education and experience on firm value also in-
creases. Thus, the knowledge and resources that education and prior
experience confer may be exploited better in industries that are rela-
tively unstable and offer a multitude of growth opportunities relative
to industries that are stable.

7.1. Implications

From a theoretical standpoint, we contribute to emerging literature
on CMOs and extant literature on succession in the C-suite. In particular,
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our research highlights the significance of CMO managerial capital per-
spective. Our findings highlight the importance of the person who oc-
cupies the CMO position. Extant research on CMOs has highlighted
several contingencies that may influence their value; for example,
Nath and Mahajan (2008) find no effect of the presence of CMOs, but
they subsequently note that CMOs' influence is contingent on their
power in the top management team (Nath & Mahajan, 2011). Boyd
et al. (2010) find that CMOs' influence is contingent on the amount of
discretion (as indicated by the lack of customer power) they have. We
add to this stream of research (see Table 1 for a summary of extant re-
search on the influence of CMO on firm value) by highlighting the im-
portance of the individual who occupies the position, beyond the
effect of firm-level variables. Our proposed managerial capital variable
captures the characteristics of executives, and our managerial capital
perspective thus offers a theoretical lens for studying the value of top
executives in an organization.

We also add to empirical research on managerial succession, which
has focused largely on CEOs (e.g., Giambatista et al., 2005; Kesner &
Sebora, 1994), by demonstrating the relevance of CMO succession. For
this broader succession literature stream, we highlight the importance
of considering all members of the C-suite to obtain a holistic under-
standing of the executive succession phenomenon; our (managerial
capital) perspective can capture this phenomenon effectively. By dem-
onstrating the value of the top marketing executive in organizations,
we also respond to calls in upper echelons literature to study individual
members of the top management team (e.g., Carpenter, 2011). Our
study demonstrates that a lot remains to be learned about the topman-
agement team, through investigations of its individual components.

Finally, our research adds to the body of literature that studies
corporate-level marketing strategy issues (e.g., Verhoef & Leeflang,
2009). By highlighting the value of marketing at the top of the organiza-
tion, we hope to make a stronger case for the “marketing enterprise” in
the organization (Rust, Moorman, & Bhalla, 2010) and counter claims
in popular and scientific press that marketing is losing ground
(e.g., Webster, Malter, & Ganesan, 2005). Our results also underscore
the need of further research in this domain. Future researchmust exam-
ine the sources of discrepancy between some of our results and those of
other scholars. Specifically, the differences in the effects of customer
power (or CMO power) on firm value deserve further investigation.19

Nath and Mahajan (2011) find no effect of CMO power on firm value
(measured as sales growth and return-on-sales), Boyd et al. (2010)
find a negative effect of customer power on abnormal returns, and we
find a positive effect for the same relationship. Empirical details aside,
there may be other factors that could explain these differences, an
area that we hope will receive attention from scholars. Scholars may
also benefit from examining alternative performance outcomes
(e.g., balance-sheet based measures) or other succession characteristics
(e.g., frequency of turnovers, recency of the previous turnovers, and
change in characteristics from previous CMO). Finally, one may also
explore quadratic moderation effects of environmental variables
(e.g., growth).

From a practice perspective, in addition to being statistically signifi-
cant, our results are managerially pertinent. For example, hiring a CMO
with a MBA (as opposed to one without an MBA) in a high growth
industry20 can boost abnormal returns from bymore than four hundred
times (i.e., from 0.05% to 2.16%). Hiring an external CMO, as opposed to
an internal CMO, in a mature firm can reduce abnormal returns to
−1.04% from .01%. Similarly, hiring an MBA in a dynamic industry can
increase the abnormal returns by over 1000% to 2.5% from .18%. Thus,
19 Our operationalization of customer power (presence of dominant customers) is simi-
lar to the one used by Boyd et al. (2010); Nath and Mahajan (2011) use the label CMO
power to refer to the amount of CMO's influence on TMT decisions.
20 For assessing managerial implications, we define high industry growth as one stan-
dard deviation above the mean industry growth rates, mature firm as standard deviation
above themean firm age, and an experienced CMO as onewithwork experience one stan-
dard deviation above the mean of work experience in our sample.
firms must consider individual-specific factors before hiring a new
CMO. Positive shareholder evaluations can facilitate the execution of
firm strategies and enable the firm to realize its objectives. Similarly,
CMOs should keep these factors in mind before making a decision to
join a new firm. Our results provide insights into the ease with which
CMOs may be able to execute their preferred strategies, as well as the
evaluation standards that their shareholders are likely to apply.

7.2. Conclusion

As we continue to improve our understanding of the role of market-
ingwithin the firm, it is imperative to develop our understanding of the
role of marketing leadership aswell. With this research, we take several
crucial steps to explore the implications of changes in the marketing
leadership of a firm. We hope the importance of CMOs for firms and
their role in establishing the marketing function spur further research
into CMO-related issues.
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