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Abstract
AN EMPIRICAL INVESTIGATION INTO THE RELATIONSHIP BETWEEN
CHIEF EXECUTIVE OFFICER CAREER PATH PROFILE
AND FIRM STRATEGIC CHOICE
BY

GINA L. DETMAR-PINES

Adviser: Professor S. Prakash Sethi

Based on 197 new chief executive officers from the Forbes 800 Top CEOs, this
study empirically examines the relationship of CEO career path profile variables to the
strategic choices made in the firm. Using a longitudinal research design and data on 203
Forbes companies from 1987-1993, CEO career path profile is examined to determine
whether certain demographic variables affect the strategic choice variables of
diversification and internationalization. Study findings suggest that the CEQ’s career
path profile - in particular, the functional tracks - is associated with the firm strategic
choice of diversification and internationalization. The results show that (1) when the
CEO’s functional background is either a "throughput” or an "other” category, he will
tend to diversify the organization; (2) the functional background appears to not have any
association with internationalization; (3) in concurrence with the succession literature, the
insider CEOQ is equally as likely to make changes in the firm as the outsider CEO; and
(4) the intra/inter-industry studies provide a clearer understanding of CEO versus
industry effect. The implications of the association of CEO career path and firm

strategic choice are discussed.
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Chapter I

Introduction

There is ample evidence to suggest that a firm’s strategic choices are influenced
by numerous factors, among others: industry characteristics, a firm’s relative position in
the industry, and the predilections and predispositions of its top management team and
especially the Chief Executive Officer (CEO). Of the three aforementioned factors, it
is the CEO who provides the catalyst that operationalizes and mobilizes a firm’s physical
and human resources so as to create a strategic fit between the firm, the industry, and
the environment. Therefore, it stands to reason that the personal characteristics and
experience profile of the CEO will influence a firm’s strategic choices, as well as its
organizational structure and decision-making processes. There is sufficient evidence in
the literature indicating that a CEO’s career path profile influences a firm’s strategic
choices but may have little or no effect on firm performance (Lieberson and O’Connor,
1972; Miller, Kets de Vries, and Toulouse, 1982; Hambrick and Mason, 1984;
Finkelstein and Hambrick, 1989; Wiersema and Bantel, 1992; Smith et al., 1994).
Available evidence suggests a firm’s performance is impacted to a large extent by the
industry in which it operates and the CEO has little or no impact (Lieberson and
O’Connor, 1972; Beard and Dess, 1979, 1981; Astley and Van de Ven, 1983). More
recent research, however, suggests that the CEO does have an impact on a firm’s
strategic choice and only indirectly on a firm’s performance (Miller, Kets de Vries, and

Toulouse, 1982; Hambrick and Mason, 1984; Tushman and Romanelli, 1986; Finkelstein
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Hambrick, 1989; Carroll, 1994; Smith et al., 1994). Hambrick and Mason (1984)

suggest, in their upper echelons theory, that CEO-led top management teams influence
firm strategic choice and firm profitability and performance. This research emphasizes
the background characteristics of the CEO-led top management team positing a large
behavioral component which is said to reflect the idiosyncracies and values of the
decision makers ("Strategic choice under conditions of Bounded Rationality,"” 1984:195).
The "perceptual lenses” through which decisions are made influence strategic choice and
only indirectly influence performance. Other factors influence performance that the CEO
cannot control (i.e., the industry in which the firm operates, the regulatory environment,
stock performance, etc.). More recent studies confirm that executives’ functional
backgrounds affect their selective perceptions and influence choice (Waller, Huber, and
Glick, 1995). Consistent with the current research, this study addresses ihe question,

How does the CEQ’s career path profile affect a firm’s strategic choice?
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Background and Purpose of the Study

There is a considerable body of literature investigating various types of linkages
among top management and CEO personality traits and characteristics, i.e., upper
echelons theory (Dearborn and Simon, 1958; Lieberson and O’Connor, 1972; Miller,
Kets de Vries, and Toulouse, 1982; Hambrick and Mason, 1984; Miller and Toulouse,
1986), firm strategic choice (Hambrick and Mason, 1984; Norburn and Birley, 1988;
Pettigrew, 1973; Johnson, 1987, 1988; Hambrick, 1986; Hambrick and D’Aveni, 1992;
Smith et al., 1994), and firm performance (Aguilar, 1988; Bowman, 1986; Ginsberg,
1988). Studies show that, in choosing a CEO, firms place considerable emphasis on
seeking a "fit" between a CEQ’s strengths (e.g., personality traits and experience) and

organization structure and corporate culture (Virany and Tushman, 1986; Ansoff, 1990).

A number of authors have undertaken studies describing the internal dynamics of
strategic change in individual settings, placing heavy emphasis on the personality of the
CEO (Hambrick and Mason, 1984; Hambrick and Finkelstein, 1987; Johnson, 1987;
Miller, Kets de Vries, and Toulouse, 1982). Most studies of the effects of CEOs on firm
strategic choice leave unexplored the particular behavioral dynamics, as well as the
specific background and career options chosen by the CEO and their associated outcomes
(Hambrick and Mason, 1984; Aguilar, 1988; Bowman, 1986; Ginsberg, 1988; Hambrick,

1986), leaving a relative paucity of research regarding a CEQ’s prior career experience
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4
and other demographic variables that may suggest possible linkages between a CEO’s
career path profile and the firm’s strategic choice. Relevant literature also provides no
differential typology of the relationship between a CEOQ’s background and work

experience (henceforth, career path profile) and the firm strategic choice.

Historically, United States companies have had to deal with relatively high rates
of CEO turnover (James and Soref, 1981; Reinganum, 1985; Puffer and Weintrop,
1991). Turnover in any form, voluntary (retirement, resignation) or involuntary (death,
dismissal), constitutes a major event for a firm. Research shows that such a major event
influences a firm’s subsequent direction and performance (Virany and Tushman, 1986).
CEOs are generally held accountable for a firm’s performance. Research shows that
there is a greater propensity to replace the CEO after a firm performs poorly (Norburn
and Birley, 1988). Empirical findings have been mixed, however. For example, a
change in return on equity was shown to be significant in studies by Allen and Panian
(1982) and Lubatkin and Chung (1985) but not in studies by Robinson and Brief (1985)
or Harrison, Torres, and Kuklis (1988). Inconsistency is seen in studies conducted by
Furtado and Karan (1990) and Lambert and Larcker (1985) citing poorly performing

firms that continue to provide salary increases and bonuses to the CEOs.
A more recent and related phenomenon, seen particularly in poorly performing

firms, has been the increasing selection of CEOs from outside the firm (Furtado and

Karan, 1990; Ang and Chua, 1981; Vancil, 1987; Zajac, 1990). Ang and Chua (1981)
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5
found that 45% of the 134 firms in bankruptcy changed CEOs in 1974-1982, and, in the
six years following the bankruptcy, 80.2% of the CEOs departed. New CEOs, in
general, and CEOs from outside the firm, in particular, frequently attempt major
strategic changes. For example, Helmich and Brown (1972) found that the "greatest
amounts of change in firm performance was experienced by firms that appointed
outsiders to the president’s post” (Furtado and Karan, 1990:69). Contradictory evidence
found that new CEOs’ efforts at strategic change did not appear, on average, to make
any significant impact on the firm’s economic performance (Chung, Rogers, Lubatkin,
and Owers, 1987). As a result, some studies report a relatively high rate of CEO exit
early in their tenure. A study by Fredrickson, Hambrick, and Baumrin (1988) found that
almost 50% of departing CEOs in major food-processing firms left within the first three
years of their tenure. Furthermore, according to Furtado and Karan (1990:72), "the
contradictory results may be due to differences in the designs of the studies, the varying
definitions of top management change, and the sample selection processes.” The results
of these studies support the need for longitudinal studies, since the time element becomes
critical to identifying actual changes in strategy that may be attributable to a CEQ’s

tenure.

Traditionally, CEOs have been studied in terms of their personalities (Miller, Kets
de Vries, and Toulouse, 1982; Miller and Toulouse, 1986), their functional background
and experience (Dearborn and Simon, 1958; Lieberson and O’Connor, 1972; Hambrick

and Mason, 1984; Norburn and Birley, 1988; Smith et al., 1994), their effectiveness as
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6
a "turnaround” CEO (Grinyer and Spender, 1979; Helmich and Brown, 1972; Beatty and

Zajac, 1987), and their impact on firm performance and organizational structure (Miller
and Friesen, 1984; Norburn and Birley 1988; Singh, 1986; Smith et al., 1994; Waller
etal., 1995). An alternative competing model suggested by Smith et al. posits that "the
top management team’s process will directly affect performance” (1994:417). Their
model also predicts that both demography and process will be directly and independently
related to organizational performance and "with process accounting for variation in
performance that demography leaves unexplained” (1994:417). Yet, there seems to be
a paucity of research regarding a CEQ’s career path profile, which, for the purposes of
this study, can be viewed as a multivariate collection of career-related experiences that
include actual career-related factors but also include career experiences such as functional
tracks (Dearbom and Simon, 1958; Hambrick and Mason, 1984), the insider/outsider
status or firm-specific experience (Zajac, 1990; Gupta, 1984; Friedman, 1991), formal
education (Hambrick and Mason, 1984; Wiersema and Bantel, 1992; Datta and Guthrie,
1994), and age (Child, 1972; Hart and Mellons, 1970; Hambrick and Mason, 1984), that
influence firm strategic choice. The present research study is designed to fill this

void.

