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This thesis investigates the short-term stock price reaction to board and management change 

announcements in the Finnish stock market. The data consists of 201 board and management 

change announcements from January 2012 to June 2018. This thesis also studies whether the 

type of the announcement, position of the person, prior financial performance of the 

company or executive origin affect the market reaction. Event study methodology is used to 

examine the stock price reaction. 

 

The results show that investors tend to react negatively to board and management changes 

which indicates that they lower their future earnings expectations based on these changes. 

The 10-day (+1, +10) cumulative average abnormal return after the event is -0,66% and the 

21-day (-10, +10) cumulative average abnormal return is -1,22%. Although investors tend 

to react negatively to board and management changes, an appointment of a new executive 

or a director is seen as a clear positive sign in firms that are performing poorly. In financially 

successful companies, the market reaction to an appointment of a new executive or a director 

is negative. The results also show that investors prefer outside executives over inside 

executives and increase their earnings expectations in the case of an outside executive 

appointment. 
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Tämä tutkimus tutkii lyhyen aikavälin markkinareaktiota pörssi-ilmoituksiin, jotka koskevat 

muutoksia yrityksen johdossa ja hallituksessa Suomen osakemarkkinoilla. Aineisto koostuu 

201 muutosilmoituksesta aikavälillä 1.2.2012-25.6.2018. Tutkimuksen tavoitteena on lisäksi 

tutkia vaikuttaako muutoksen tyyppi, henkilön positio, yhtiön taloudellinen suorituskyky tai 

uuden johtajan alkuperä markkinareaktioon. Menetelmänä käytetään tapahtumatutkimusta. 

 

Tulokset osoittavat, että suomalaiset sijoittajat reagoivat negatiivisesti muutoksiin yrityksen 

johdossa tai hallituksessa joka viittaa siihen, että sijoittajat laskevat tulevaisuuden 

näkymiään muutosten perusteella. Kumulatiivinen keskimääräinen epänormaali tuotto on 

aikavälillä (+1, +10) -0,66% ja koko tapahtumaikkunan (-10, +10) kumulatiivinen 

keskimääräinen epänormaali tuotto on -1,22%. Vaikka sijoittajat reagoivat yleensä 

negatiivisesti muutoksiin yrityksen johdossa tai hallituksessa, saa uuden johtajan nimitys 

aikaan positiivisen markkinareaktion yrityksissä, joiden aiempi taloudellinen menestys on 

ollut huonoa. Taloudellisesti menestyvissä yrityksissä markkinareaktio uuteen nimitykseen 

on negatiivinen. Tutkimuksen tulokset osoittavat myös, että sijoittajat reagoivat selvästi 

positiivisemmin ulkopuolelta tulevan johtajan nimitykseen ja nostavat tulevaisuuden tuotto-

odotuksiaan tämän nimityksen perusteella. 
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1 INTRODUCTION 

 

During past decades, academics have widely studied the relationship between company 

leadership and company performance. More specifically, the impact of changes considering 

company executives has been a topic of interest. According to Giambatista, Rowe & Riaz 

(2005), leader succession has been an exceptionally important research field in management 

literature. Giambatista et al. (2005) state that a new motivation for succession research has 

emerged, one that focuses on the question of whether leadership matters and if leadership 

has an actual impact on the success of a company. There is some evidence that leadership 

changes don’t impact company performance, especially in large companies, because the 

companies usually run themselves (Lubatkin, Chung, Rogers & Owers 1989). Though many 

scholars argue that appointing a new leader does not affect company performance, this 

remains an open debate as there’s evidence suggesting that managers have a critical role in 

company success. 

 

Another emerging trend among scholars during past decades has been an increase in interest 

towards company CEOs. According to Quigley & Hambrick (2015), in recent decades the 

CEO’s impact on company performance has increased from the most important 

stakeholders’ perspective, which explains the share of the CEO focused studies in academic 

literature. Previously CEOs tended to be quite an invisible part of a company, the role of a 

CEO was more permanent, and turnovers didn’t occur as often as today (Quigley & 

Hambrick 2015; Kaplan & Minton 2012). According to Hayward, Rindova & Pollock 

(2004), today CEOs play a key role in a company communicating with press, and the success 

as well as the failure of a company is often reported directly attributable to the firms’ CEO. 

This development has caused a significant increase in the turnover of CEO position in recent 

decades. On average, a CEO spends 5,1 years in a company and in 2017, 16 companies in 

the Helsinki stock exchange changed their CEO, which represents 13% of the companies 

(Finnish Chamber of Commerce 2018). According to Finnish Chamber of Commerce 

(2018), only 19% of appointed CEOs in Finland were already working in the company which 

is a low share in international comparison.  
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According to Rhim, Peluchette & Song (2006), the firm’s Chief Executive Officer (CEO) 

plays a key role in corporate strategy, performance and corporate culture, and for that reason, 

plays also a key role in company’s future success from stakeholders’ point of view. A major 

share of studies focus only on changes considering Chief Executive Officers (Lubatkin et al. 

1989; He, Wan & Zhou 2014). However, there is also empirical evidence that other key 

executives, such as Chief Financial Officer and Chief Operating Officer, play an important 

role on determining important strategic decisions and other company policies that have an 

effect to firm performance (Bertrand & Schoar 2003). The high turnover in Finnish 

management boards also indicates the growing role of other executives. According to 

Finnish Chamber of Commerce (2018), the average duration of a term in management board 

is 3,7 years and in 2017, over 25% of executives in management boards were new in the 

position. 

 

In addition to top management, the board of directors may play a central role in company 

success from shareholder perspective. A main duty of the board of directors is to monitor 

the management of a company and protect the interests of shareholders (He & Sommer 

2010). In the early 2000s, a substantial number of financial fraud increased public attention 

to board monitoring (Tian 2014). This development has changed the way investors react to 

a change in company management. Typically, a turnover event is seen as a negative sign for 

investors, but it can also be a sign of effective corporate governance, especially in poor 

performing companies (Denis & Denis 1995; Kang & Shivdasani 1996). It is important to 

notice that the board of directors has many other important duties in addition to monitoring 

the management. The board of directors has a key role in ratifying corporate decisions, 

endorsing corporate strategies and communicating with key stakeholders (Rosenstein & 

Wyatt 1997). Changes in the board of directors are also quite common which indicates that 

directors are seen to have an impact on company success. In Finland, the average duration 

of a term in the board of directors is 4,8 years and 20% of the members in the boards change 

annually (Finnish Chamber of Commerce 2018). 

 

According to Worrel, Davidson & Glasrock (1993), it is important to notice that board and 

management changes contain often two separate events: the turnover event and the 

succession event. Most of the empirical research around management changes focuses only 

on the executive succession events (Rhim et al., 2006; He et al. 2014; Huang, Hsu, Khan & 
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Yu 2008) or only on the executive turnover events determining the market reaction (Nguyen 

& Nielsen 2010; Worrel et al. 1993; Quigley, Crossland & Campbell 2017).  Both turnover 

and succession events have been included in this study to further investigate the differences 

between these events from investor perspective. 

 

This study examines the short-term market reaction to board and management changes 

which provides a way of examining the relationship between company leadership and the 

success of a company. Abnormal stock price responses surrounding company management 

change events is a direct test of the shareholder’s expectation of change in future firm value 

caused by leadership change (He et al. 2014). A wide range of studies have been previously 

conducted to investigate shareholders’ reactions to leadership changes. Previous literature 

has comprehensively studied the effect of board and management changes in large capital 

markets, such as United States (Davidson, Worrell & Cheng 1990; Lubatkin et al. 1989; 

Denis & Denis 1995) and China (He et al. 2014). There are also other studies from Asian 

capital markets, including Japan (Kang & Shivdasani 1996) and Taiwan (Huang et al. 2008). 

Some previous studies are also from European capital markets, such as Netherlands (Cools 

& Van Praag 2007) and Poland (Byrka-Kita, Czerwiński, Preś-Perepeczo & Wiśniewski 

2018). According to the knowledge of the author, there hasn’t been any studies done in the 

Finnish stock market prior to this paper. 

 

Vieru, Perttunen & Schadewitz (2006) argue that in the Finnish stock market, empirical 

evidence shows that investors’ information processing is biased, causing investors to either 

underreact or overreact to new information. According to Lubatkin et al. (1989), in the 

management change announcement context, investors can re-evaluate their initial 

expectations about future earnings which will affect the post-announcement reaction. 

Empirical evidence suggests that the stock market tends to react inefficiently to management 

change announcements in many cases. These kinds of anomalies are quite common in small 

capital market, such as Finland (Vieru et al. 2006). Previous empirical results vary 

significantly and strongly suggest that the market reaction depends heavily on other factors 

such as company profitability and executive characteristics. These kinds of results are 

expected to occur also in Finnish stock market and the abnormal returns should depend 

heavily on other factors, such as company’s prior financial performance. 
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This study consists of seven chapters. First, the objectives of the study, as well as the 

limitations, are presented. The second chapter provides theoretical background to the study 

and the third chapter goes through previous academic literature. In the fourth chapter, 

research questions and hypotheses are formulated, and in the fifth chapter, the data used in 

this paper as well as the research methodology are introduced. The empirical results are 

presented in the sixth chapter, and finally the study is concluded in the seventh chapter. 

 

1.1 Objectives of the study 

 

The objective of this study is to examine the short-term stock price reaction around company 

board and management change announcements. Both turnover and succession events are 

observed in this study. The main objectives are presented with the following research 

questions: 

 

1. Do board and management change announcements have an abnormal effect on stock 

returns? 

 

2. Are there differences in abnormal stock returns between turnover and succession 

announcements? 

 

3. Are there differences in abnormal stock returns between board and management 

change announcements? 

 

4. Does prior corporate financial performance affect abnormal stock returns? 

 

5. Does executive origin affect abnormal stock returns? 

 

6. Does prior corporate financial performance and executive origin affect abnormal 

stock returns? 

 

The aim is to conduct this study with data from Finnish stock market, as most of the literature 

on market reactions around management changes are still from larger capital markets, mostly 

from United States. 
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1.2 Limitations 

 

The stock price reaction to board and management changes is studied with data from January 

2012 to July 2018. The time-period has been selected to this study because the stock market 

has been expanding continuously through the time-period. Limiting the time-period to only 

expanding stock markets will prevent different results in the study that are caused by 

different stock market conditions. 

 

Board and management change events have been collected only from parent companies and 

subsidiaries aren’t in the scope of this study. Also, in turnover events the reason of the 

turnover hasn’t been noticed or used to limit this study. This study only investigates the 

short-term stock price reaction to the board and management changes in the 21-day event 

window. The long-term effect on financial performance hasn’t been covered in this study. 
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2 THEORETICAL BACKGROUND 

 

2.1 Efficient capital markets 

 

In efficient markets, security prices fully reflect all available information at any time (Fama 

1970). When new information is available, it will transfer to security prices without a 

significant delay which means that it isn’t possible for an investor to buy undervalued stocks 

and earn excess returns in the long-term, compared to randomly chosen portfolio of assets 

(Malkiel 2003). Fama (1965) first introduced Efficient Market Hypothesis (EMH) in his 

paper about the most common theories explaining the behavior of stock prices. 

 

According to Fama (1970), there are three forms of market efficiency. He states that the first 

form of market efficiency is the weak form. In the weak form of market efficiency, security 

prices adjust only to information about past security prices. This means that investors can’t 

predict future stock prices with the information about past stock price movements and earn 

excess returns. 

 

In the semi-strong form, security prices should also reflect other public information about 

the companies, in addition to successive price changes. This information contains, for 

example, stock splits, earnings announcements and in the case of this paper, changes in the 

company board or management. In the semi-strong form, all the public information is 

transferred rapidly to the security prices and investors can’t earn excess returns based on this 

information. (Fama 1970) 

 

The last type of market efficiency is the strong form where stock prices should fully reflect 

all available public and non-public (private) information. In a stock market where the strong 

form of market efficiency holds, it is impossible for an investor earn excess stock returns in 

the long-term. Fama (1970) argues that in practice, the strong form market efficiency is 

almost impossible to achieve like many other extreme models. 

 

According to Malkiel (2003), there is controversy among economists considering the EMH. 

By the start of the 21st century, many academics have been suggesting that stock prices are 
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at least partially predictable. He also states that in capital market literature, a new breed of 

psychological and behavioral theories has emerged to explain stock price determination. 

Based on these theories, researchers argue that future stock prices can be predicted on some 

level, and some have even claimed that this enables investors to earn excess returns. 

 

2.2 Agency theory 

 

Agency theory is one of the most dominant theories in the corporate governance research 

and it is seen as an important tool in explaining the relationship between corporate owners, 

management and the board of directors. For decades, it has retained a key role as a theoretical 

foundation of the governance in modern public companies. Agency theory was introduced 

by Jensen & Meckling (1976) who began to focus more on the problems that arise when 

cooperating parties have different attitudes towards risk. The early stages and the origin of 

agency theory can still be tracked to Adam Smith’s (1776) practical discussions about the 

inherent problems considering joint stock companies. Smith was one of the first ones to state 

the potential problems caused for separating ownership and control. (Dalton, Hitt, Certo & 

Dalton 2007) 

 

Agency theory suggests that the separation of ownership and control can cause a situation 

where an agent or agents (managers) aren’t acting in favor of a principal or principals 

(shareholders) of a company (Jensen & Meckling 1976; Eisenhardt 1989; Fama 1980). 

According to Eisenhardt (1989), the main idea of agency theory is to resolve two problems 

that can occur in organizations with this kind of agency relationships. Eisenhardt (1989) 

argues that the first problem arises when the goals and desires of the agent and the principal 

conflict and it is difficult or expensive for the principal to ensure the actions of the agent. 

The second problem arises when the principal and agent have different attitudes towards risk 

which means that the preferred actions of the principal and the agent may differ because of 

the different risk preferences. 

 

According to Fama (1980), a firm is a set of contracts that cover the way inputs are joined 

to get outputs. The role of the management is to coordinate activities and carry out these 

contracts which can be characterized as “decision-making”. Because the ownership and the 

control of the company are separated, there can be agency problems. Fama (1980) presented 
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that the board of directors is designated to solve these problems by monitoring the 

management.  Dalton et al. (2007) found three approaches that minimize agency problems. 

According to the independence approach, board independence will improve the board of 

directors’ ability to monitor the management. The equity approach minimizes the agency 

problems by agent equity ownership. When managers share ownership with shareholders, 

they will embrace shareholders’ interests. The third approach is called the market for 

corporate control that refers to an active merger and acquisition market that will discipline 

poor managers. 

 

Agency theory is widely used in studies about corporate governance, such as management 

compensation, agent performance, firm performance and the interests of shareholders. Even 

though agency theory has a central role in corporate governance research, there is still some 

controversy among academics. According to Pepper & Gore (2015), agency theory often 

fails to explain problems considering the relationship between shareholders and agents 

because it focuses on monitoring costs and incentive alignment. They suggest that behavioral 

agency theory, a version of the agency theory focusing more on management motivation, 

provides a better framework explaining the agency problems. According to Nyberg, Fulmer, 

Gerhart & Carpenter (2010) the validity of agency theory has been questioned because it 

focused on the compensation as a monitoring mechanism. Donaldson & Davis (1991) 

suggest that essentially the executive wants to do a good job and see the company success 

which doesn’t fit to the agency theory image of a greedy opportunist. 

 

2.3 Corporate governance 

 

“How to organize the control of a company?” has been a key question among scholars for 

several decades, and the vast development of organizations has further promoted the interest. 

The growth of companies and the development of more complex organizations have been 

significant drivers to the development of different methods and ways to organize corporate 

decision making.  In simple classical theories, the manager in control of a company was also 

the owner of a company, in other words, the risk bearer (Fama 1980). When organizations 

grew, new theories were born where the ownership and management were separated. 

According to Fama (1980), previous literature has failed to explain large corporations where 

control of the firm is on the hands of managers who are usually separate from the company 
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security holders. In these companies, owners controlled the company directly through 

management for the pursuit of economic goals (Mintzberg 1984). As companies grew even 

more complex, the direct control of management was causing inefficiency and problems. As 

described before, agency theory tries to explain these problems concerning organization with 

separated ownership and management (agency problems).  

 

2.3.1 Top management 

 

The discussion about the role of management has continued in recent years with academics 

focusing on the question of what management is at its core and how much managers 

contribute to the success of a company. According to Bertrand & Schoar (2003), several 

academics have even claimed that the role of key managers isn’t as important as many have 

claimed and that managers do not contribute to the success of a company. Academics suggest 

that managers are regarded as perfect substitutes for one another. However, there is a 

significant amount of empirical evidence that key managers impact the success of a 

company.  

 

According to Quigley (1994), the most important skill of a CEO is formulating a strategy to 

achieve a vision and articulate it clearly to the organization. Rotemberg & Saloner (2000) 

argue that a vision is an important tool for a leader to offer a bridge from the present to the 

future of the organization. A successful manager sustains the vision of a company which 

helps the company to develop to the right direction. A strategy is a detailed plan that is often 

formulated by key management, but it can also emerge from the organization (Mintzberg 

1987). According to Rotenberg & Saloner (2000), a strategy can emerge from the 

organization when middle managers make decisions that cause a strategic change. They say 

that the role of senior managers is, in these situations, to provide the opportunities to the 

middle managers to do these decisions, who are often the engine of innovation and 

experimentation in the organization.  

 

Empirical evidence suggests that key managers have an essential role in company success 

through determination of important firm policies. Bertrand & Schoar (2003) found out that 

policies concerning, for example, acquisition and diversification decisions or cost-cutting 

policies affect the company success substantially. Malmendier & Tate (2008) discovered 
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that CEOs play an important role in creating shareholder value through acquisition decisions. 

They found out that the overconfidence of CEOs can have a significant negative effect to 

shareholder wealth due to bad acquisition decisions. Hambrick & Mason (1984) argue that 

the decisions of powerful actors in the organization have a substantial effect to the 

development of the organization and, for example, the origin of the leader impact these 

strategic decisions. 

 

In the 1950s, CEOs were quite an invisible part of a company, appointed after being decades 

in the firm and paid almost the same than the executives reporting directly to them (Quigley 

& Hambrick 2015). The CEOs’ role was also more permanent, and turnovers didn’t occur 

as often as today (Kaplan & Minton 2012). The role of the CEO was to control the company, 

but people didn’t see the CEO as directly responsible for the success or failure of the 

company. According to Quigley & Hambrick (2015), the role of a CEO has substantially 

increased recent decades. They argue that CEOs are seen as celebrities and a central part of 

a company nowadays. CEOs play a central role communicating with press, and the success 

as well as the failure of a company is often reported directly attributable to the firms’ CEO 

(Hayward et al. 2004). This has led to increasing turnover in the CEO position in recent 

decades. CEOs are heavily criticized for bad performance of a firm and easily replaced due 

to lack of results (Kaplan & Minton 2012). According to Quigley & Hambrick (2015), this 

development has led to an increase in hiring outside executives to successors.  

 

2.3.2 The board of directors 

 

The board of directors is considered as a solution to agency problems concerning the 

separation of ownership and control of a company (He & Sommer 2010). Monitoring the 

management and protecting the interests of shareholders are important duties of the board of 

directors. According to Tian (2014), the large number of financial fraud in the early 2000s 

increased the public attention to board monitoring, including evaluating decision making, 

management compensation and the overall performance of management.  Efficient 

monitoring and management evaluation lead to decisions considering management turnover 

(Hermalin & Weisbach 1998). These responsibilities substantially impact the optimal 

composition of the board of directors. 
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According to Fama (1980), a board of directors can include inside directors (dependent) or 

outside directors (independent). Inside directors are managers or stakeholders of the firm 

and outside directors those who aren’t employees or stakeholders of the company (He & 

Sommer 2010). There are many reasons for including both outside and inside directors in 

the board of directors. Outside directors are important in monitoring the management 

because the willingness to monitor increases with the independence (Hermalin & Weisbach 

1998). Inside directors are often included to the board of directors because they offer 

valuable information about the organization (Rosenstein & Wyatt 1997). This information 

is important for many reasons. Information, for example corporate issues, are important for 

grooming the potential CEO successor which is often done by including potential successors 

to the board of directors (Hermalin & Weisbach 1989).  

 

The information from inside directors is important as the board of directors has also other 

responsibilities along monitoring. The board of directors plays an important role in ratifying 

corporate decisions, endorsing corporate strategies and communicating with key 

stakeholders (Rosenstein & Wyatt 1997). Prado-Lorenzo & Garcia-Sanchez (2010) argue 

that the board of directors has a responsibility to control sustainable behavior of the 

organization and to inform stakeholders about that behavior, in addition of economic 

reporting. The composition of the board of directors can also impact directly the 

organization. Evidence suggest that diversified firms tend to have higher fraction of outside 

directors in the board of directors (Anderson, Bates, Bizjak & Lemmon 2000). Hermalin & 

Weisbach (1989) argue that outside directors are more likely to join and inside directors 

more likely to leave from the board of directors if the company is performing poorly. In this 

situation, outside directors can be seen to bring fresh perspective to the company. 
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3 PREVIOUS LITERATURE 

 

Lubatkin et al. (1989) studied the excess stock market returns around the announcement of 

a new CEO in large companies listed in the US stock market. The data included 477 CEO 

announcements during the period 1971-1985 from 357 large firms. They studied the market 

reaction from three different perspectives. First, they observed if the firms’ financial 

performance during the announcement of a new CEO will affect their ability to influence 

future earnings and thus, the market reaction. Second, they studied if the origin of the new 

CEO will impact their ability to influence future earnings. The third assumption according 

to them was that the performance of a firm and the origin of the new CEO will have an 

overall effect to future earnings and for that reason, to the market reaction. More specifically 

they wanted to investigate whether a new CEO from outside of a company has more positive 

impact in the case of low performing company, and an inside CEO has a more positive 

impact in the case of high performing company. The excess returns were studied through 

five different time horizons.  