This research is divided into six chapters. Chapter I presents the introduction,
where the background and purpose of the study are addressed. Chapter II reviews the
scholarly literature on CEO career path profile (demographic variables) and firm strategic

choice. Chapter III develops a theoretical framework that links CEO career path profile
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to firm strategic choice and develops hypotheses for the relationships between CEO
career path profile variables and firm strategic choice variables. Chapter IV describes
the methodology and research design. Chapter V discusses the results and includes an
appropriate representation of the research findings, as well as a thorough explanation of
the analyses. Finally, Chapter VI provides conclusions and suggests implications for

future research.
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Chapter II

Literature Review

Although some researchers have argued that top management teams, and CEOs
in particular, have little impact on organizational outcomes (Lieberson and O’Connor,
1972; Aldrich, 1979; Astley and Van de Ven, 1983), more recent research suggests
otherwise (Hambrick and Mason, 1984; Miller, Kets de Vries, and Toulouse, 1982;
Finkelstein and Hambrick, 1989; Wiersema and Bantel, 1992; Smith et al., 1994;
Carroll, 1994; Waller, Huber, and Glick, 1995). Inspired by Cyert and March’s (1963)
work on dominant coalitions, Hambrick and Mason (1984) developed the upper echelons
theory, which supports the recent stream of research that upper-level managers do have
an important impact on organizational outcomes. The research posits that upper-level
managers make decisions that are in concert with their cognitive base. Hambrick and
Mason (1984) refer to this cognitive base as the "perceptual lens" through which the
upper-level manager or CEO perceives the situation. Accordingly, the cognitive base is,
in part, a function of their personal values, functional tracks, and experience, and can
be linked to organizational outcomes. Based on upper echelons logic, researchers have
linked top management teams and CEOs to strategy (Miller and Freisen, 1977; Miller
and Toulouse, 1986; Finkelstein and Hambrick, 1989; Michel and Hambrick, 1992).
Upper echelons research draws on three main concepts: demography, process, and firm
performance. Demography refers to external characteristics of the top management team

and/or the CEO, such as background or functional tracks of the individual CEO,
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9
insider/outsider status (firm-specific experience), formal education, and age of the CEO.
Process concems the actions (choices) and/or behaviors of the CEO, such as
diversification, internationalization, and resource allocation. Firm performance has been
linked to CEO tenure, which has proven problematic since performance is traditionally
measured in terms of market forces as well as industry forces, both of which clearly are
not under the control of the individual CEO (Porter, 1980; Greiner and Bhambri, 1989;
Hambrick and Finkelstein, 1987). As such, firm performance will not be used as a

measure of CEO in this research.

Background

Hambrick and Mason (1984) argued that a manager’s personal experience and
personal values could be inferred from demographic characteristics such as background
or functional tracks, years of experience, formal education, and age, and that, by
studying these characteristics, they linked the top management team to organizational
outcomes. Using Hambrick and Mason’s research as a starting point, other researchers
empirically linked demography with organizational performance (Eisenhardt and
Schoonhoven, 1990; Michel and Hambrick, 1992). The first specific attempt to
investigate the intervening processes was recently completed by Smith et al. (1994),
whereby they looked at communication and psychological dimensions, such as social
integration. Smith et al. (1994:413) posited: "If upper echelons theory is to become

useful in improving our understanding of top management teams, we need to elaborate
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and fully understand how team demography influences the organization."

To date, no empirical studies have directly investigated the process through which
the CEO’s demography influences organizational processes and outcomes. Michel and
Hambrick (1992) used a social-psychological explanation (social integration) to explain
the links between average top management team tenure and diversification strategy and
performance. Team tenure, in their study, was used as a proxy variable for "team
cohesion” and that, in turn, indirectly affected performance. Hambrick and D’Aveni
(1992) and Eisenhardt and Schoonhoven (1990) attributed linkages between team
demography and firm performance to unmeasured social psychological factors. The most
recent research suggests that what executives perceive influences their actions and these
actions are posited to affect the nature and performance of their organizations (Waller,

Huber, and Glick, 1995).

Early research investigated the top management team and, in particular, the CEO
in terms of their "functional tracks" (Dearborn and Simon, 1958). Dearborn and Simon
(1958) found that when executives with different functional backgrounds were presented
with the same problem (case study) and were requested to consider it from a firmwide
perspective, they viewed the problem in terms of the goals and activities related to their
respective areas. This aspect has continued to be of interest and has been expanded to
include other related career experiences and was used as the basis for Hambrick and

Mason’s (1984) seminal work and development of "upper echelons” theory. Their study
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suggested that the functional tracks had a significant effect on the types of actions an

executive would pursue.

The magnitude of the types of actions that CEOs attempt in their organizations
varies widely (Mintzberg and Waters, 1985). Cases cited to support this variation
include that of Black and Decker’s CEO, Nolan Archibald, who replaced the entire top
management team, transformed the firm’s manufacturing mentality to a market-driven
culture, and developed a global business strategy to reposition the company’s power tool
business (Huey, 1989). In the same vein of research, John Sculley initiated a
comprehensive strategic transformation at Apple Computers redefining the company’s
approach to the business segment and changing the organization "from a hippie culture
to a yuppie culture” (Huey, 1989). Other CEOs have limited their focus on specific
areas within the organization, such as the compensation system, the planning system, or
the acquisition or divestiture of a single business unit. However comprehensive or

limited the strategic choice, the research suggests it is ultimately linked to the CEO.

Many links between managerial backgrounds and decision choices have been
proposed (Hambrick and Mason, 1984) and partially verified (Chaganti and Sambharya,
1987; Waller, Huber, and Glick, 1995). Hambrick and Mason, among a series of wide
ranging propositions, propose a close relationship between an executive’s functional
experience, formal management education, and age, serving as independent variables,

and the firm’s strategy emphasis, performance, and decision process, serving as
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dependent variables. For example, they suggest that a positive correlation exists between
output functional experience and growth, and between peripheral functional experience
and unrelated diversification, and so on. Extending this line of reasoning to the CEO,
a CEO who is new to the position with prior "general management and/or multifunctional
experience” would seem more likely to make broader or more sweeping strategic choices
soon after taking the appointment. On the other hand, again pursuing Hambrick and
Mason’s line of reasoning, CEOs with prior single functional experience possess narrow,
in-depth expertise, which supports the research indicating that the CEO will make
strategic choices confined to those areas in which he has the greatest experience.
Continuing in this vein of research, the following study investigates functional tracks as

well as other pertinent demographic variables that will be termed "Career Path Profile."

Career path profile (CPP) can be viewed as as a multivariate collection of career
related experiences that includes actual career related factors but also includes career
experiences such as: functional tracks (Dearborn and Simon, 1958; Hambrick and
Mason, 1984), the insider/outsider status or firm-specific experience (Zajac, 1990;
Gupta, 1984; Friedman, 1991), formal education (Hambrick and Mason, 1984; Wiersema
and Bantel, 1992; Datta and Guthrie, 1594), and age (Child, 1972; Hart and Mellons,

1970; Hambrick and Mason, 1984), which influence one’s career.

The dictionary (Merriam-Webster, 1983:208) defines career as " a course of

continued progress in the life of a person ... a field for the pursuit of consecutive
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progressive achievement, especially in public, .professional, and business life.” Since the
social sciences are more discerning in the preciseness of definitions, and because
nowhere in Webster’s definition is there any indication of occupation, discontinuity, or,
even, progressive failure, the definition of career will be better served using definitions
from the behavioral sciences. Super, Crites, Hummel, Moser, Overstreet, & Warnath
(1975), in their study, define career by distinguishing it from occupation and taking into
account both continuity and discontinuity, as "a career is the sequence of positions, jobs,
and occupations occupied by a person during the course of a lifetime, including the
preoccupational role of student preparing for work, the work roles themselves, and the
postoccupational role of annuitant or pensioner whose life is now structured by some
occupationally determined and by some nonoccupational roles.” According to Super, "It
is the individual who supplies the continuity in the career, even when the sequence of
occupations is discontinuous, for the career belongs to the person, not to the occupation
(Super, 1974:227). He goes on to point out that a person can make a career of an
occupation, particularly those who have invested a great deal in their occupation (i.e.,
medicine) but there still remain those who have made a career of an industry, changing
occupations as they "move up the ladder” (i.e., banking, education, securities, food

processing, etc.).

Other career experiences, which are not considered part of the functional track
experiences, can also be anticipated to have a significant effect on the types of strategic

choices a CEO will pursue. The succession literature is rife with research on the length
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of service and a related variable, inside versus outside succession (Helmich and Brown,
1972; Gupta, 1984; Zajac, 1990; Friedman, 1991; Datta and Guthrie, 1994). The
primary and consistent finding emanating from this vein of research is that the chief
executive officers brought in from the outside tend to make more changes in structure,
procedures, and staff than do CEOs promoted from within the organization (Helmich and

Brown, 1972; Gupta, 1984; Zajac, 1990; Friedman, 1991; Datta and Guthrie, 1994).

Among the outcomes associated with internal promotion of the CEO are reduced
costs associated with socialization, turnover, compensation, and false positive selection
errors (Zajac, 1990). In addition, Friedman (1991) found that promoting from within
led to an increased ability to attract and retain employees. The emphasis on internal
hiring produced benefits associated with firm-specific knowledge because familiarity with
services, markets, products, technologies, and standard operating procedures has been
found to accrue with tenure in the organization (Gupta, 1984). On the other hand, the
CEO:s recruited from outside the organization are attributed with bringing a broader
perspective and a penchant for change to the new organization. Wiersema and Bantel
(1992) found a negative correlation between tenure and strategic change. Prior to the
above findings, Miller (1991) concluded that CEOs with longer tenure were "stale in the
saddle” and, therefore, were less likely to lead organizations whose strategies and

structures adapt to, and remain aligned with, their environments.

The choice of an internal versus an external CEO candidate is influenced by the
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firm’s desire to achieve a specified performance level or type. The academic literature
and the popular business press associate the insider with an increased commitment to the
status quo and the outsider CEO with a penchant for change, therefore increasing the
likelihood that an outsider will be hired for a poorly performing firm. The argument is
also presented that recruiting an outsider has a symbolic effect; it sends a strong signal
to both the internal organization and, to external constituents that serious change is

imminent (Friedman and Singh, 1989).

Hambrick and Mason (1984) determined educational background to be an
indication of the executive’s orientation in terms of knowledge and skill base. They
posited that "a person educated in engineering generally can be expected to have a
somewhat different cognitive base from someone educated in history or law. Beyond
that, if it is assumed that most people take seriously their decisions about education, then
education serves to some extent as an indicator of a person’s values, cognitive
preferences, and so on" (1984:200). Hambrick and Mason also found that the amount
of education, not necessarily the type, was positively associated with innovation.
Wiersema and Bantel (1992) empirically linked top managers’ education levels with the

propensity to deviate from the sratus quo and implement strategic change.
Hambrick and Mason (1984) found the inclusion of educational backgrounds of

managers in macro-organizational research was limited primarily to studies predicting

innovation. Miller (1991) found that firms with an investment in R&D were
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characterized as having made a strategic decision that indicated a propensity for
innovation. Firms emphasizing R&D have been empirically linked with a competitive
strategy of innovation (Martell, Carroll, and Gupta, 1992). A more recent finding argues
that more creative/innovative organizations will tend to have more highly educated top
managers (Bantel and Jackson, 1989). Hambrick and Mason note that most studies did
not consistently include controls for age "and so may be masking the tendency toward

increased education in recent years."