 

Lubatkin et al. (1989) found a significant negative reaction in the pre-announcement period 

as well as in the post announcement period, which suggests that the investors revise 

downward their earnings expectations. They also found evidence that the performance of a 

firm has an effect to the market reaction in the pre-announcement window. In other words, 

the better firms perform before the announcement of a new CEO, the better investors react 

to the change. They also found statistically significant evidence that the origin of the CEO 

impacts the investor expectations. In the case of outside appointments, CEO origin affects 

positively to the investor expectations in all time periods, apart from the 51-day pre-

announcement period. They also found evidence that supports the third hypothesis. They 

found that in the post-announcement period, new information, for example origin in context, 

impacts the investors.  

 

Rhim et al. (2006) studied the stock market reaction and financial performance of companies 

surrounding new CEO appointments. They also studied if the origin and subsequent firm 

performance have an effect to the results. The study contained 211 CEO announcements 

between 1977–1994 from US stock market. They found a significant positive abnormal 
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return to the CEO announcements in the 2-day announcement window. They also discovered 

that in the case of below industry average performing firms, the average daily abnormal 

return was 0,547% during the announcement period. The abnormal return was also 

significant for good companies, but the reaction was slightly lower. 

  

Worrel et al. (1993) studied firings of key executives in the United States. Their research 

included 62 firing announcements of CEOs, presidents and board chairpersons over a 25-

year time-period (1963–1987). They focused exclusively on firing-related announcements. 

They also separated dismissal and associated replacement announcements. Moreover, their 

study also contained investigation of whether the announcement of a permanent replacement 

at the time of firing affects the investor reaction. Finally, their study also contained testing 

for successor origin differences. They didn’t find a statistically significant reaction to the 

dismissal announcements with no permanent replacement information. However, they found 

a statistically significant positive reaction to the announcements containing information 

about permanent replacement. They also found evidence that the origin of the successor has 

an effect to the investor reaction. 

 

He et al. (2014) studied stock market reactions around CEO succession in the Chinese 

market. They especially focused on investigating how political connections associated to 

CEO succession impact the stock market reaction. According to them, political connections 

are important in a market like China, where investor protection legislation is inadequate, 

government interference is strong and contract as well as property rights are weak. They also 

included successor origin and company performance in the study. The data contained 555 

succession events from 2000 to 2010. Companies were listed in Shanghai and Shenzhen 

stock exchanges. They found statistically significant evidence that increasing political 

connections associated to CEO succession announcements has an effect to the abnormal 

returns. With narrowly defined political connections, 7-day cumulative abnormal returns 

were 0,28% for a more connected firm. In the case of broadly defined political connections, 

7-day cumulative abnormal returns were 0,05% for a more connected firm. They also found 

evidence that the firms’ performance and CEO origin impact the strength of the market 

response to political connections.  
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Kang & Shivdasani (1996) tested the stock price effects to top management turnovers in the 

Japanese market with a sample from 1985 to 1990. The aim was to examine if the 

disciplinary actions made by corporate governance affect shareholder wealth positively. 

They focused on the top executive removals in Japanese firms. The sample contained 432 

removal announcements of Japanese presidents from firms traded in the Tokyo exchange. 

Statistically significant positive stock reaction to removal announcements was identified in 

the study. 2-day and 3-day cumulative mean abnormal returns were 0,52% and 0,65%. They 

also noticed that the market response was significantly stronger in cases where the president 

didn’t remain in the board of directors. In these cases, the average 2-day cumulative 

abnormal return was 1,02% compared to 0,40% in the cases where the president remained 

in the board. They further divided the sample according to the subsequent employment of 

the president and the stated reasons in the announcement but found only some partial 

statistically significant results. The number of announcements which contained the stated 

reason was substantially small, which impacts the insignificance of results. Additionally, 

they found out that the market response is also stronger in the case where the turnover is 

forced, and the successor is from outside of the firm. 

 

Nguyen & Nielsen (2010) studied stock price reactions to sudden director deaths in the US 

market. The data contained 229 sudden death events of corporate directors between 1994 

and 2007. From the 229 events, 108 events were sudden deaths of independent directors. 

The aim was to study the contribution of independent directors to shareholder value. They 

stated that if independent directors are beneficial to shareholders, the stock prices should 

react negatively to their sudden deaths. They found that following a sudden death of an 

independent director, stock prices drop by 0,85% on average. According to them, the results 

show that independent directors provide a valuable service to shareholders. 

 

Huang et al. (2008) studied the stock market reaction to appointments of outside directors in 

Taiwan. The study contained 58 outside director announcements from 1999 to 2003. 

According to them, it’s not mandatory to appoint an outside director in Taiwan as it is in the 

United States and in United Kingdom. They argue that this can affect the results of the study. 

They detected a statistically significant positive cumulative abnormal return of 4,776% in 

60-day event window (-30, +30) which strongly suggests that an outside director’s 

monitoring ability and expertise increase firm value. These results differ from previous 
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studies and they argue that it is caused by the fact that in Taiwan, appointing an outside 

director isn’t mandatory. 

 

Quigley et al. (2017) studied the market reaction to unexpected CEO deaths in the United 

States. Using a sample of 240 unexpected CEO deaths from 1950 to 2009, the aim was to 

study whether the significance of CEOs has changed from shareholders perspective. To see 

the development in the time-period, they divided the time-period in three sub-periods that 

were 1950-1969, 1970-1989 and 1990-2009. To study the difference of the effect in different 

time periods, they used the mean absolute cumulative abnormal returns. Based on the results, 

they argue that the impact of CEOs has grown. The mean absolute CAR was greater in each 

time-period compared to the previous one (1950-1969 and 1970-1989 as well as 1970-1989 

and 1990-2009). These results suggest that based on the market reactions, the impact of 

CEOs has grown significantly from 1950s to 2000s. 

 

Davidson, et al. (1990) found a significant positive reaction to key executive succession 

announcements in the US market. Their study contained 367 executive announcements from 

1963-1986. Based on their results, appointment of an inside executive is associated with 

increased firm performance and creates a stronger positive stock price reaction. They didn’t 

find statistically significant evidence that the prior financial performance of the firm has an 

effect to the stock reaction. However, they suggest that investors tend to react more 

positively to the appointment of younger executive based on their results. 

 

Denis & Denis (1995) tested the stock price reaction to management turnovers in the US 

market. They also examined the differences in stock price reactions between top executive 

turnovers and non-top management turnovers. Top executives, in this study, included CEO, 

president and chairperson of the board. Their data included 853 turnover announcements 

from 1985-1988 collected from Wall Street Journal. Their aim was to examine the 

effectiveness of internal control mechanisms and for that reason, the sample was divided 

into dismissal announcements and normal retirements. They didn’t find statistically 

significant abnormal returns in the 2-day (-1, 0) event window with the total sample, but 

forced resignations created a statistically significant positive average abnormal return of 

1,5% in the 2-day (-1, 0) event window. Also, according to results of the study, stock market 

reacts significantly to top management changes but insignificantly to other management 
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changes. These results suggest that investors see top executives as an important factor to 

firm performance. 

 

Byrka-Kita et al. (2018) studied the market reaction to CEO appointments and the effect of 

CEO characteristics to the reaction in Polish capital market. The sample consisted of 1669 

CEO appointments and re-appointments from 2000 to 2015. The companies were listed in 

Warsaw Stock Exchange. According to them, an appointment of a new CEO is usually seen 

as a positive sign, but investors can also see it as a signal that the firm isn’t performing as 

well as expected. They found a negative CAAR of -2,56% in the 41-day (-20, 20) event 

window. There were also statistically significant negative reactions in the 5-day post event 

window (+1, +5) and 11-day post-event window (0, +10). According to their results, an 

appointment of a new CEO doesn’t create any value to shareholders. When comparing new 

appointments and re-appointments, they found that in both cases the stock price reaction is 

negative, but investors tend to react more favourably to re-appointments. They didn’t find 

statistically significant evidence that the origin of a new CEO affects the stock price reaction. 

They yet noticed a slightly positive reaction to outside appointments. 

 

Cools & Van Praag (2007) tested the stock price reaction to top executive departures in the 

Dutch stock market. The data consisted of 227 departure announcements from 1991 to 2000 

and the companies were listed in Amsterdam Stock Exchange. In general, the stock price 

reaction to top management departure is insignificant. However, they found a strong 

statistically significant positive event day reaction to departure announcements where the 

successor was also appointed. They also studied the trading volume during the appointments 

and their results suggest that more concentrated ownership increases the trading volumes in 

executive dismissals. Based on these results, larger shareholders react more actively to 

changes than smaller shareholders. 

 

Chung, Rogers, Lubatkin & Owers (1987) studied the effect of CEO origin to the company 

stock price and financial performance. The study was conducted in the context of high 

performing and low performing companies where the performance was measured with ROE. 

Their sample consisted of 99 CEO succession announcements in US companies, from 1971-

1976. They studied the stock price reaction in 2-day (-1, 0) and 100-day event windows (-

50, +50). According to their results, investors prefer outside executives over inside 
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executives. The cumulative abnormal return to outside executive announcements in the 2-

day event window was 2,28%. Surprisingly investors react more favourably to outside 

appointments in high performing companies than in low performing companies. In the 100-

day event window, the stock price reaction to outside appointments in low performing 

companies was -19,03% and in high performing companies 8,44%. Corresponding reactions 

for inside appointments were 1,55% in low performing companies and 2,15% in high 

performing companies. These results are interesting given the fact that the stock price 

reactions are substantially stronger in high performing companies which is unexpected 

considering the general belief. 

 

Bilgili, Campbell, Ellstrand & Johnson (2017) tested the stock market reaction to CEO 

retirement in the context of resource dependence and sensemaking theories. According to 

resource dependence theory, CEO retirement is a critical event from human and social 

capital perspective and there is a risk that the organization loses important resources when 

the CEO retires. In the organisational sensegiving context, a CEO retirement is a crucial 

event from communication perspective. It is important how the company communicates the 

change in the management. The sample consisted of 249 retirement events between 2003 - 

2012 from companies listed in US stock market. They found a statistically significant 

negative stock price reaction to the retirement announcements. They also found statistically 

significant results that the reaction is more positive when the announcement contains content 

which reduces uncertainty related to the retirement of the CEO. According to them, the stock 

price reaction is also more positive if the announcement contains evocative language and a 

positive impression inducing tone. 
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Table 1 Summary of previous studies 

(Statistical significance: *10%, **5%, ***1%) 

 

 

Authors Market Time period Observations Event windows

Results (%) & 

significance

Lubatkin, Chung, Rogers & 

Owers (1989)

US 1971-1985 477 -1, 0

-50, 0

+1, +50

-50, +50

+100, +300

0,0

-1,0***

-3,0***

-4,0***

-5,0***

Rhim, Peluchette & Song 

(2006)

US 1977-1994 211 0, +1

-60, -1

+2, +60

0,3843***

0,004

0,0289

Worrel, Davidson & Glascock 

(1993) 

US 1963-1987 62 -1, 0

-30, -2

+1, +30

-0,0016

0,1604***

0,0227***

He, Wan & Zhou (2014) China 2000-2010 555 -3, +3

-5, +5

0,28***

0,29***

Kang & Shivdasani (1996) Japan 1985-1990 432 -1, 0

-1, +1

0,52***

0,65***

Nguyen & Nielsen (2010) US 1994-2007 229 -1, 0

-1, +1

-1. +2

-0,4*

-0,63*

-0,85**

Huang, Hsu, Khan & Yu 

(2008)

Taiwan 1999-2003 58 -1. +1

-10,+10

-15, +15

-30, +30

0, +30

-30, 0

0,394

2,639*

3,320*

4,776*

0,439

4,225**

Quigley, Crossland & 

Campbell (2017)

US 1950-2009 240 0, 0

0, +1

0, +3

0, +5

4,00***

6,41***

7,89***

8,74***

Davidson,  Worrel l  &  Cheng 

(1990)

US 1963-1986 367 -90, +90

-5, +5

0, 0

-1, +1

2,82**

0,23

0,2*

0,38**

Denis  & Denis  (1995) US 1985-1988 853 -1,0 0,09

Byrka-Kita, Czerwiński, Preś-

Perepeczo & Wiśniewski 

(2018) 

Poland 2000-2015 1669 -20, +20

-5, +5

-1, +1

0, 0

+1, +5

0, +10

-2,56***

-1,38***

-0,66**

-0,12***

-0,47**

-1,14***

Cools & Van Praag (2007) Netherlands 1991-2000 227 0, 0

-10, -1

-1, -1

0, -1

0,21

-0,56

0,01

0,26

Chung, Rogers , Lubatkin & 

Owers  (1987)
US 1971-1976 99 -1, 0 0,67

Bilgili, Campbell, Ellstrand & 

Johnson (2017) 

US 2003-2012 249 -1, 0 -0,41**
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4 HYPOTHESES AND RESEARCH QUESTIONS 

 

In this section, the research questions as well as the hypotheses are presented. In order to 

construct the research questions and hypotheses, the main definitions used in those sections 

must be presented first. Those definitions are presented in following section. 

 

4.1 The definitions of succession and turnover 

 

Although board and management changes has been one of the key fields in corporate 

governance literature, most of the existing literature don’t explain the differences between 

different kind of events that occur during these changes.  Worrel et al. (1993) argue that 

management changes contain often two separate events: the turnover event and the 

succession event. Most of the empirical research around management changes focuses only 

on the executive succession events (Rhim et al., 2006; He et al., 2014; Huang et al. 2008) or 

only on the executive turnover events determining the market reaction (Nguyen & Nielsen 

2010; Worrel et al. 1993; Quigley et al. 2017). There can also be some inconsistencies 

considering the definitions of these two events in the academic literature, and for that reason, 

the definitions used in this study are presented in this section.   

 

In this study, both turnover and succession events are covered and identified based on the 

second objective of the study. Worrel et al. (1993) argue that the consolidation of turnover 

and succession events confounds the effects of an announcement and therefore events are 

separated in all sub-samples in the empirical results of the study. The definitions of 

succession and turnover events used in this study are based on those used by Worrel et al. 

(1993). Worrel et al. (1993) define the turnover as the termination or separation of an 

executive. Based on the definition, the turnover event is defined in this study as follows: 

 

“An announcement of the termination or separation of permanent executive or director.” 

 

The announcements where the successor has been named in the same announcement have 

also been included in this study. These kinds of events are included only if the announcement 

is focused on the turnover of an executive or a director, and the successor is only issued as 
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additional information. Announcements containing other management changes are also 

included if the other changes aren’t as important as the main event that is collected to this 

study. The reason of the turnover isn’t restricted in this study, and all kinds of separation and 

termination announcements of an executive or a director are included in this study. Appendix 

1 shows an example of a turnover announcement. A succession event is defined in this study 

in the following way: 

 

“An announcement of accession or replacement of new permanent executive or director.” 

 

A succession event is usually expected since the turnover event has already taken place. 

Those events where temporary executive have been made permanent are also included in 

this study. Announcements where the termination or separation of the current executive or 

director has been communicated in the same announcement have also been included in this 

study. These kinds of events are included only if the announcement is focused on the 

appointment, and the termination or separation event is only issued as additional 

information. Also, appointments with other management changes are included in this study. 

In these cases, the announcement is classified as a succession announcement if the headline 

or the overall announcement, is first referring to the actual appointment. Appendix 2 shows 

an example of a succession announcement. 

 

4.2 Research questions 

 

The goal of this study is to answer the following research questions in the empirical part: 

 

1. Do board and management change announcements have an abnormal effect on stock 

returns? 

 

2. Are there differences in abnormal stock returns between turnover and succession 

announcements? 

 

3. Are there differences in abnormal stock returns between board and management 

change announcements? 
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4. Does prior corporate financial performance affect abnormal stock returns? 

 

5. Does executive origin affect abnormal stock returns? 

 

6. Does prior corporate financial performance and executive origin affect abnormal 

stock returns? 

. 

The results to these research questions are found with event study methodology. First 

research question is studied with total sample and research questions from 2 to 6 is studied 

with sub-samples. The data is divided in sub-samples based on the research questions and 

the results are presented in different sections based on these samples. 

 

4.3 Hypotheses 

 

MacKinlay (1997) states that the null hypothesis of event study is that the event has no 

impact on stock returns. Also, other academics share this view. According to Worrel et al. 

(1993), management changes shouldn’t affect the stock price because investors usually 

expect these changes before they happen. Fama (1980) argues that the competitive key 

executive market ensures the fact that investors are ready for management changes, and for 

that reason, they don’t have an impact on the stock price. As said earlier, Worrel et al. (1993) 

state that management changes contain two events and these events differ significantly from 

investors’ point of view. For that reason, board and management changes don’t cause a 

significant reaction generally because other factors also affect the strength and direction of 

the reaction.  Based on previous literature, the null hypothesis of this study is constructed as 

following. 

 

H0: A board or a management change announcement doesn’t have a significant effect 

to the abnormal returns around the announcement day. 

 

In general, a turnover event causes uncertainty in firms’ future earnings, whereas a 

succession event is seen as a stabilizing event. Previous studies suggest that in cases of 

unexpected executive turnovers, stock market tends to react negatively (Nguyen & Nielsen 

2010). The market tends to react negatively because turnover of key executive or director 
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causes uncertainty in the future success of a firm. In this case, there is a statistically 

significant negative reaction to turnover announcement and thus, following hypothesis is 

formulated:  

 

H1: Finnish stock market reacts negatively to a turnover announcement. 

 

If a company is performing poorly and the internal control mechanisms are effective, a new 

executive, whose expected quality exceeds the previous executive’s, will be appointed 

(Denis & Denis 1995). Investors see the appointment as a positive sign, and the stock price 

increases. An appointment of a new key executive can also be regarded as reducing the 

uncertainty of firms’ future performance which causes the positive stock price reaction 

around the announcement day (Worrel et al. 1993). Dalton et al. (2007) argue that an 

appointment of a new director can increase the board of director’s monitoring ability which 

affects positively to shareholder value. For that reason, investors see an appointment of a 

new executive or a director as a positive sign, and there is a statistically significant positive 

reaction to the succession announcement. 

 

H2: Finnish stock market reacts positively to a succession announcement. 

 

Agency theory suggests that the board of directors play an important role in monitoring that 

the management of a company acts in favor of its owners (Fama 1980). Several empirical 

studies also show that the key executives of a company have a central role in company 

performance (Bertrand & Schoar 2003; Rhim et al. 2006). Considering the different roles of 

the board of directors and key management, differences are expected to occur in market 

reactions between board and management turnover events. Based on this estimation, the 

third hypothesis is constructed as follows. 

 

H3: There is difference in the direction and/or strength of stock price reaction 

between director turnover events and executive turnover events. 

 

As said earlier, an appointment of a new director can increase the board of director’s ability 

to monitor the management which is a strong positive sign from shareholder perspective 

(Dalton et al. 2007). An appointment of a new executive can also be a positive sign as it 
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reduces the uncertainty that is caused by the turnover event (Worrel et al. 1993). However, 

Byrka-Kita et al. (2018) argue that an appointment of a new executive can also be a sign that 

the company isn’t performing as well as it should. Based on this, the position of the person 

should affect the stock price reaction in succession events and the fourth hypothesis is 

constructed as follows. 

 

H4: There is a difference in the direction and/or the strength of stock price reaction 

between director succession events and executive succession events. 

 

Lubatkin et al. (1989) argue that company performance is an important factor that impacts 

the replacement of an executive. Although the stock market tends to react negatively to 

management turnover, it is important to also consider other factors that affect the stock price 

reaction. A turnover event can be a sign of effective corporate governance, especially in poor 

performing companies (Denis & Denis 1995; Kang & Shivdasani 1996). The prior financial 

performance of a company will have a significant effect to the stock market reaction in 

turnover events and the following hypothesis is formed: 

 

H5: Finnish stock market reacts more positively to a turnover announcement from a 

poor performing company than a turnover announcement from a high performing 

company. 

 

Davidson et al. (1990) suggests that the company’s prior return on equity (ROE) will affect 

the investors’ reaction to the management change announcement. They argue that ROE is a 

good indicator for prior financial performance because it measures the company 

performance from investors’ perspective. In this study, companies are classified into two 

groups based on previous year ROE: above median companies (high ROE) and below 

median companies (low ROE). The median ROE of the sample is 6,07%. 