Earlier research by Collins and Moore (1970) suggested that professional
management education was expected to have an effect on the administrative mechanisms
and level of sophistication of firms, mostly because of the types of people drawn to
business schools and because of the nature of the programs offered, which place great
emphasis on complex administrative systems. Collins and Moore (1970) noted that MBA
candidates are not as innovative or "risk-prone” as the "self-made” executive, and, that
business schools are not inclined, or equipped, to develop innovative or risk-taking

tendencies in their students.

The association between the age of the CEO and the firm’s strategic choice has
not been the subject of many studies. Hambrick and Mason (1984) associated managerial
youth with corporate growth. Additional empirical research has demonstrated 2
relationship between age and a variety of work-related attitudes, including attitudes

towards risk (Govindarajan, 1989). Vroom and Pahl’s (1971) findings showed a negative
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relationship between age and the value placed on risk. Hitt and Tyler (1991) found
similar results while studying chief executive officers. Therefore, as posited by
Hambrick and Mason (1984), since risk posture is an important element of corporate
strategy (Beatty and Zajac, 1994), age differences should, in fact, predict differences in
CEOs’ beliefs about the proper strategic direction of the firm and, consequently, the
strategic choices made regarding product diversification and internationalization. Hitt
and Tyler (1991) also found that age significantly predicted variation in CEOs’ strategic
evaluations of possible acquisitions. Older CEOs, in particular, may be at a point in
their lives where financial security and career security are paramount. Hence, any risky

actions would probably be avoided by older CEOs (Hambrick and Mason, 1984).

CEO career path profile, as used in this study, is a multivariate collection of
characteristics that is investigated through the following four variables. Itis an extension
of Super’s (1974) definition of career and includes Hambrick and Mason’s (1984)
categories: (1) Functional Tracks - a) "output functions” - marketing, sales, and product
R&D, and b) "throughput functions" - production, process engineering, and accounting
(Hambrick and Mason, 1984:199); (2) Insider/Outsider Status - occupations occupied
by a person in the course of a lifetime: a) firm-specific experience, b) experience in other
firms; (3) Formal Education - level of education, MBA or non-MBA, and (4) Age -
which will be incorporated simply to determine if the CEO is of retirement age or close
to retirement. The specific properties of each of these variables and the manner in which

they are measured are described in detail in Chapter IV.
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Strategic Choice

When incorporating strategic choice into a theory of organization, it must be
recognized that it is a process whereby constraints and opportunities are functions of the
role of the CEO that are directly linked to the CEO’s ideological values (Child, 1972).
This line of thinking can be extended to include the CEQ’s own particular values that led
to a specific career path. The CEO initiates the opportunities and problems, interprets
pertinent information, considers the firm’s capabilities and constraints, converts them into
(what is termed in this paper) input factors and output factors, formulates, and, finally,
implements, change. Thus, this paper will show, by evaluating the input and the output
factors that influence the strategic choices the CEQ will make, the CEQ’s career path

profile may have an important role in the determination of the firm’s strategic choices.

Throughout the late 1950s and 1960s, many increasingly elaborate contingency
models were developed, depicting the links among environment, technology, size,
structure, and process. Over a period of time, these contingency models became
fragmented and deterministic, giving rise to Child’s (1972) strategic choice perspective.
Strategic choice, as defined by Child (1972:17), considers "what expectations are
presented by resource providers such as business shareholders, what is the trend of
events in the environment, what has been the organization’s recent performance, the
congeniality of its present internal configuration, and so on. Their prior ideology is

assumed to colour this evaluation in some degree. The choice of goals or objectives for
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the organization is seen to follow from this evaluation, and to be reflected in the strategic
action which is decided upon.” Child’s strategic choice perspective was one in which
organization-environment relations were viewed as resulting primarily from choices made
by top managers. Drawing on Child’s definition of strategic choice, this research posits
that the top managers, and the CEO, in particular, determine the direction the individual
firm will take (firm’s strategic choice) in terms of product diversification, resource

allocation, and internationalization.

The study of strategy has tended to occur at two levels of analysis: corporate and
business (Ansoff, 1965; Lorange and Vancil, 1977; Hofer and Schendel, 1978).
Corporate strategy defines the nature and range of businesses a firm intends to operate
and often is characterized by asking, "What businesses should we be in?" Hence,
corporate strategies are basically diversification strategies, and approaches have been
developed for designing and managing a corporation as a portfolio of diversified
businesses (Wind and Mahajan, 1981; Haspeslagh, 1982). Wrigley (1970), is credited
with one of the earliest efforts to describe the different forms of diversification. He
described how a "single-business” firm might diversify into areas that were "related” or
"unrelated” to the firm’s original business. Rumelt (1974) extended this framework to

include ten types of corporate diversification.

Diversification generally refers to the number of products and services in a firm’s

product mix, and/or the extent of geographical dispersion of a firm’s activities. Rumelt
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(1974), in his classical study, first developed the notion of product diversification. He

classified his product groupings into four categories: (1) unrelated firms, which are non-
vertically integrated firms that have pursued a diversification strategy regardless of the
existing relationships between new business and current business activities; (2) related-
linked firms, which are non vertically integrated diversified firms operating in several
industries but whose activities are linked in that they have diversified by combining
several different strengths and, therefore, are active in widely disparate businesses; (3)
related-constrained firms, which are related firms, all of whose activities are related to
one central strength; and (4) vertically integrated firms, which are firms that have long-
linked chains of activities, ranging from raw materials to fabrication of the product, and

finally, to distribution of the finished product.

Rumelt’s (1974) classification schema has since been tested by numerous
researchers and the findings have been supported along various industry and product
dimensions. His argument focuses on the individual firm and its distinct pattern of
diversification: "Each company had a unique history and had developed its own pattern
of relationships among technologies, products, and markets. What was a discrete
business for one firm was often an integral and nonseparable part of a larger business in

another firm" (Rumelt, 1974:12).

Rumelt’s findings have since been replicated and expanded by numerous authors

(Christensen and Montgomery, 1981; Montgomery, 1982; Varadarajan, 1986; Capon,
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Hulbert, Farley, and Martin, 1988). Rumelt found that high performers diversified by
building on a single strength or resource associated with the original business
(constrained diversification) and low performers. Rumelt’s research also found low
performers were reflected in both sides of the diversification spectrum. The unrelated
passive firms were among the most highly diversified in the study, while the dominant
vertical firms were far less diversified (Christensen and Montgomery, 1981). Rumelt
presented a new seven-category system, combining two categories from the original nine,
each in the dominant and unrelated diversified groups. Again, the diversity/performance
relationship was supported. Montgomery (1982), however, reclassified Rumelt’s (1974)
companies with a high degree of reliability despite the qualitative nature of the

classification procedure.

Capon, Hulbert, Farley, and Martin (1988) identified three factors that contributed
to the validity of Rumelt’s diversification scheme and demonstrate a relationship between
corporate diversity and performance. The first factor, business definition, is based on
product/market combinations and not just on a product or service produced system, such
as Standard Industrial Classification (SIC) codes. The second factor, the relative size of
the largest individual business, is identified. The final factor, the manner in which
individual businesses are related to each other, was made into an integral component of

the scheme.

Over time, the changes initiated by the CEO can be observed and consequently
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measured by the absolute differences between input factors and output factors. The
components of the input factors that comprise the changes in strategy are R&D, labor,
and capital, which are compared with the difference between the output factors of the

degree of internationalization, and diversification.
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Industry Characteristics

Other factors examined in the strategic management literature are industry
characteristics, industry performance, and firm characteristics. The application of an
industry framework has evolved from the recent literature regarding the industrial
organization paradigm. In this paradigm, strategic choice and industry characteristics
(e.g., concentration ratios) both explain the level of a firm’s performance within an

industry (Porter, 1981).

An industry may be characterized on a variety of dimensions that would ()
distinguish it from other industries and (b) indicate differences among firms within an
industry when compared to differences among firms in another industry. A number of

these dimensions have been identified and investigated in the literature.

Two of the more commonly investigated variables are the extent of concentration
in an industry and its pattern of diversification. Concentration is determined in terms of
relative market share accounted for by different firms in an industry. A highly
concentrated industry is typified by the proportion of total industry sales accounted for
by the top four firms in that industry. Other things being equal, the greater the
dispersion of total sales among a large number of firms, the more fragmented will be the
industry character (Pfeffer and Salancik, 1978). Not only are the concentration ratios

important in describing an industry’s structure, the distribution of relative market shares
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among firms - the shape of the curve - is also indicative of the nature of volatility and
intensity of competition among member firms in the industry. Consequently, it is
expected that firms in highly concentrated industries should exhibit less diversification

than firms in less concentrated industries.
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Industry Performance

Other evidence points to the relative importance of industry profitability
(measured by pre-tax operating profits, return on equity, or percentage of sales) in
explaining performance variation among firms. Beard and Dess (1979, 1981) assessed
the relative importance of industry profitability in explaining performance variations
among firms. They found industry profitability to be a statistically significant predictor
of firm profitability for a sample of 40 nondiversified manufacturing firms. Beard and
Dess also reported that industry profitability explained consistently more variance than
any of three business-level strategy variables of relative market share, relative debt/equity
ratio, and relative firm capital intensity. In their seminal work, Lieberson and O’Connor

(1972) sampled 167 Fortune 500 firms and found industry profitability to be a more

significant predictor of firm profitability than either general economic factors or changes
in leadership. This study was seriously flawed, however, the order in which the
variables were entered made a significant difference in the outcome such that change in

leadership actually did make a difference.

The aforementioned evidence (Beard and Dess, 1979; Lieberson and O’Connor,
1972) suggests that researchers should strongly consider examining or controlling for
industry effects when conducting strategic management research. The present research
recognizes that there is sufficient evidence suggesting that factors other than industry
characteristics and firm characteristics have an important effect on strategic choice

variables. Therefore, by controlling for these effects, increased confidence in the results
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can be expected. This position is consistent with the work of Porter (1980), Jemison

(1981), Bourgeois (1984), and Porter (1986).