 

As said earlier, in the case of a poor performing company, an appointment of new executive 

can cause a positive reaction because it is a sign of effective internal monitoring mechanisms 

(Denis & Denis 1995). Finnish stock market should react more positively to an appointment 

of new executive or a director in poor performing companies than in companies with good 
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financial performance prior to the announcement. Based on this assumption, the sixth 

hypothesis is defined as follows: 

 

H6: Finnish stock market reacts more positively to a succession announcement from a 

poor performing company than a succession announcement from a high performing 

company. 

 

There are many different definitions considering successor origin. In this study, an outside 

executive is simply defined as an executive who hasn’t been working in the company prior 

to the appointment. An inside executive is defined as an executive who has worked in the 

company before the appointment, but the duration of the previous experience isn’t 

considered in this study.  

 

Rhim et al. (2006) state that investors can see an inside executive appointment more 

favorably because they provide consistency and stability to the company.  Other studies also 

suggest that the appointment of an insider is less disruptive, and for that reason, will less 

likely lead to a decrease in company earnings (Davidson et al. 1990). Lubatkin et al. (1989) 

argue that an outside executive may be missing a thorough understanding of the business 

which can affect the future success of a company. Based on the previous literature, the stock 

market reaction for succession announcements is more positive to an inside appointment 

than to an outside appointment and H7 is constructed in the following way: 

 

H7: Investors react more positively to an inside executive appointment than an outside 

executive appointment. 

 

According to Lubatkin et al. (1989), previous studies suggest a linkage between firms’ prior 

financial performance and successor origin explaining the stock market reaction. They argue 

that the requirements of the appointed executive depend on the prior financial performance 

of a company. Previous literature suggests that an appointment of inside executive offers the 

needed continuity in high performing companies through their knowledge about the firm and 

established social networks (Rhim et al. 2006). Therefore, there is a significant, more 

positive stock market reaction to inside appointments in high performing companies. 
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H8: Investors react more positively to an inside executive appointment than an outside 

executive appointment in high performing companies. 

 

According to Lubatkin et al. (1989), the result is opposite in poor performing companies 

because inside executives tend to be less disruptive. In poor performing companies, outside 

executives are more able to turn such firms around than insiders, and for that reason, stock 

market reacts more positively to outside appointments. Rhim et al. (2006) argue that in 

situations of bankruptcy or poor performance, an outside appointment results a more positive 

reaction than an inside appointment. In the situation of a poor performing company, investors 

tend to see an appointment of outside executive as the change needed to turn the direction 

and therefore the stock market reaction is more positive than in inside appointments. The 

final hypothesis (H9) of this paper is therefore constructed as follows: 

 

H9: Investors react more positively to an outside executive appointment than an inside 

executive appointment in poor performing companies. 
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5 DATA AND METHODOLOGY 

 

In this chapter, the total sample of events as well as the exclusions are presented. In addition, 

the next steps of the event data analysis and exclusions are discussed. The methodology used 

in this study is also presented in this section. In this study, the event study methodology with 

market model approach is used to investigate the short-term market reaction to board and 

management change announcements. 

 

5.1 Data 

 

The events collected to this study consist of OMX Helsinki stock exchange releases 

regarding management and board changes from February 2012 to June 2018. The releases 

are from Helsinki Stock Exchange listed companies. Nasdaq OMX Helsinki news database 

was used to collect the announcements. All the announcements in the “Changes 

board/management/certified advisors” category have been included in the search. 

Management changes were restricted to Chief Executive Officer (CEO), Chief Financial 

Officer (CFO) and Chief Operating Officer (COO) changes. Board changes include all 

unexpected personnel changes in the Board of Directors. Both turnover events and 

succession events were collected and distinguished, and only permanent management 

announcements were collected. After going through these announcements, the sample 

consisted of 373 announcements that were qualified to the study. There is a possibility that 

some announcements were excluded from the research because the headline didn’t indicate 

a change in the top management. Also, some companies release management changes where 

the category can be “company announcement”. Those announcements haven’t been included 

in this study. 

 

Table 2 Sample construction 

 

 

Total sample 373

Contaminated events 166

Events with not enough price data 6

Final sample 201
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After the total preliminary sample was constructed, all the included events were examined 

to identify other important announcements, such as interim reports or earnings 

announcements in the 21-trading day event window. As we can see from table 2, companies 

usually release changes in the management or the board of directors along with earnings 

announcements or interim reports. 166 events were left out of this study because other 

important information was released in the event window. In a total of six events, there wasn’t 

enough price data to estimate the expected returns and, thus, those events were also excluded. 

After the second exclusion round, the final sample consisted of 201 events from 86 

companies listed in Helsinki Stock Exchange. 

 

Table 3 Board and Management change events 

 

 

The final sample of events is presented in table 3. As we can see from the table, CEO and 

CFO changes are the most common events in the sample. Board changes consider 29 

turnover events and only nine succession events. New board member announcements are 

usually included in other announcements such as the decisions of annual general meetings 

which explains the low number of those announcements. The events considering both 

management and board changes are included in the management changes in table 3. There 

are 12 management change events that also include change in the board of directors. These 

events are included in both sub-samples in the empirical part of this study. 

 

From the final sample, every announcement was read through and the following information 

was gathered: 

 

• The date and time of the announcement 

• Name of the company 

• The type of the announcement (succession/turnover) 

Role Turnover Succession Total

Chief Executive Officer 25 47 72

Chief Financial Officer 29 54 83

Chief Operational Officer 3 5 8

Chairman of board 6 8 14

Member of board 23 1 24

Total 86 115 201
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• The role of the person 

• The origin of the executive (outside/inside) 

• Whether the announcement includes both board and management changes 

 

The date of the announcement was changed to next trading day in two events because the 

original event date wasn’t a weekday. There were three events where the announcement was 

released after the exchange was closed. The event date was changed to next trading day in 

all three cases.   

 

OMX Helsinki CAP index was used as the market index. OMX Helsinki CAP is a weight 

capped version of all-share index which means that the maximum weight of one share is 

limited to 10% of total value of the index (Nasdaq OMX Helsinki 2019). Daily stock prices 

as well as the daily scores of the index were collected from Thomson Reuters Datastream. 

Company financial performance was measured with return of equity (ROE) that was also 

collected from Thomson Reuters Datastream. In four events, the ROE from previous year 

information wasn’t available, and those events were excluded from the results where 

company financial performance is considered. 

 

 

Figure 1 Board and management change events 2012-2018 

 

In figure 1, we can see the succession and turnover events per year. 2017 was the dominant 

year in succession events as well as in the turnover events. There were 24 turnover 
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announcements and 21 succession announcements in 2017. In 2018, there were only six 

turnover announcements and 11 succession announcements, which can be explained by the 

fact that the data was collected only for the first six months of the year.  

 

In figure 2, the executive succession events classified by the origin of the successor are 

displayed. From the figure we can see that outside executives are dominant over inside 

executives. There were 69 succession events where the new executive was previously 

working outside the company. An inside executive was nominated in 37 events. 

 

 

Figure 2 Executive succession events and successor origin 

 

There are fifty announcements considering change in the board of directors. From the fifty 

announcements, 31 are turnover events and 19 succession events. There are nine succession 

events and three turnover events where the same event contains changes in management and 

in the board of directors. 
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Figure 3 OMX Helsinki CAP index 2011-2018 

 

In figure 3, we can see OMX Helsinki CAP index from 2011 to 2018. Total return index has 

been used in this study where dividends are also included in the returns. As we can see from 

figure 3, the stock market has been expanding almost the entire time-period. As stated earlier, 

the time-period is limited to 2012-2018 since the stock market conditions haven’t changed 

significantly during the time-period. 

 

5.2 Event study 

 

This study examines the effect of board and management changes to company stock prices 

with the event study methodology. The aim of an event study is to examine the market 

response to an event of certain significance (Benkraiem, Louhichi & Marques 2009). 

According to Sorescu, Warren & Ertekin (2017), the event study methodology is one of the 

most commonly used tool in finance research and is widely adopted in other fields as well. 

The event study methodology can be used with firm announcements as well as 

announcements by other entities, for example, macroeconomic announcements (Benkraiem 

et al. 2009). A stock reaction of an event is observed by calculating the abnormal returns.  

Abnormal returns are calculated by reducing expected return from actual return (Wells 

2004). Formula for calculating abnormal returns is expressed as follows: 

 

 𝐴𝑅𝑖𝑡 =  𝑅𝑖𝑡 − 𝐸(𝑅𝑖𝑡) (1) 
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In the formula 𝐴𝑅𝑖𝑡 is the abnormal return of company i in time t, 𝑅𝑖𝑡 the actual return for 

company i in time t and 𝐸(𝑅𝑖𝑡) the expected return of company i in time t. 

 

The first step in event studies is to identify the event date used to study the market reaction. 

The difficulty of identifying the specific date depends from the nature of the announcements 

used in that specific study (Sorescu et al. 2017). According to Lakshmi & Joshi (2016), after 

identifying the event date, the event window and the estimation window are defined. They 

say that most commonly the market reaction is studied through an event window of five days 

before and after the event day [-5. +5] or ten days before and after the event day [-10, +10]. 

The estimation window is usually 120-250 days prior to the event window. 

 

In this study, board and management change announcement dates are used as the events and 

the market reaction is studied 10 days before and after the event. A 21-day event window is 

used to observe if the market doesn’t react efficiently to the announcements. A 250-day 

estimation window is used prior to the event window. Figure 4 visualizes the event and 

estimation window used in this study. 

 

 

 

Figure 4 Event study time line 

 

There are three different models used to estimate the expected return of a stock. Those 

models are the constant mean return model, the market adjusted model and the market model 

(Brown & Warner 1985). The constant mean return model and the market model are 

commonly used in event studies. The constant mean return model assumes that the mean 

return of a given security is constant over time. (MacKinlay 1997) The market model 
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assumes that the return of a stock is linearly related to the return of a market portfolio 

(Lakshmi & Joshi 2016).  

 

In this study, the market model is used to estimate the expected returns. According to 

Armitage (1995), empirical results show that usually the market model approach performs 

significantly better than the other models. Also, Brown and Warner (1985), suggest that the 

market model gives more accurate results than the other methods.  

 

5.2.1 Conducting an event study 

 

In the market model approach, Alpha and Beta are estimated for each stock. Beta is the 

measure of the risk of the share in the model. 𝛼𝑖 and 𝛽𝑖 are estimated from daily actual 

returns using regression analysis (MacKinlay 1997). The following regression is used to 

estimate alpha and beta on each stock. 

 

 𝑅𝑖𝑡 =  𝛼𝑖 +  𝛽𝑖𝑅𝑚𝑡 +  𝑒𝑖𝑡 (2) 

 

In formula 2 𝑅𝑖𝑡 is the return of a given security, 𝛼𝑖 is the alpha and 𝛽𝑖 the beta of the security. 