Researchers have traditionally used alternative measures when evaluating
performance (Hambrick, 1980; Montgomery,1982). These include market-based
measures of performance (e.g., market retun, dividend yield) and accounting-based
indices (e.g., return on investment, sales growth, return on assets). From an economic
viewpoint, performance for any period of time can best be represented by a change in

the firm’s real net worth.
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Firm Characteristics

Ansoff (1990) offers a strong rationale for linking a firm’s characteristics with
that of top management. He argues that the turbulence in a firm’s external environment,
i.e., the degree of risk and uncertainty, must be compatible with both the aggressiveness
of its management and the firm’s resources to support the relevant level of managerial
aggressiveness. Therefore, it follows that a firm’s resource mix and the extent of its
divergence from industry characteristics would reflect on the match between top

management characteristics - in this case, the CEO - and the firm’s resource mix.

Similarly, it has also been noted that industry structure variables may determine
a firm’s characteristics, diversification strategy, and performance (Hoskisson & Hitt,
1990; Reed & Luffman, 1986; Lecraw, 1984; Porter, 1980; Rumelt, 1974). Among the
most widely known arguments regarding industry structure and firm performance are
those posited by Porter (1980), who developed the Five Forces Framework to analyze
the intensity of competition within an industry. Porter argued that, in order to
understand the profit potential of the industry under scrutiny, the five forces must be
examined: suppliers, buyers, industry competitors, product substitutes, and potential

entrants.

However, the most compelling arguments for firm characteristics are those based

on the firm characteristic of size (Child, 1972; Pfeffer and Salancik, 1978; Miller and
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Droge, 1986; Miller and Toulouse, 1986; Miller, 1987; Harrison, Torres, and Kuklis,

1988; Fizel and Louie, 1990; Puffer and Weintrop, 1991). The size argument has a long
history within organizational theory, beginning with Weber’s (1947) classic analysis of
bureaucracy, in which he stated that bureaucratic characteristics (i.e., complexity) would
not be present in small organizations. The increased complexity led to more difficult
managerial coordination of sub-units. Since larger firms control more resources, the
power, influence, and privileges of leadership are greater (Harrison, Torres, and Kuklis,
1988). Recent theoretical work by Miller (1987) found firm size may partially explain
the amount of influence the chief executive’s personal characteristics may have on the
organization. Miller and Toulouse (1986) extended this argument and only investigated
97 small firms (with less than 500 employees) to determine the influence of the CEO.
They found CEO influence to be significant in small firms. Fizel and Louie (1990)
found firm size was impacted by the CEO. Their study measured firm size both as the
absolute level of sales and as the deviation from the firm’s four-year trend in sales. Data

on firm size (total sales at baseline and year four) will be collected for use in this study.

The present research is designed to reconcile the alternative views and investigate
how the CEO’s demographic characteristics affect firm strategic choice. The primary
question this research will address is empirical: To wit, controlling for factors such as
industry and firm characteristics, what is the impact, if any, of a CEO’s career path
profile in a firm’s choice of a particular strategy? This research will investigate and

evaluate the model of CEO career path profile and firm strategic choice.
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Chapter III

Theoretical Framework

The objectives of this research are: (1) to explore systematically the relationship
between CEO career path profile and firm strategic choice, and (2) to expand on previous
analyses of upper echelons theory (Hambrick and Mason, 1984; Smith et al., 1994) by
extending its scope to include CEOs from different industries with varying career path
profiles and by evaluating the differential effect CEQO career path profile may have on
firm strategic choice. More specifically, this study directs empirical attention to
establishing a direct relationship between CEO career path profile and firm strategic
choice. The theoretical framework being presented here is a process model (Figure 1).
It is beyond the scope of this research to test the entire model, which is more
comprehensive in scope and covers other elements of a firm’s strategy-structure-
performance nexus. Its intent is to indicate the relevance of the present study, which is

much narrower in scope, with the overall framework strategy-structure-performance

model.

Consistent with the past research on top management team and CEO demography
(e.g., Hambrick and Mason, 1984; Michel and Hambrick, 1992; Hambrick and D’ Aveni,
1992; Smith et al., 1994; Waller, Huber, and Glick, 1995), this research models a set
of demographic variables in terms of the career path profile of the CEO. The CEO

career path profile, as described here, includes (1) functional tracks (measured in terms
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of output and throughput functions, per Hambrick and Mason, 1984), (2) insider/outsider
status, (3) formal education, and (4) age. The model presented for this research seeks
to examine the aforementioned factors in terms of the strategic fit that exists between the
CEO and the firm’s strategic choice. Conceptually, the relationship can be presented as
a heuristic model in the following framework, Figure 1. Figure 2 describes the

theoretical model and the relationships to be tested in this study.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



31

10J PAFIONUOD) —[;

oY) o___._c..._
adneng < e J0ae)
g (0010

IPPOJAl 92104 A1BNENIG WLy puk IO WIEd 1994eD OAD I HANOI

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



32

UONIBZI[BUOTIBUIOIU] o < a8y
[9A9T UONBONPH [BULIOY

UOLIBOIJISIDAI(] 1ONPOI] o 4 smuig
JOpISINQO/Iapisuy

UONBIO[[Y 90IN0SIY o

A

SHOBLL, [BUOTIOUN,]

NOY)
adaeng
LTRTT

A

ed J19aae)

aoud
0D

PPOJA 904D JIZNNG Wil PUL ILJOIJ R 39318D 0D ‘T AANOIA

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



33

The preceding framework examines the relationships between the components
depicted in Figure 1. Hypotheses are developed, stating the relationships between the
various CEO career path profile variables. The variables include: a) functional tracks,
b) insider/outsider status, c) formal education, and d) age. The influence of each
variable on firm strategic choice is examined. The firm strategic choice elements
analyzed in this study are: a) resource allocation, b) diversification, and c)

internationalization.

Career Path Profile

Career path profile (CPP), for purposes of this research, can be viewed as a
multivariate collection of career-related experiences, that includes actual career-related
factors but also includes career experiences such as: functional tracks (Dearborn and
Simon, 1958; Hambrick and Mason, 1984), formal education (Hambrick and Mason,
1984; Wiersema and Bantel, 1992; Datta and Guthrie, 1994), age (Child, 1972; Hart and
Mellons, 1970; Hambrick and Mason, 1984), and the insider/outsider status or firm-
specific experience (Zajac, 1990; Gupta, 1984; Friedman, 1991) that influence one’s

career.

Continuing in this vein of research, CEO career path profile will be investigated
using the following four variables. It is an extension of Super’s (1974) career definition

and includes Hambrick and Mason’s (1984) categories. The first category is the
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Functional Track. This category is comprised of two elements. "Output functions”
which include marketing, sales, and product R&D. "Throughput functions" which
include production, process engineering, and accounting (Hambrick and Mason,
1984:199). The second category is the Insider/Outsider Status. This category takes into
account the occupations held by a person in the course of a lifetime combining both firm-
specific experience and other firms experience. The third cartegory is Formal Education.
This category is specific to the type of education the CEO can be classified into,
specifically, MBA or non-MBA. The final category is age. The age variable was
incorporated simply to determine if the CEO was of retirement age or was close to
retirement. The specific properties of each of these variables and the manner in which

they are measured, are described in detail in Chapter IV.

Strategic Choice

A key element of this model is the firm's strategic choice. Strategic choice refers
to the changes made by the CEO in: a) the firm’s market behavior; b) input factor
utilization. Market behavior will be measured in terms of changes in the composition
of a firm’s product offering and/or changes in its geographical coverage. The input

factor utilization is depicted in terms of changes in the usage of capital, labor, and R&D.

Drawing on Child’s (1972) definition of strategic choice, discussed in Chapter II,

this research posits that the top managers and the CEO, in particular, determine the
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direction an individual firm is likely to take (firm’s strategic choice) in terms of product

diversification, resource allocation, and internationalization.

Diversification generally refers to the number of products and services in a firm’s
product mix. Rumelt (1974), in his classical study, first developed the notion of product
diversification. He classified his product groupings into four categories: (1) unrelated
firms which are non-vertically integrated firms that have pursued a diversification
strategy regardless of the existing relationships between new business and current
business activities; (2) related-linked firms, which are non-vertically integrated diversified
firms operating in several industries but whose activities are linked in that they have
diversified combining several different strengths and, therefore, are active in widely
disparate businesses; (3) related-constrained firms, which are related firms, all of whose
activities are related to one central strength; and (4) vertically integrated firms, which
are firms that have long-linked chains of activities ranging from raw m'aterials to

fabrication of the product and distribution of the finished product.

Over time, the changes initiated by the CEO can be observed and consequently
measured by the absolute differences within the a) input factors and b) output factors.
The components of the input factors that made for the changes in strategy are: R&D,
labor, and, finally, capital, which are compared with the difference between the output

factors, a) degree of internationalization and b) diversification.
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The definition and, consequently, the measurement of strategic choice is fraught
with concerns. One of the issues raised is based on a specific time factor, e.g., the
period over which the effect of a particular strategic choice should be measured. Given
a choice, management (the CEO) would want to be evaluated when the financial
measures are at their peak. Therefore, any objective measures such as industry standards
or product life cycle would be vulnerable to the similar criticisms. Another issue is that
of the external factors that the CEO cannot possibly foresee. These factors can be

extended to include an entire industry as well as the economy at large.

Other Factors
Industry Characteristics
An industry may be characterized on a variety of dimensions that would a)
distinguish it from other industries and b) indicate differences among firms within an
industry when compared to differences among firms in another industry. A number of

these dimensions have been identified and investigated in the literature.

Two of the more commonly investigated variables are the extent of concentration
in an industry and its pattern of diversification. Concentration is determined in terms of
relative market share accounted for by different firms in an industry. A highly
concentrated industry is typified by the proportion of total industry sales accounted for
by the top four firms in that industry. Other things being equal, the greater the

dispersion of total sales among a large number of firms, the more fragmented will be the
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industry character (Pfeffer and Salancik, 1978). Not only are the concentration ratios

important in describing an industry’s structure, the distribution of relative market shares
among firms - the shape of the curve - is also indicative of the nature of volatility and
intensity of competition among member firms in the industry. Consequently, it is
expected that firms in highly concentrated industries should exhibit less diversification

than firms in less concentrated industries.