𝑅𝑚𝑡 is the market return and 𝑒𝑖𝑡 the error term. Alpha and Beta are estimated from estimation 

window which is in this study 250 trading days prior to the event window, as said earlier. 

After estimating Alpha and Beta for each share, Capital Asset Pricing Model (CAPM) is 

used to estimate expected returns (Armitage 1995). Expected return of each event window 

day for each stock is estimated by using estimated alpha and beta during estimation window: 

 

 𝐸(𝑅𝑖𝑡) =  𝛼𝑖 +  𝛽𝑖𝑅𝑚𝑡 +  𝑒𝑖𝑡 (3) 

 

In the formula 𝐸(𝑅𝑖𝑡) is the expected return of stock i, 𝑅𝑚𝑡 is the market return and 𝑒𝑖𝑡 is 

the error term and it is assumed to be 0. Because error term is assumed to be 0, the expected 

return can be added to the original formula as follows: 

 

 𝐴𝑅𝑖𝑡 =  𝑅𝑖𝑡 − (𝛼𝑖 +  𝛽𝑖𝑅𝑚𝑡) (4) 
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In order to neutralize announcement specific price changes, the abnormal returns are then 

aggregated (Lakshmi & Joshi 2016). According to MacKinlay (1997), in this way it is 

possible to make general assumptions of the abnormal returns. Average abnormal returns 

can be calculated by formula 5: 

 

 𝐴𝐴𝑅𝑡 =  
1

𝑛
∑ 𝐴𝑅𝑖𝑡

𝑛

𝑡=1

 (5) 

 

In the formula 𝐴𝐴𝑅𝑡 is the average abnormal return in time t, n is the number of events (in 

this study board change and management change announcements) and 𝐴𝑅𝑖𝑡 is the abnormal 

return of stock i in time t. The overall effect of different time periods is an important part of 

event study. Cumulative abnormal returns are calculated in order to see these effects: 

 

 𝐶𝐴𝐴𝑅(𝑡1, 𝑡2) =  ∑ 𝐴𝐴𝑅𝑡

𝑡2

𝑖=𝑡1

 (6) 

 

In the formula 𝐶𝐴𝐴𝑅(𝑡1, 𝑡2) is the cumulative average abnormal return in time-period 

(𝑡1, 𝑡2) and 𝐴𝐴𝑅𝑡 is the average abnormal return in time t. 

 

5.2.2 Statistical testing 

 

The significance of abnormal returns can be tested with standard t-statistic in the event study 

methodology (Vaihekoski 2016; Graham & Ramiah 2012; Armitage 1995): 

 

 𝑡𝐴𝐴𝑅𝑡
=  √𝑛

𝐴𝐴𝑅𝑡

√𝜎2
𝐴𝐴𝑅𝑡

 (7) 

 

In the formula 𝜎𝐴𝐴𝑅𝑡
 is the standard deviation of average abnormal returns in time t.  The 

variance of average abnormal returns in time t can be calculated with following formula: 
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 𝜎2
𝐴𝐴𝑅𝑡

=  
1

𝑁 − 1
∑(𝐴𝑅𝑡 − 𝐴𝐴𝑅𝑡)2

𝑛

𝑡=1

 (8) 

 

According to Graham & Ramiah (2012) t-statistic can be also used to test the significance 

of cumulative abnormal returns.  

 

 
𝑡𝐶𝐴𝐴𝑅𝑡

=  √𝑛
𝐶𝐴𝐴𝑅(𝑡1, 𝑡2)

√𝜎2
𝐶𝐴𝐴𝑅(𝑡1,𝑡2)

 
(9) 

 

In the formula 𝜎𝐶𝐴𝐴𝑅(𝑡1,𝑡2) is the standard deviation of cumulative average abnormal returns. 

The variance of cumulative average abnormal returns is calculated with following formula: 

 

 𝜎2
𝐶𝐴𝐴𝑅𝑡

=  
1

𝑁 − 1
∑(𝐶𝐴𝑅𝑡 − 𝐶𝐴𝐴𝑅𝑡)2

𝑛

𝑡=1

 (10) 

 

 

5.2.3 Problems with event study 

 

According to Vaihekoski (2016), there are some problems concerning the event study 

methodology. Choosing the exact event date can sometimes be challenging and the accuracy 

depends significantly on the data source of the announcements. Choosing the correct event 

date will have a significant effect to the results of event study. Also, the event study 

methodology assumes that the events are independent. However, often there can be many 

events happening at the same time. Moreover, one problematic assumption of event study is 

that the events are always exogenous which means that the event isn’t the result of previous 

stock price development. 

 

According to Wells (2004), the market model is based on the estimation of each stock’s beta 

which measures the stocks future variability. Each stock’s beta is usually estimated 120-250 

days prior the actual event and it is assumed to be constant over time. Wells (2004) argue 

that previous studies still show that the beta isn’t constant over time. Furthermore, beta 



43 

 

measures movement between market return and the stocks return but it can be affected also 

by macroeconomic factors such as interest rates and business cycles. 
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6 EMPIRICAL RESULTS 

 

In this section, the empirical results are presented. Average abnormal returns are presented 

ten days before and after the event day. Cumulative abnormal returns are presented in seven 

different time intervals. The result section is divided in five different sections based on the 

research questions and hypotheses. 

 

6.1 Total sample 

 

Table 4 Daily average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of total 

sample.  Statistical significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% 

level), *(significant at 10% level) 

 

 

The average abnormal returns and cumulative average abnormal returns of total sample are 

presented in table 4. The cumulative average abnormal returns of total sample are also 

Daily abnormal returns of total sample (N = 201)

t

-10

-9

-8

-7

-6

-5

-4

-3

-2

-1

0

1

2

3

4

5

6

7

8

9

10

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,468% -0,108% -0,058% -0,163% -0,261% -0,66%* -1,222%**

p-value 0,1350 0,3785 0,4351 0,3088 0,2404 0,0629 0,0375

0,16373

0,96070

0,50426

0,55008

0,00534

0,53862

0,00286

0,21889

0,40164

0,06117

-0,009% 

AAR

0,09% 

-0,01% 

0,006% 

-0,093% 

-0,352%***

-0,178% 

-0,108% 

0,259%*

-0,185% 

0,105% 

-0,094% 

-0,069% 

-0,198% 

0,211% 

0,137% 

-0,121% 

-0,397%***

-0,249% 

-0,151% 

0,187% 

-0,04933

-0,59864

0,12629

0,35999

t-ratio

0,61649

-0,05436

0,04188

0,53827

p-value

0,95670

0,96664

0,66900

-0,61596

-3,01973

-1,23335

-0,84047

1,88280

-1,02439

0,50784

-0,35318

-0,39147

-1,39775

-2,81632

-1,53528

-0,91748

1,27468

0,94382

0,30688

0,61212

0,72432

0,69586

0,20389

0,34640
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presented in figure 5. The total sample consists of 201 events from February 2012 to June 

2018, and the results answer research question 1. As we can see from the table, there are 

quite strong statistically significant AARs six days before and after the event day. In the total 

sample, there aren’t any statistically significant AARs on the event day or near the event 

day, which suggests that during the announcement, there isn’t a significant immediate 

reaction to board and management changes in the Finnish stock market.  

 

 

Figure 5 Cumulative abnormal returns of total sample 

 

However, based on CAARs investors seem to lower their future earnings expectations as a 

reaction to board and management changes. The 10-day post-event CAAR [+1, +10] is -

0,66% and statistically significant at 10% risk level. The CAAR in the whole event window 

is -1,222% which is statistically significant at 5% risk level. The results suggest that 

investors tend to react negatively to board and management change announcements, but the 

reaction isn’t immediate and therefore the market isn’t working efficiently. From figure 5, 

we can see that the negative reaction lasts almost the entire 21-day event window though the 

reaction is stronger in the post-event window.  

 

Based on these results, the null hypothesis (H0), which suggests that the announcement 

doesn’t have an effect to the abnormal returns, can be rejected because there is a clear 

reaction to board and management change announcements. The cumulative post-event 

reaction can implicate that the investors are re-evaluating the information about the change 
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which is in line with Lubatkin et al. (1989) who suggest that these kind of post-event 

reactions can occur. Also, in some announcements some additional information can be 

released after the actual event, for example, the resume of the new executive which can also 

affect the reaction.  

 

6.2 Succession and turnover events 

 

Table 5 Daily average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of 

succession and turnover events. Statistical significance is indicated by symbols *** (significant at 1% level), 

** (significant at 5% level), *(significant at 10% level) 

 

 

Average abnormal returns and cumulative abnormal returns of succession and turnover 

events are presented in table 5 and figure 6, and the results answer to the second research 

question. As we can see from both table 5 and figure 6, there is clear difference between the 

t p-value p-value

-10 0,2557 0,5460

-9 0,3479 0,0208

-8 0,8996 0,9300

-7 0,7944 0,7464

-6 0,1374 0,0042

-5 0,2094 0,3694

-4 0,7002 0,5762

-3 0,3044 0,0471

-2 0,2441 0,7065

-1 0,4370 0,4007

0 0,9120 0,5027

1 0,7845 0,4480

2 0,9730 0,0696

3 0,3758 0,2743

4 0,1057 0,0457

5 0,5201 0,2029

6 0,0025 0,2569

7 0,3019 0,2475

8 0,2677 0,9827

9 0,1464 0,7929

10 0,3665 0,9130

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

0,103% -0,176% 0,233% -0,032% 0,376% -0,019% 0,126% 

0,431 0,361 0,333 0,474 0,219 0,487 0,447

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

-1,279%** -0,071% -0,532% -0,396% -1,15%** -1,694%*** -3,216%***

0,014 0,441 0,101 0,157 0,020 0,004 0,000

CAAR

p-value

CAAR

p-value

-1,14129

-1,16424

-0,02177

-0,26331

-0,10955

-0,275% 

-0,194% 

-0,005% 

-0,045% 

-0,024% 

-3,09479

-1,03694

Succession (N = 115) Turnover (N = 86)

-0,67308

-0,76227

-1,83769

t-ratio

-0,60614

-2,35510

-0,08809

-0,32436

-0,243% 

-0,153% 

-0,431%*

-0,38600

1,03173

-1,17083

1,10012

-2,02775

-1,28303

-2,94082

-0,90229

-0,56105

2,01400

-0,37780

-0,84460

-0,462% 

-0,574%***

-0,204% 

-0,118% 

0,476%**

-0,09% 

-0,135% 

0,90670

AAR

-0,116% 

-0,428%**

-0,017% 

-0,073% 

0,11075

-0,27410

0,03395

-0,88905

1,63057

0,64522

-1,49601

-1,26230

0,309% 

-0,414%**

-0,521%***

-0,264% 

-0,254% 

0,323% 

-1,11376

1,46235

-0,223% 

-0,225% 

-0,066% 

0,161% 

0,77991

t-ratio

1,14241

0,94244

0,12640

-0,26116

-0,31% 

0,265% 

Turnover              

(N = 86)

Succession      

(N = 115)

AAR

0,242% 

0,288% 

0,024% 

-0,052% 

0,32% 

0,042% 

-0,074% 

0,006% 

-0,228% 

0,525% 

0,147% 
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reactions of succession and turnover events. In turnover events, there are several statistically 

significant AARs in the event window that implicate a negative reaction to turnover 

announcements. The turnover event day AAR is negative but not significant at any level. 

After the event day, there are statistically significant negative AARs two days after and four 

days after the event day. The significant post-event AARs suggest that there is a delay in 

investors reaction to the announcement. The market can also need time to evaluate the 

information in the announcement which explains the post-event reactions.  

 

' 

Figure 6 Cumulative abnormal returns of turnover and succession events 

 

Based on the CAARs, investors seem to react significantly to turnover announcements 

before and after the actual announcement. We can see a statistically significant CAAR of -

1,279% before the event day (-10, -1) and a statistically significant CAAR of -1,694% (+1, 

+10) after the event day. The pre-event CAAR as well as the strong post-evet CAAR 

indicates clearly that a turnover is seen as a negative sign in the stock market. Investors seem 

to react strongly to the turnover announcement already before the actual announcement 

which suggests that the market is expecting a management change often before the actual 

announcement. There can be also some information or rumors that have already been leaked. 

The overall reaction to turnover announcements is -3,216% and statistically significant at 

1% risk level. These results clearly indicate that the hypothesis H1 considering a negative 

reaction to the turnover announcement is accepted. 
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As we can see from figure 6, the reaction with turnover events lasts the entire 21-day event 

window which strongly suggests that the market isn’t working efficiently. These results are 

in line with previous studies with unexpected turnover events (Nguyen & Nielsen 2010; 

Bilgili et al. 2017) but differ from the studies focusing on management dismissal (Kang & 

Shivdasani 1996; Worrel et al. 1993).  

 

As we can see from figure 6, the type of the event considering board and management 

changes affects the market reaction significantly, and in the case of succession events, the 

market doesn’t seem to regard an appointment of a new director or an executive as a factor 

that increases firm value. There is only one statistically significant negative AAR six days 

after the event day and no statistically significant CAAR’s. Based on this sample, we can 

say that the stock market doesn’t react to the succession of an executive or a director 

significantly, and therefore hypothesis H2 about a positive reaction to succession 

announcement can be rejected.  

 

These results differ from previous studies (Rhim et al. 2006; Huang et al. 2008; Davidson et 

al. 1990) where statistically significant reactions were found. It is important to notice that a 

succession event is usually expected since the turnover event has already taken place. For 

that reason, investors know that at some point a successor will be appointed which can also 

impact the results. Previous literature also suggests that other factors affect significantly to 

the market reaction which can explain the insignificant reaction in the total sample of 115 

succession events where other factors haven’t been considered. 

 

6.3 Changes in top management and the board of directors 

 

Table 6 shows the daily average abnormal returns for board and management changes. The 

cumulative average abnormal returns are shown in table 7 and figure 7. The events are also 

organized by the type of the change, which gives us four different event windows. These 

results answer to the third research question.  
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Table 6 Daily average abnormal returns (AAR) of executive and director change events. Statistical 

significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% level), *(significant 

at 10% level) 

 

 

In the executive turnover events, there is one significant negative AAR six days before the 

event day. The event day AAR isn’t statistically significant at any level. Based on CAARs, 

there is still quite a strong negative reaction to executive turnover. The 3-day (-1. +1) CAAR 

is -0,874%. The 10-day CAAR before event day is -1,264% which indicates that the market 

is expecting the possible executive change before the actual announcement. The overall 

CAAR in the 21-day event window is -2,702% and statistically significant at 1% risk level.  

 

 

 

 

 

 

t AAR p-value AAR p-value AAR p-value AAR p-value

-10 0,239% 0,2781 -0,006% 0,9919 -0,08% 0,7607 -0,258% 0,2497

-9 0,349% 0,2914 -0,357% 0,4207 -0,296% 0,2503 -0,589%*** 0,0029

-8 0,035% 0,8644 -0,279% 0,4232 0,12% 0,6503 -0,161% 0,5215

-7 -0,004% 0,9856 0,355% 0,5729 -0,164% 0,5733 0,183% 0,5765

-6 -0,253% 0,1130 -0,496% 0,1633 -0,561%** 0,0259 -0,402% 0,2125

-5 -0,271% 0,1548 0,008% 0,9884 -0,13% 0,6106 -0,269% 0,5289

-4 -0,039% 0,8266 0,059% 0,8943 -0,268% 0,3095 0,188% 0,5869

-3 0,159% 0,3247 0,272% 0,6194 0,365% 0,2011 0,507% 0,2418

-2 -0,183% 0,4986 -1,502%** 0,0371 -0,065% 0,8054 -0,038% 0,9321

-1 0,332% 0,3645 0,128% 0,8228 -0,187% 0,3683 0,141% 0,5934

0 0,195% 0,6099 -1,527% 0,1385 -0,477% 0,2530 0,347% 0,6006

1 0,032% 0,9036 -0,058% 0,9643 -0,21% 0,3612 0,139% 0,7166

2 0,02% 0,9138 -0,753%* 0,0609 -0,173% 0,5308 -0,644% 0,1631

3 -0,279% 0,3065 0,57% 0,2001 0,334% 0,3062 0,577% 0,3670

4 0,402% 0,2304 0,468% 0,5031 -0,344% 0,2042 -0,249% 0,5332

5 0,26% 0,2764 0,414% 0,6300 -0,236% 0,3932 -1,017% 0,2321

6 -0,576%*** 0,0015 -0,779% 0,1950 -0,379% 0,1887 -0,378% 0,4250

7 -0,157% 0,5587 -0,429% 0,4922 -0,113% 0,5959 -0,254% 0,3190

8 -0,146% 0,5037 -1,576% 0,1276 0,433% 0,1566 -0,641%* 0,0574

9 0,302% 0,2092 1,478% 0,1380 -0,099% 0,5807 -0,029% 0,9292

10 0,325% 0,3977 1,045% 0,4055 -0,176% 0,5066 0,119% 0,7540

Executive succession Director succession Executive turnover Director turnover

( N = 106 ) ( N = 19 ) ( N = 57 ) ( N = 31 )
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Table 7 Cumulative average abnormal returns (CAAR) of executive and director change events. Statistical 

significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% level), *(significant 

at 10% level) 

 

 

In the director turnover events, there are two statistically significant AARs nine days before 

and eight days after the event window, but no statistically significant AARs near the event 

day. Based on the AARs, an immediate significant reaction doesn’t occur in the case of 

director turnover events. The 10-day (+1. +10) CAAR after the event day is -2,377% and it 

is the only statistically significant CAARs in the director turnover sample. 

 

 

Figure 7 Cumulative abnormal returns of executive and director change events 

 

As we can see from figure 7, investors see both executive and director turnovers as a negative 

sign and the reaction indicates that investors lower their future earnings expectations based 

on these changes. The overall reactions are also quite identical, though there seems to be a 

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 0,364% -0,002% 0,558% 0,226% 0,434% 0,181% 0,74%

p-value 0,281 0,499 0,148 0,317 0,191 0,379 0,219

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -1,819%* -1,035%* -1,458% -1,586% 0,64% 0,379% -2,967% 

p-value 0,063 0,072 0,219 0,191 0,338 0,422 0,134

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -1,264%** -0,284% -0,874%** -0,687%** -0,628% -0,961%* -2,702%***

p-value 0,022 0,263 0,032 0,044 0,149 0,073 0,002

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,698% 0,528% 0,626% 0,486% -1,193% -2,377%* -2,729% 

p-value 0,279 0,310 0,214 0,277 0,200 0,054 0,120( N = 31 )

Executive succession

Director succession

Executive turnover

Director turnover

( N = 106 )

( N = 19 )

( N = 57 )
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stronger reaction to executive turnover since there were more comprehensive statistically 

significant results. However, hypothesis 3 is rejected since in the turnover events, clear 

significant differences do not occur. Investors may perceive the executive as more essential 

to future success of the company, and for that reason, react more significantly to these types 

of changes. The reactions are both still negative which suggests that investors see a turnover 

event overall as a negative sign, despite whether the person is a director or an executive. 

 

The results considering executive turnover are in line with Bilgili et al. (2017) who also 

found a negative stock price reaction but differ from Kang & Shivdasani (1996) and Cools 

& Van Praag (2007). In director turnover events, the results are in line with Nguyen & 

Nielsen (2010), who also found a negative reaction to director turnover announcements 

though their results were more significant and the reaction more immediate.  

 

As we can see from table 6, executive succession has only one significant AAR six days 

after the event, which is in line with previous study results in the case of succession. There 

aren’t any significant cumulative average abnormal returns in executive succession events, 

which implicates that an appointment of a new executive doesn’t have a positive impact to 

investors future expectations. 

 

In director succession events, there is a statistically significant negative AAR of -1,502% 

two days before the event. Event day AAR is -1,527% but it isn’t statistically significant due 

to significant cross-sectional variance in the sample. There is also a statistically significant 

negative AAR of two days after the event. In director succession events, the negative CAAR 

in the 10-day time-period (-10, -1) before the event day is -1,819% and is statistically 

significant at 10% level. The 5-day CAAR before the event day is -1,035% and is also 

statistically significant at 10% level. These results indicate that there are differences in the 

market reaction between new executive announcements and new director announcements 

and thus, hypothesis H4 is accepted. As we can see from figure 7, the negative reaction to 

director succession is quite strong, though the overall reaction isn’t statistically significant. 

In eight director succession events there are also changes in the management that can impact 

the results. Investors can see multiple simultaneous changes as an increase to the uncertainty 

of company future earnings, and that can explain the strong negative reaction in the market. 
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Also, it is important to notice that in the director succession events, the sample size is 

relatively small compared to other samples which can affect the results. 

 

The results considering executive succession announcements differ from Rhim et al. (2006) 

and Davidson et al. (1990) who found a positive market reaction to the announcements.  

Opposite to these, Lubatkin et al. (1989) found a significant negative reaction to successor 

announcements, which also differs from the results of this paper. In director succession 

announcements, the results are opposite to Huang et al. (2008), though they included only 

outside director appointments to their study which can explain the differences.  

 

6.4 Prior financial performance of a company 

 

Table 8 shows daily average abnormal returns and table 9 the cumulative average abnormal 

returns divided by the prior financial performance of a company. The overall reactions in the 

21-day event window are also presented in figure 8. Both succession and turnover events are 

divided to two sub samples of above median ROE companies (high ROE) and below median 

ROE companies (low ROE). N shows the number of events in that sample.  