Industry Performance

Other evidence points to the relative importance of industry profitability (i.e., pre-
tax operating profits, return on equity, or percentage of sales) in explaining performance
variation among firms.  Prior research (Beard and Dess, 1979,1981; Lieberson and
O’Connor, 1972) suggests that researchers must strongly consider examining and/or
controlling for industry effects when conducting studies in management research since
industry characteristics may have significant effects on strategic variables and firm

performance.

Alternative measures have been used in previous research when evaluating
performance (Hambrick, 1980; Montgomery, 1982). These include market-based
measures of performance (e.g., market return, dividend yield) and accounting-based
indices (e.g., return on investment, sales growth, return on assets). From an economic

viewpoint, performance for any period of time can best be represented by a change in
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the firm’s real net worth.

The two aforementioned environmental conditions (industry characteristics and
industry performance) may affect firm strategic choice and, therefore, were analyzed in
the model as controls. An attempt was made to control for industry effects for some of
the hypotheses but not all. For example, since there is a greater likelihood of the within
industry frequencies being small, (therefore the sample size would be too small to yield
statistical significance) the demographic variable, age, could not be measured within
industry. Also, age should not correlate with industry making it unnecessary to control
for industry. Very recent research cautions us as to how much industry actually affects
variance in the firm (Powell, 1996). Powell’s empirical research using Federal Trade
Commission Line of Business data reported that industry membership explains between
17 percent and 20 percent of the variance among firms. His study findings found only
20 percent of the variance was explained by industry and 80 percent of the variance was

explained by other factors, including executives’ perception.

Firm Characteristics
A firm’s resource mix and the extent of its divergence from industry

characteristics according to prior research should reflect on the match between top

management characteristics - in this case, the CEO - and the firm’s resource mix.
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Similarly, it has also been noted that industry structure variables may influence
a firm’s characteristics, diversification strategy, and firm performance (Hoskisson & Hitt,
1990; Reed & Luffman, 1986; Lecraw, 1984; Porter, 1980; Rumelt, 1974). Fizel and
Louie (1990) found firm size was impacted by the CEO. Their study measured firm size
both as the absolute level of sales and as the deviation from the firm’s four-year trend
in sales. Data on firm size (total sales at baseline and year four) will be collected for use

in this study.

Change

A baseline measure was developed in order to operationalize change. It will
identify the firm’s initial status such that a change to another category (i.e., Rumelt’s
diversification categories) will be assessed. The baseline data will be collected for four
quarters (one full year) prior to the date the CEO assumes the new position. The next
measure will be in the fourth year of the CEO’s tenure. The operationalization of change
will vary according to the individual hypothesis. According to Grant (1988),
operationalizing changes in firm strategic choice directly linked to the CEO’s career path
profile poses a complicated task due to the cognitive nature of the concept. However,
Prahalad and Bettis (1987) found that the use of "dominant logics,” defined as the way
in which management makes resource allocation decisions about a particular firm, is a

way of addressing this issue. A graphic depiction of both the baseline and the four-year
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Baseline 4 year timespan
[—[—I—I—I [-—[—I—I—I
quarter 0 1 2 3 4 yeaar 0 1 2 3 4
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Hypotheses Development

The functional tracks of the CEO career path profile have attracted much attention
in the strategic management literature since the CEO is presumed to be functionally
specialized (Hambrick and Mason, 1984) and, therefore, is expected to bring to the
position specific job knowledge, attitudes, and skills that are partly shaped by functional

experience.

Functional Tracks. Dearborn and Simon (1958), in their landmark study, found
that when a group of executives from different functional areas were presented with the
same problem (in the form of a case study) and were asked to view it from a company-
wide perspective, they each defined the problem in terms of the activities and goals of
their own specific functional areas (Hambrick and Mason, 1984:199). Using Hambrick
and Mason’s two main categories of functional tracks, the first, "output functions"
(marketing, sales, and product R & D), emphasizes growth and the continuing search for
new opportunities. It is also considered in the monitoring and adjusting of products and
markets. The second category of functional tracks, "throughput functions” (production,
process engineering, and accounting), are those processes that are responsible for
improving the efficiency of the transformation process. These two functions are based
on the research of Katz and Kahn (1966). The open systems view of Katz and Kahn is
"aligned with the functional areas described as key in Miles and Snow’s (1978) strategic

typology (Hambrick and Mason, 1984:199). According to Hambrick and Mason, these
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two functions are as distinctly different in their emphasis as the individuals working
within the two categories and "are likely to develop distinctly different orientations to the
firm and its environment” (Hambrick and Mason, 1984:199). CEOs who do not fall into
either of the above categories will be considered "other" for their functional track. The
following hypothesis is consistent with the research on CEO functional tracks and
specialized experience in that they tend to be matched to their company’s investments

(Hambrick and Mason, 1984; Pfeffer and Salancik, 1978; Hayes and Abemathy, 1980).

HI: Changes in a firm’s strategic choice will be related to the functional
tracks of the CEO: (i.e., "output function CEOs will emphasize resource
allocation in product R&D and "throughput " function CEOs will emphasize
resource allocation in capital and labor).

Insider/Outsider Status. This category is viewed as experience that is firm-
specific and that is not included in the functional track areas previously defined but is
considered valuable since it was found to have a significant effect on the types of actions
the CEO would take (Pfeffer and Salancik, 1978; Zajac, 1990; Gupta, 1984). Hambrick
and Mason, in their seminal work, found that executives carry with them the experiences
they have had during their careers. At first blush, this may seem to be a naive
statement. However, Hambrick and Mason’s research found that executives who had
spent their entire careers in one organization had relatively limited perspectives. As a
result, they had a very restricted knowledge base from which to operate when faced with

unprecedented problems such as deregulation, intensive competition from imports, or
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perhaps a radical technological shift (Hambrick and Mason, 1984:200). Zajac (1990)
noted, in the insider vs. outsider succession research, that internal hiring was thought to
lead to several positive outcomes. The positive outcomes included reduced costs
associated with socialization, turnover, and compensation as well as an increased ability
to attract and retain qualified employees (Friedman, 1991). Other potential benefits of
internal selection are associated with the concept of firm-specific knowledge, since
familiarity with products, markets, technologies, and standard operating procedures
accumulates with firm tenure (Gupta, 1984). Consistent with the current criteria used
by Chaganti and Sambharya (1987) and Vancil (1987), CEOs having fewer than five
years of organizational tenure at the time they assume the CEO position will be
considered outsiders. As noted above, the extent of firm-specific experience of CEOs
and other top managers has been the subject of discussion and research in the

organization and strategic management literature and leads to the following hypotheses:

H2a: Changes in a firm'’s strategic choice will be related to the insider/outsider
status of the CEO: insider CEOs initiate smaller changes in resource
allocation than outsider CEOs.

H2b: In large firms, the insider/outsider status of the CEO will be related to
changes in product diversification and internationalization, (i.e. , firms with
outsider CEOs will exhibit greater change in diversification and
internationalization).

H2c: In small firms, the insider/outsider status of the CEO will have no effect
on product diversification and internationalization.
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Formal Education. For this study, formal education will be defined as the
preoccupational role of student preparing for work roles. It takes into account the total
number of years of formal education and whether or not the individual has obtained an
MBA. Collins (1971) noted that educaticn implied membership in a particular
socioeconomic group. British research strongly supported this theory since class
structure presumably is more delineated in that country (Channon, 1973). Channon
found that 50% of the chief executives in his study had been educated at Cambridge or
Oxford and noted how the educational factor aided in establishing very strong
interorganizational links. Hambrick and Mason (1984) posited that such strong findings
were "unlikely to emerge in a U.S. sample.” However, they did qualify this statement
by saying that there may be certain industries where educational attainment -- including

degrees from the "right” schools - is important to business success.

It must be brought to the fore, however, that there is little research regarding
formal professional education (the MBA degree in particular) and its effects on corporate
outcomes. Hambrick and Mason (1984) found that the MBA was associated with
moderation. "MBA candidates by their nature probably are not as innovative or risk-
prone as more self-made executives" (Collins and Moore, 1970). Hambrick and Mason's
(1984:200) findings support Collins and Moore's research, in that they proposed that "the
amount, but not the type, of formal education of a management team will be positively
associated with innovation.” Wiersema and Bantel (1992) empirically linked CEO

education level with the propensity to deviate from the status quo and implement strategic
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change.

Additional empirical research indicates that investment emphasizing R&D is
linked with a competitive strategy of innovation (Martell, Carroll, and Gupta, 1992).
Given the existing literature linking education level with the above characteristics
(Hambrick and Mason, 1984; Martell, Carroll, and Gupta, 1992; Wiersema and Bantel,
1992), the following hypothesis is presented:

H3:  The education type of the CEO will be associated with changes in R&D

allocation (i.e., CEOs who have an MBA will show greater increases in
the proportion of spending in R&D).

Age. Although a CEO’s age has been only infrequently studied, these studies,
nevertheless, have revealed some interesting findings. Child (1972) and Hart and
Mellons (1970) have associated managerial youth with corporate growth. Child qualifies
this result by saying that it is not possible to disentangle the extent to which growth leads
to youth or youth leads to growth. Also, in a related finding, earnings and volatility of
sales is associated with managerial youth (Hambrick and Mason, 1984). Vroom and
Pahl’s (1971) findings showed a negative relationship between age and the value placed
on risk. Regarding managerial age, Hambrick and Mason (1984) also posited that older
CEOs, in particular those facing retirement, tended to avoid any risky actions.
Consistent with the previous literature, the following relationships between the CEO’s

career path profile and the firm’s strategic choice are suggested:
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H4a: Inlarge firms, older CEOs (56 and over), compared to younger CEOs (55
and under), make smaller changes in product diversification and
internationalization.

H4b: In small firms, CEO age will have no effect on changes in product
diversification and internationalization.
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Chapter IV

Research Design

The research used a longitudinal research design to examine CEO career path
profile and the relationship to firm strategic choice. The population included American
firms as listed in the 1987-1993 Forbes. The longitudinal study provided specific
information about the CEOs and their career path profiles and the relationship to firm

strategic choice.

Sample

The data base consisted of 197 CEOs and was based on succession events listed

in Forbes Top 800 CEOs during the years 1987-1990. All CEOs listed in the Forbes
Top 800 who were new to the position in 1987-1990 were selected for the study. CEOs
who were not new to the position in 1987-1990 were not selected. A variety of data
sources were used regarding CEOs that included information from secondary sources
such as: a Forbes survey of the 800 highest paid CEOs in America. Other data sources
used were Standard and Poor’s COMPUSTAT (which consists of the largest publicly held
American firms) and Standard and Poor’s Register of Corporations, Directors and

Executives.

The Forbes CEOs were chosen for the following reasons. The first was the
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convenience, easy availability, and verifiability of the data. Second, the alternative of
collecting personal data regarding CEOs through a mail survey would have been
infeasible, considering the sensitive nature of this type of information. Third, testing the
hypotheses required a sample of CEOs from a variety of industries for greater
generalizability. Finally, this procedure is consistent with past research in strategic

management.

Firms included in the sample had to meet the following criteria. The CEO had
to be identified in the May 1987-1990 Forbes "The 800 Top Corporate Executives,"

Standard and Poor’s COMPUSTAT Database, and Standard and Poor’s Register of
Corporations, Directors and Executives. These data sources provided the demographic

characteristics of the CEOs and other critical information for developing the career path

profile. For the purpose of this study, all sources were based on American companies

and their respective CEOs.

Strategic choice data was collected in the fourth year following the installation of
the CEO and during the year prior to his assuming the chief executive position for
purposes of baseline information. The year the CEO assumed this position may have
been any of the four following years: 1987, 1988, 1989, or 1990. The baseline year
extended from the appointment date and covered four full quarters, completing one full
year. The baseline data and the fourth year of tenure provided five years of data. The

five-year timespan is consistent with previous research regarding CEOs (Lambert and
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Larcker, 1985; Norburn and Birley, 1988; Furtado and Karan, 1990) and, according to
Fredrickson, Hambrick, and Baumrin (1988), should be no less than three years since
they found that almost S0% of departing CEOs in major food processing firms left within

the first three years of their tenure.

Method

Measures

Career path profile is a multivariate collection of characteristics and will be
measured on four variables. It is an extension of Super’s (1974) definition, and includes
Hambrick and Mason’s (1984) categories as well as a third category that includes CEOs
not in the other two; (1) Functional Tracks - a) "output functions" - marketing, sales and
product R & D, b) "throughput functions”™ -production, process engineering, and
accounting (Hambrick and Mason, 1984:199) c) other - CEOs not included in the above
categories such as lawyers, doctors and medical personnel, nonengineers, etc. The
preceding variable is categorical and indicates into which functional area the CEO can
be placed; (2) Insider/Outsider Status - is a dichotomous variable that indicates whether
a CEQ’s prior position and experience is firm-specific (same firm) or in a different firm;
(3) Formal Education - type of education, MBA or non-MBA, which is also a
dichotomous variable; and (4) Age - is also a dichotomous variable that indicates whether

a CEO is either 56 or older or 55 or younger.
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To develop measures of CEO career path profile, first categorical measures were
created for functional background, educational background, insider/outsider status and
age. Following Hambrick and Mason (1984) and others (Dearborn and Simon, 1958;
Chaganti and Sambharya, 1987) the various functional backgrounds were consolidated
into three core areas: output functions, which include marketing and sales, product R&D
and insurance; throughput functions, which include operations, production, process
engineering, accounting and finance administration and technical; and peripheral
functions, which include banking, law, and medical. A categorical measure of functional
background was created. If the CEO had primary experience in marketing, sales, or
product R&D a code of "one" was assigned; a "two" code was given if the CEO’s
primary experience was in production or operations, and "three" if his experience was

in the peripheral function.

In keeping with prior research (Hambrick and Mason, 1984; Chaganti and
Sambharya, 1987; Michel and Hambrick, 1992) the functional background was also
assessed according to the CEO’s current and prior job titles, while at the same time
considering other aspects of personal employment history such as the kind of
organizations for which the CEO had worked. Although coding functional background
entails a certain degree of subjectivity, Michel and Hambrick (1992) found a high

correlation (.86) between the ratings of two different sets of raters.

To measure the insider/outsider status of the CEO, a binary variable was created.
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The CEO was coded "one" if he was an employee of the organization and "zero" if he
was not an employee of the organization. The CEOs were coded as outsiders if they

were not employed by the company or any of its subsidiaries prior to becoming CEO.

Consistent with prior research (Hambrick and Mason, 1984; Michel and
Hambrick, 1992) a dichotomous measure was created for educational background where
the CEO was coded with "one" if he had an advanced degree, in this study an MBA and

"zero" if he did not hold an MBA at the time of appointment.

Empirical research has demonstrated a relationship between age and a variety of
work-related attitudes, including attitudes towards risk (Vroom and Pahl, 1971). Vroom
and Pahl found a negative relationship between age and the value placed on risk in a
sample of corporate managers; and Hitt and Tyler (1991) found similar results for top
executives. Therefore, as noted by Hambrick and Mason (1984), since risk posture is
an important element of corporate strategy, age differences should be an indication of the
CEOs’ beliefs about the strategic direction for the firm. To measure the relationship of
age to the strategic choices pursued by the CEO, a dichotomous measure was developed
where CEOs who were 56 and older were coded "one" and those CEOs who were 55 and
younger were coded "zero." To ensure that the two age groups were significantly
different, a comparison of the two means was performed. The overall distribution of the
age of the CEOs was determined by the comparison of the means and the variable was

dichotomized accordingly.
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Each CEO’s firm was classified by the industry in which it operates. The
classification of the industry included the following criteria: a) concentration ratios
(CR4), the market share held by the top four firms in the industry, and b) SIC
classification codes, which provide a more accurate sales breakdown as well as greater
generalizability (the F-ratios indicated highly significant relationships between these

measures (Montgomery, 1982)).

Each firm was classified by size. Firm size was measured by the firm’s total
sales. The data on total sales was collected at both baseline and year four of the CEO’s
tenure. Since there was a wide disparity in terms of firm size in the Fortune 500
companies in the study, firm size was categorized as small ($250 million - $1 billion total
sales) and large ($1.1 billion - $10 billion). The Standard and Poor’'s COMPUSTAT
Database, which was used in this study, provided data on the largest publicly held
American firms. A dichotomous measure was created, assigning "one" to the large firms

and "zero" to the small firms. The distribution of firm size was determined prior to

dichotomizing the size variable.

Strategic choice was measured at baseline and at the fourth year of the CEO’s
tenure. The following three dimensions were examined: (1) resource allocation; (2)
product diversification; and (3) internationalization. Resource allocation was measured
in terms of the proportion of the funding allotted to each of the following areas: (1)

capital, (2) labor, and (3) R&D, as a proportion of the total sales to adjust for the firm’'s
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size. Internationalization was measured in terms of the ratio of a firm’s overseas
earnings and overseas sales to the company’s total eamnings and total sales. Product
diversification was measured according to the number of product lines identified in each

firm in the study.
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Chapter V

Results

The purpose of this study was to examine the relationship of the CEO’s career
path profile, in terms of his functional track, to strategic choice, with the goal of moving
the level of analysis from' descriptive to explanatory. Accordingly, four groups of
independent variables were studied to assess their impact on the dependent variable, firm
strategic choice (diversification and internationalization). The first group of variables,
the functional tracks set, included output function, throughput function, and peripheral
function variables. These predictors are the ones that have been most often linked with
strategic choice in earlier studies, and offer only predictive information. The present
study also included three other sets of variables as possible inputs into the choice:

insider/outsider status; education (MBA/non-MBA); and age.
Data Analysis

Several different statistical analyses were utilized, considering the hypotheses and
the nature of the variables in the hypotheses. Three separate ANOVAs were used in
Hypothesis 1. T-tests were used for testing Hypotheses 2a, 2b, 2¢c, and Hypothesis 3.
Separate T-tests were used for diversification in Hypothesis 4a and again in 4b for
internationalization. Data were collected at two different times for 197 firms. Time 1
was the year prior to the CEO assuming their position and Time 2 was at year 4 of their

tenure. Individual analyses were conducted on all available data. However, because of
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missing data on some variables, results from individual analyses often report fewer than
197 firms. The following section provides an explanation of each statistical approach for

each hypothesis in the study.

HI: Changes in a firm’s strategic choice will be related to the functional
tracks of the CEO: (i.e., “output "function CEOs will emphasize resource
allocation in product R&D and "throughput” function CEOs will emphasize
resource allocation in capital and labor).

Allocation of resources was determined for each firm in the study at baseline,
Time 1, and again at Time 2. The functional area was defined by prior business
experience. Each area of resource allocation was looked at in terms of changes in each
area as a proportion of the firm’s total sales from Time 1 to Time 2. Each resource
allocation variable -- capital, labor, and R&D -- was measured separately as a proportion
of the total sales. The functional tracks of the CEOs are categorical variables and were
compared on each of the three resource allocation variables at the two time points.
There were two time points for each of the CEOs. Time 1 was the year prior to their
assuming the CEO position (baseline). Time 2 was at year 4 of their tenure. Change
scores were created as the changes from Time 1 to Time 2 were determined (t2-t1). An
ANOVA was performed for each resource allocation variable (capital, labor, and R&D).
The ANOVA compared the three functional tracks on the change in each of the resource

allocation variables.
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Hypothesis 1 predicted that an association between the CEQ’s functional

background and the strategic choice of diversification and internationalization. ANOVAs
revealed that the functional tracks of the CEOs were not related to resource allocation
in capital, F (2, 146) = 1.69, p =.19, and not related to resource allocation in R & D

E (2, 64) = 1.11, p = .34 (Table 1).

However, the ANOVA did reveal a significant effect of functional tracks on
labor, F (2, 38) = 5.63, p = .006. Since only one CEQ was categorized as output
function, the data were reanalyzed with that CEO removed, and a significant difference
between peripheral function and throughput function was found, t (38) = 3.04, p = .004

(Table 2).
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H2a: Changes in a firm’s strategic choice will be related to the insider/outsider
status of the CEO: insider CEOs initiate smaller changes in resource
allocation than outsider CEOs.

H2b: In large firms, the insider/outsider status of the CEO will be related to
changes in product diversification and internationalization, (i.e., firms
with outsider CEOs will exhibit greater change in diversification and
internationalization).

H2c: In small firms, the insider/outsider status of the CEO will have no effect
on product diversification and internationalization.

Resource allocation in Hypothesis 2a used a t-test to determine if insider/outsider
status predicted whether the outsider CEQO would initiate larger changes in resource
allocation. The following technique was used to arrive at a t-test. Step 1: For each
firm calculate the proportion of resources devoted to capital, labor, and R&D at Time
1 and Time 2. Step 2: Create difference scores based on Time 2 minus Time 1 for each
of the three resource allocation areas. Step 3: Use a t-test to compare the insiders and

the outsiders on the difference scores for capital, labor, and R&D.

T-tests comparing insider and outsider status on the difference scores for capital,
labor, and R & D revealed no significant differences on any of the three measures. For
capital, t (195) = .47, p = .64; for labor, t (57) = .67, p = .50; and for R&D, ¢ (89)

= 1.63, p = .11 (Table 3).
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Diversification was analyzed in Hypotheses 2b and 2c separately from
internationalization. Separate analyses were performed for large and small firms.
Changes scores in diversification were created as a Time 2 minus Time 1 difference in
product lines. Using the steps followed in Hypothesis 2a, the change scores were

calculated for diversification and a t-Test was performed.

Internationalization was analyzed in Hypotheses 2b and 2c using the same steps
as in Hypotheses 2a. The change score was calculated based on the change in the
proportion of overseas earnings and overseas sales to the firm’s total earnings and total

sales from Time 1 to Time 2. A t-test was used in the analysis.

The size of the firm was determined by averaging Total Sales at Time 1 and Time

2 and then dichotomizing firms into small and large at the median of this variable, which

was 2,590 (in millions).

Separate t-tests were conducted for small and large firms. The independent
variable was insider versus outsider status. The dependent measures were diversification,
international earnings, and international sales. Each dependent measure was a difference

score as a proportion of the firm’s total sales and earnings.

For small firms, t-tests between insider and outsider CEOs revealed no significant

differences for international sales, t = (DF = 41) = 0.11, p >.05. There were no
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significant differences for international earnings, t (df = 30) = .22, p >.05; nor for

diversification, ¢t (df = 96) = .14, p > .05 (Table 4).
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For large firms, t-tests between outsiders and insiders revealed no significant
differences for international sales, ¢ (df = 58) = .53, p > .05; international earnings,

t (df = 55) = .20, p > .0S; and diversification t (df = 97) = .40, p > .05 (Table 5).
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A second set of six t-tests, three for small firms and three for large firms, was
conducted after trichotomizing the size variable. It was thought that even though there
was a large and significant difference between large and small firms when dichotomized
at the median ( M = 1,369 for small firms; M = 9,700 for large firms), perhaps
comparing just the top one-third of the largest firms with the bottom one-third of the
firms would accentuate these differences. However, none of these t-tests revealed
significant differences either. For example, for very small firms, three t-tests were
conducted comparing outsiders to insiders, and the results were: for international sales,
t (df = 24) = .21, p >.0S; international earnings, t (df = 16) = .79, p >.05; and for
diversification, t (df = 64) = 1.80, p >.05. On the other hand, for really large firms,
t-tests results for international sales were, t (df = 41) = .68, p > .05; for international
earnings, t (df = 10.1, for unequal variances) = 1.41, p > .05; and diversification, t

(df = 63) = 1.68, p > .05, again revealing no significant differences.

H3: The education type of the CEO will be associated with changes in R&D
allocation, (i.e. CEOs who have an MBA will show greater increases in
the proportion of spending in R&D).

Each CEO in the study was classified into an education type, having an MBA or
not having an MBA at the time of appointment. The proportion of spending on R&D
was calculated at Time 1 and Time 2. Change in spending was measured by calculating

the t2 minus t1 difference. The mean R&D proportional expenditure over the one year
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baseline period preceding the CEO’s appointment was compared with the fourth year of

the CEO’s tenure in this study. A t-test was used to compare the mean changes for

MBAs compared to non-MBAs.

A t-test compared R&D differences in proportion of sales between Time | and

Time 2. The test revealed no significant differences between non-MBAs and MBAs (M

= -0.002) and MBAs (M = -0.000), t (66) = .26, p = .79 (Table 6).
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H4a: In large firms, older CEOs (56 and over), compared to younger CEOs (55
and under), make smaller changes in product diversification and
internationalization.

H4b: In small firms, CEO age will have no effect on changes in product
diversification and internationalization.

For each firm in the study, CEOs were classified into older (56 years old and
older) or younger (55 years old and younger). Diversification and internationalization
were measured separately. Separate analyses were done for large and small firms. The
baseline measure (Time 1) identified the firm’s initial status. One baseline measure
(Time 1), at the end of the fourth quarter, was used to determine the initial status of the
firm’s diversification. Time 2 status was determined by the number of product lines the
firm had diversified into at the end of the fourth year of the CEO’s tenure (Time 2).
Change scores were created by determining the difference between t2 minus tl. The
older CEOs were compared to the younger CEOs on the changes in diversification using
a t-Test.

The median age for CEOs was 56. Therefore, each CEO was classified by firm
into older (56 years old and older) or younger (55 years old and younger). Tﬁe average

age in the two groups was 60 and 50 years of age, respectively.

As had been done in Hypothesis 2b, the size of the firm was determined by

averaging Total Sales at Time 1 and Time 2 and then dichotomizing firms into small and
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large at the median of this variable, which was 2,590.

Separate t-tests were conducted for small and large firms. The independent
variable was age of CEO and the dependent measures were diversification, international
earnings, and international sales. Each dependent measure was a difference score as a

proportion of the firm’s total sales and earnings.

Internationalization was measured separately from diversification. The
proportion of overseas earnings and overseas sales to the firm’s total earnings and total
sales was calculated at Time 1 and Time 2. Difference scores were created by taking the
difference of the proportion of overseas earnings to the firm’s total earnings at Time 1
from the proportion of overseas earnings to the firm’s total earnings at Time 2. The
difference scores were also calculated for overseas sales to the firm’s total sales at Time
1 to Time 2. A t-test was used to compare the older CEOs to the younger CEOs on the

difference scores for internationalization.

None of the six t-tests revealed any significant differences between older and
younger CEOs. In small firms, for international sales, ¢t (df = 27) = -0.02, p > .05;
international earnings, t (df = 19) = -1.12, p >.05; and diversification, t (df = 69) =

0.96, p > .05 (Table 7).
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For large firms, for international sales, t (df = 45) = -0.62, p > .05; for

international earnings, t (df = 43) = -0.46, p > .05; and for diversification, t (df = 76)
= 0.86, p > .05 (Table 8).
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In order to more clearly distinguish older from younger CEOs, the firms were
trichotomized on CEO age, and the oldest third (59-69 years of age) and the youngest
third (42-53 years of age) were compared. Again, however, t-tests comparing older and
younger CEOs on the variables of changes in proportion of diversification, international

earnings, and international sales were not significant for either small or large firms.
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Chapter VI

Discussion

The purpose of this study was to examine the various types of linkages between

- the CEQ’s career path profile and the firm’s strategic choice. The intent was to move
from a descriptive level, where only demographic and personality variables had been
studied, to an explanatory level of analysis that included demographic variables but was
expanded to include the unexplored behavioral dynamics as well as the specific

background and career options chosen by the CEO.

In this chapter, the major findings of the study are discussed, based upon the
hypotheses that were proposed earlier.  Additionally, theoretical and practical

implications are presented, as well as the limitations of the study.

The hypotheses can be divided into three groups: the demographic/functional
tracks that were included primarily for comparison with earlier studies; the situational
variables, the insider/outsider status; and those that examined the individual differences
variables, education level and age.

Demographic/ Functional Track Variables

Earlier studies have proposed that the demographic variables assigned to a CEO

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



76

should be utilized as predictors of organization performance and/or direction of strategic
change. The present study extends this line of reasoning by including the demographic
variables, but by adding a different dimension and consequently broadening the scope to
include the entire group of career path variables. The areas that have been examined and
- that have yeilded some empirical support in previous studies are discussed below, and

are compared to findings in this study.

Functional Tracks

It was hypothesized in the present study that there would be an association
between the CEOs’ functional backgrounds and their diversification strategy. Support
for this association was determined for the "throughput” CEOs. However, this was not
the case for the "output” and the "other” CEOs. The results indicate, cereris paribus,
that CEOs with the "throughput” functional background (marketing, sales, and product
R&D) will tend to diversify their organizations more than the "output” and "other"
CEOs. This result is in agreement with top management functional background and
organizational outcomes studies by Dearborn and Simon (1958), Hambrick and Mason
(1984), and Datta and Guthrie (1994). On the other hand, the functional background of
the CEO appears to not have any association with the strategic choice of
internationalization. In the case of internationalization, however, industry was not
controlled for, since the sample size would have been too small to yield adequate power.

Therefore, it appears that industry may have a greater effect than CEO when
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investigating functional track and internationalization. Hambrick and Mason’s work is
limited specifically to intra-industry variability, whereas Norburn and Birley’s (1988)
work investigated both intra-industry and inter-industry differences and similarities. The
finding in this study, where industry could not be controlled for, is in agreement with
~ Norburn and Birley’s work in that industry may make the difference for specific strategic

choices and the CEO may have little to no affect.

Situational Variables

Insider/Outsider Status - Resource Allocation

Hypothesis 2a predicted there would be an association between the insider/outsider
status of the CEO and change in resource allocation. It was proposed that the insider
CEO is more likely to make changes in resource allocation. This hypothesis is consistent
with CEO succession studies of Friedman and Singh (1989) and Dalton and Kesner
(1985) but are contradicted in the literature by Zajac (1990) and Cannella, Lubatkin, and
Kapouch (1991). One reason for the inconsistent findings across studies may lie in the
operationalization of the insider/outsider construct (Datta and Guthrie, 1994). The
operationalization of the insider/outsider construct for this study was in agreement with
Dalton and Kesner (1985) where the construct defined newly appointed CEOs as
outsiders if they were not in the organization during their predecessor’s tenure as CEO.
However, this hypothesis was mot supported, since the data showed that no relationship

existed between the variables under study.
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Insider/QOutsider Status - Large Firms

The evidence pertaining to the functional backgrounds of the CEQOs is particularly
noteworthy. In 1980, Hayes and Abernathy expressed concern over the increased

- propensity for large firms to select CEOs having nontechnical (e.g., finance legal)
backgrounds regardless of insider/outsider status. The results of Hypothesis 2b support
Hayes and Abernathy’s concern. The overall findings suggest that the insider/outsider
status of the CEQ appears to be independent of his diversification and internationalization
strategies in large firms. However, if industry was considered, which was not the case
in this study, theoretically there should be a relationship between insider/outsider status
of the CEO and diversification in large firms (Norburn and Birley, 1988). In general,

the results of this hypothesis revealed no significant relationship.
Insider/Outsider - Small Firms

The results of Hypothesis 2c provide empirical evidence that the strategic choice
dimension of the insider/outsider status of the CEO in small firms is not associated with
either strategies of diversification or internationalization. The results reflect ﬁ1e intra-
intra- and inter-industry problem, and a note of caution is suggested. Since the control
variable of size in this hypothesis was CEOs in small firms only, the sample size was
reduced to a very small sample, which might not be representative of the population

under study. Industry effect would be masked in this hypothesis, and therefore it was
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difficult to discern if there was a relationship between the insider/outsider status of the
CEO and diversification and internationalization. Howvere, the present findings are
consistent with the research on CEO and strategic choice when industry is difficult to

control because of the unique niture of the data (Norburn and Birley, 1988).

Individual Difference Variables

Education Level - MBA/non-MBA

Hypothesis 3 predicted that the education level (MBA/non-MBA) of the CEO
would be associated with greater increases in the proportion of spending in R&D. As is
common in the literature (Hansen and Hill, 1991), R&D intensity was measured as the
firm’s expenditure on R&D as a percentage of its sales. The mean R&D intensity over
the four years after the CEO was appointed was used in this study. Each CEO was
classified into an education level, either having an MBA or not at the time of his
appointment. Again, the t-tests were attempted within industry, but the samples were too
small and the SIC codes were combined, providing 68 CEOs. The results did not
support the hypothesis. These results contradict results in the literature. Datta and
Guthrie’s (1994) findings strongly supported the prediction that education level is
positively associated with R&D intensity and that R&D-intensive firms typically select
CEOs with higher levels of education (p < 0.001). Their study included 195 CEOs and

was based solely upon succession events.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



80
Age - Large Firms

A very similar pattern of results emerged in Hypothesis 4a on both the
diversification and internationalization variables. The results for large firms with older

~ CEOs were not significant. Nor were the results significant for large firms with younger
CEOs. Govindarajan’s (1989) study on implementing competitive strategies and
matching managers to strategies supports the findings in this study. His study
investigated managers in terms of their risk-taking behavior and found that the older
manager was more risk averse than the younger manager. The findings of H4a are

consistent with Govindarajan’s findings.
Age - Small Firms - Diversification

Earlier studies also reported that in small firms the age of the CEO would not be
a significant factor in diversification or internationalization (Govindarajan, 1989; Furtado
and Karan, 1990). Diversification in Hypothesis 4b was measured separately from
internationalization. An interesting result emerged supporting the hypothesis that in small
firms CEO age will not be related to diversification. Govindarajan’s results sﬁpport the
findings of this study on the diversification variable in which only small firms were
included. Itis also supported by Furtado and Karan’s (1990) study, which found that the
closer the CEO was to retirement age (62) the less likely he was to indulge in risk

taking.
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Age - Small Firms - Internationalization

Internationalization in Hypothesis 4b was measured separately from
diversification. The findings determined that CEO age and internationalization were also
not related, suggesting that in small firms the age of the CEO did not have an effect on

the internationalization strategies pursued, as was predicted.

The results of Hypotheses 4a and 4b suggest that CEO age is a factor that must
be considered when investigating specific strategic choices, in particular, diversification
and internationalization. More importantly, firm size must be considered when

investigating CEO age.

In summary, it appears that only certain aspects of CEO Career Path Profile are
associated with specific strategic choice variables. Specifically, the "throughput” CEO,
the CEO with a marketing, sales and product R&D background, is only modestly related
to resource allocation in the labor area. Also, it was found, as suggested, that age would

not make a difference in strategic choice in small firms.

Conclusions

Earlier studies of CEO functional tracks have demonstrated a relationship between

several demographic, situational, and individual variables and the dependent variable,
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strategic choice. The purpose of the present study was to incorporate additional
independent variables for the purposes of developing a more comprehensive model of
CEO career path profile. The variables of interest were demographic, situational, and
individual. The additional of these important variables moves the level of analysis from
descriptive to explanatory. The goal of this study was to arrive at a more complete
understanding of the factors that contribute to a CEO’s overall fit and function within an

organization.

The comprehensive model that was tested herein included variables that were
intended to capture the diverse backgrounds and characteristics of the CEO that shape

upon the individual’s strategic choices for the firm.

The major findings of the present study are listed below:

1. "Throughput" functional track CEOs emphasize resource allocation in labor.
There is no relationship of the "output” functional track CEOs with resource
allocation in product R&D.

2. Insider CEOs do not necessarily initiate smaller changes in resource allocation
than outsider CEOs.

3. The insider/outsider status of the CEO does not make a difference in the
diversification and internationalization in either large or small firms.

4. Whether the CEO has an MBA or not does not affect resource allocation in
R&D.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



83
5. The age of the CEO does not make a difference in product diversification and
internationalization in large firms.

6. The age of the CEO has no effect on changes in product diversification and
internationalization in small firms.
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Limitations
The limitations of the research suggest a few restrictions, particularly regarding

sampling issues. First is the use of the Forbes list of firms, since it covers only Fortune

300 companies and, therefore, introduces a bias toward large firms and ones that may
~ not be representative of an average firm in terms of size, strengths, and weaknesses.
Small firms (total sales under $250 million) will not be represented in this sample.
Therefore, only limited generalizations can be made. The present study, therefore,
shares some limitations that are common to much of the previous research in this area
and common to other studies employing similar methodology. A future study might

include smaller firms, providing researchers with greater external validity.

Second, the primary objective of this research is to study whether firm strategic
choice is reflected by the career path profile of the CEOs. Therefore, it is a descriptive
study, in that it will document the existence of the proposed linkages. Past researchers
have argued that descriptive research is needed in conjunction with studies that examine
other aspects of the firm, for example, performance implications (Mintzberg, 1979).
However, the goal of the research is to identify "useful stylized facts" (Schmalensee,
1989:952) and/or "statistical regularities” (Nolle, 1991:60) rather than make diréct causal

inferences.

Third, the within-industry problem and total sample size must be considered.

Whenever the sample size permitted, the companies were separated into their four-digit
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SIC codes to determine industry effect. However, in several of the hypotheses this was
not feasible since the sample size became too small to yield adequate statistical power.
Industries were aggregated and the analyses were conducted, yielding a sufficient sample

size for measuring and providing results.

Fourth, it is impossible to include all the variables of interest in a single study.
Other individual difference and objectively measured variables could be included in

future studies.

Fifth, a note about the sample employed. While the CEOs in the study
demonstrated a good deal of variance on the factors of interest, they did share a common
characteristic - they were all chief executive officers of firms with total sales greater than
$250 million. It is possible that some self-selection occurred along some variables
unknown to the researcher, which may have yielded a sample that differs from the CEO
population at large on some important dimension. However, an examination of the
demographic variables shows a sample that appears to offer the opportunity to make

meaningful comparisons.

Practitioners and researchers should find the preceding study of the associations
between the CEO’s career path profile and firm strategic choice of interest. The study
extends past research by broadening the definitions of both firm strategic choice (beyond

the effects of the usual profitability/size) and CEO background (to include a more
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comprehensive career path profile). The proposed relationships suggested that the
characteristics of the CEO are sensitive to organizational context and may be reflected

in the firm’s strategic choice.

Theoretical Implications

This study has a number of implication for future research on CEOs and strategic
choice. There are both theoretical and empirical implications. The existing literature
on the linkages between CEO and firm strategic choice was reviewed. The literature
provided the basis upon which the conceptual model was constructed. The conceptual
framework was used to develop the hypotheses stating the various proposed relationships
between CEO and firm strategic choice. The study supports the organizational
demography theorists’ perspective in that it supports the viewpoint that organizational
characteristics affect the types of individuals employed by the firm. From a theoretical
perspective, the results of this study should help define how CEOs transmit, analyze, and
act on information in their firms and industries, and then attempt to reconcile the findings
with their career path profiles. This study also provided an extension of a segment of
the strategic process literature that, as of yet, has not been fully explored. The empirical
aspects may be fruitful in revealing some of the broad relationships that have been

proposed.

While this study provided interesting results, with modest support for the
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proposition that the CEO’s career path profile influences strategic choice, an important
area for future study is an examination of individual industries over a longer time period
in order to control for industry effect and separate it from CEO effect. It has been
suggested (Hambrick and Mason, 1984) that any such study must control for industry,
either through single industry samples or matched pair designs. In addition to industry,
the control variable size was incorporated into this study, since firm size may be
reflected in the characteristics of the CEO, as was confirmed by the results of Hypothesis
4b. Additionally, this research provided more support and some rejection of Hambrick
and Mason’s work, offering more recent data and a look at the effects of upper echelons

theory, particularly as it relates to the CEO.

Practical Implications

The practical implications of the findings are less obvious. First, it appears that
the CEO should be the person most likely to influence changes in product diversification
strategy and internationalization strategy based on his career path profile. The findings
of the present study showed that only "throughput” CEOs had any influence on resource
allocation in the areas specific to their functional backgrounds. Therefore, at least for

the present, the responsibility for change may rest in other unexplored factors.
Second, the insider/outsider status of the CEO was not associated with changes

in resource allocation. However, the findings do suggest that further study is warranted

where industry should be considered in order to control for industry effects.
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Third, firm size was controlled for when the insider/outsider status was examined
when considering changes in product diversification and internationalization. As
suggested in the present study, no effect was predicted for the small firm. Therefore,
from a practical standpoint, when investigating CEO succession and considering the

- incoming CEO, firm size becomes more relevant than whether the CEO is an insider or

an outsider.

Fourth, education type has not been investigated very often. Perhaps the obvious

reason is that, as in this study, there were no differences in the resource allocations of

the CEO.

Fifth, as with education type, age has been infrequently studied. Again, perhaps
the obvious reason is that age has no bearing on the strategic choices made and there are

other factors yet to be explored.

Finally, a more troubling implication for strategic choice emerges from the
findings in this study. If it is true that the CEO has little or no effect on the strategic
choices of the firm, then who or what drives all the choices? Is it industry, markets,
consumers, or a combination of forces? Only further research can determine what
impact the CEO will have on firm strategic choice and where he may or may not make

a difference.
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