 

Turnover events with high ROE companies show a statistically significant negative AAR 

the day before the event day and five days after the event day. Low ROE company turnover 

events have some statistically significant AARs around the event window but no clear 

significant reaction near the announcement day is detected. The turnover events for high 

ROE companies produces a statistically significant CAAR of -1,119% in a 5-day post-event 

window (+1, +5). The 10-day CAAR after the event day is -1,517% and the overall CAAR 

for the 21-day event window is -2,191%. In low ROE company turnover events, the 2-day 

(0, +1) CAAR is -1,037%. The overall CAAR for the 21-day event window is -4,244%, 

which indicates that in the case of poor performing companies, the investor reaction to a 

turnover announcement is also negative but much stronger than with well performing 

companies. Hypothesis H5 is rejected since there is a much stronger negative stock price 

reaction to the turnover announcement in poor performing companies. 
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Table 8 Daily average abnormal returns (AAR) of high and low ROE succession and turnover events. 

Statistical significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% level), 

*(significant at 10% level) 

 

 

In the case of high ROE company succession, we can see statistically significant negative 

AARs the day after the event day (-0,689%) and on the third day after the event day (-

0,374%) which suggests that with successful companies, investors see a change in 

management as a negative sign. In low ROE company succession events, there aren’t any 

statistically significant reactions near the event day. Some statistically significant reactions 

can be seen six days before and after the event day. As we can see form table 9, in high ROE 

company succession events there is a clear negative reaction of -1,046% in the 3-day (-1, 

+1) period around the event day. The 2-day (0, +1) CAAR is -1,108% and also statistically 

significant. These results strengthen the conclusion that in the case of a successful company, 

a new executive or director announcement produces quite a strong negative market reaction. 

Based on the significant 2-day and 3-day CAARs, the reaction is also quite immediate. In 

low ROE company succession events, the 3-day (-1, +1) CAAR is 1,482% which strongly 

indicates that in the case of poor performing companies, investors see a new executive or 

t AAR p-value AAR p-value AAR p-value AAR p-value

-10 0,601%** 0,0407 -0,235% 0,4267 -0,038% 0,8345 -0,325% 0,3921

-9 -0,013% 0,9419 0,525% 0,3529 -0,174% 0,3349 -0,727%** 0,0448

-8 -0,075% 0,7662 -0,014% 0,9613 -0,297% 0,1572 0,371% 0,3035

-7 -0,306% 0,2827 0,315% 0,2456 -0,202% 0,4942 0,1% 0,7813

-6 -0,338%* 0,0874 -0,367%* 0,0548 -0,247% 0,2825 -0,959%*** 0,0068

-5 0,01% 0,9674 -0,188% 0,4887 0,031% 0,8859 -0,442% 0,3251

-4 -0,012% 0,9591 -0,062% 0,7976 -0,079% 0,7734 -0,059% 0,8611

-3 0,377% 0,1758 -0,133% 0,4348 0,327% 0,2580 0,595% 0,1588

-2 -0,067% 0,8102 -0,425% 0,3570 0,242% 0,4309 -0,473% 0,2231

-1 0,063% 0,8013 0,537% 0,3927 -0,325%* 0,0849 0,168% 0,5487

0 -0,42% 0,3035 0,439% 0,4898 0,087% 0,8562 -0,712% 0,2144

1 -0,689%** 0,0441 0,506% 0,2396 0,032% 0,8989 -0,326% 0,3388

2 0,133% 0,5266 -0,129% 0,6342 -0,463% 0,1013 -0,429% 0,3037

3 -0,374%* 0,0691 -0,154% 0,7459 0,088% 0,8121 0,61% 0,1803

4 0,234% 0,2773 0,804% 0,1812 -0,181% 0,4301 -0,74%* 0,0511

5 0,45% 0,2313 -0,116% 0,6810 -0,593%* 0,0936 -0,302% 0,6728

6 0,006% 0,9715 -0,764%*** 0,0052 -0,071% 0,8118 -0,511% 0,2166

7 -0,31% 0,1915 -0,294% 0,5040 -0,191% 0,4114 -0,173% 0,5042

8 -0,316% 0,2467 -0,17% 0,6402 -0,024% 0,9304 0,063% 0,8830

9 0,246% 0,3085 0,378% 0,3234 -0,023% 0,9083 -0,054% 0,8563

10 0,113% 0,5032 0,507% 0,4532 -0,089% 0,7148 0,079% 0,8458

Succession (high ROE) Succession (low ROE) Turnover (high ROE) Turnover (low ROE)

( N = 54 ) ( N = 59 ) ( N = 48 ) ( N = 37 )
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director as a positive sign. Based on the results, H6 is accepted, because the results show 

clearly that investors react more positively to the succession announcement in the poor 

performing companies group. 

 

Table 9 Cumulative average abnormal returns (CAAR) of high and low ROE succession and turnover 

events. Statistical significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% 

level), *(significant at 10% level) 

 

 

 

Figure 8 Cumulative abnormal returns of high ROE and low ROE succession and turnover events 

 

The results with prior financial performance show some differences with the previous 

studies. Rhim et al. (2006) also concluded that the reactions for succession events were more 

positive in poor performing companies, which is in line with this paper. They found also a 

positive but a lower reaction to succession announcements in high performing companies 

which differs from the results in this sample. Davidson et al. (1990) didn’t find statistically 

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 0,24% 0,37% -1,046%** -1,108%** -0,244% -0,504% -0,684% 

p-value 0,368 0,237 0,042 0,015 0,349 0,268 0,254

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,046% -0,271% 1,482%** 0,945% 0,91% 0,567% 0,96% 

p-value 0,481 0,372 0,042 0,121 0,115 0,246 0,267

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,761% 0,197% -0,206% 0,119% -1,119%** -1,517%** -2,191%**

p-value 0,170 0,387 0,352 0,414 0,036 0,020 0,032

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -1,75%** -0,211% -0,869%* -1,037%** -1,187% -1,783%* -4,244%***

p-value 0,024 0,376 0,096 0,035 0,126 0,060 0,005

Turnover (low ROE)

( N = 37 )

Succession (high ROE)

( N = 54 )

Succession (low ROE)

( N = 59 )

Turnover (high ROE)

( N = 48 )
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significant proof that the prior financial performance has an effect to the stock price reaction, 

which differs significantly from the results of this study. These results differ also 

significantly from the findings of Lubatkin et al. (1989) where better previous financial 

performance of a company had a positive impact on the market reaction in succession 

announcements.  

 

The results with turnover events in well performing companies (high ROE) and poor 

performing companies (low ROE) are interesting when taking previous academic literature 

into consideration. The prior literature suggests that although a turnover event tends to have 

a negative effect to the stock price, it can also be a sign of effective corporate governance, 

especially in poor performing companies (Denis & Denis 1995; Kang & Shivdasani 1996). 

The turnover event is seen at the needed change when a company isn’t performing well, and 

the stock market should react positively to this change. In the Finnish stock market, the 

reaction is still negative and substantially stronger in poor performing companies, a 

phenomenon which differs from most of previous academic literature. 

 

6.5 Executive origin 

 

In the last part of the empirical results, we test the effect of executive origin as well as the 

effect of prior financial performance and executive origin to the market reaction. These 

results are divided in two separate sections. 

 

Executive origin 

 

Table 10 shows the average abnormal and cumulative average abnormal returns of outside 

and inside executive succession events. N indicates the number of events in that group. The 

cumulative average abnormal returns are also shown in figure 9. These results answer to the 

fifth research question. 
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Table 10 Daily average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of 

executive succession events. Statistical significance is indicated by symbols *** (significant at 1% level), ** 

(significant at 5% level), *(significant at 10% level) 

 

 

 

 

 

 

t
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-8

-7

-6

-5

-4

-3

-2

-1

0

1

2

3

4

5

6

7

8

9

10

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 0,427% -0,268% 1,202%** 1,132%** 0,596% 0,442% 1,74%*

p-value 0,2527 0,3141 0,0405 0,0316 0,1584 0,2705 0,0812

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 0,28% 0,493% -0,684% -1,499%** 0,094% -0,319% -1,092% 

p-value 0,417 0,329 0,199 0,014 0,460 0,378 0,215

Inside executive ( N = 37 )

Outside executive

( N = 69 )

Inside executive

0,3370

0,3958

0,0403

0,1989

0,5091

0,8939

p-value

0,1126

0,0495

0,8369

0,4073

( N = 37 )

0,4598

0,8507

0,5282

0,0856

0,4415

0,1563

0,8581

0,233% 

0,304% 

-0,597%*

0,263% 

-0,379% 

0,067% 

0,5051

0,2218

0,4618

0,4381

0,1112

0,7730

0,066% 

0,249% 

0,814% 

-1,054%**

-0,445% 

0,224% 

-0,055% 

-0,242% 

-0,231% 

-0,437% 

0,098% 

AAR

0,596% 

-0,405%**

0,064% 

-0,226% 

0,3422

0,0119

0,2980

0,9268

0,1783

0,2892

0,7685

0,0895

0,4729

0,6883

0,2505

0,379% 

p-value

0,8431

0,1270

0,9443

0,7590

0,2080

0,2724

0,5805

0,1929

0,588% 

0,252% 

-0,538%**

-0,386% 

-0,028% 

0,42% 

-0,415% 

0,071% 

0,872%*

0,26% 

-0,088% 

-0,416% 

0,224% 

Outside executive ( N = 69 )

AAR

0,055% 

0,755% 

0,019% 

0,088% 

-0,221% 

-0,277% 

0,128% 
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Figure 9 Cumulative abnormal returns of outside and inside executive succession events 

 

As we can see, the event day AAR with outside executives is 0,872%. There is also another 

statistically significant negative AAR six days after the event day. With inside executive 

announcements, the event day AAR is -1,054%. There are also two other significant AARs, 

nine days before and six days after the event day. The 3-day CAAR (-1, +1) of outside 

executive succession events is 1,202% and the overall CAAR in the 21-day event window 

is 1,74%. In inside executive succession events, the 2-day (0, +1) CAAR is -1,499% and it 

is statistically significant at 5% risk level. As we can see from table 10 and figure 9, the 

overall reactions are opposite between the outside executives group and the inside executives 

group. These results indicate that investors see an outside executive as a factor that increases 

the future value of the company but lower their earnings expectations in the case of an inside 

executive appointment. Based on these results, hypothesis H7, which suggested a more 

positive stock price reaction to an inside appointment, is rejected.  

 

These results differ from Davidson et al. (1990) who found a more positive reaction to inside 

appointments. Byrka-Kita et al. (2018) found no statistically significant results that the origin 

of a successor has an impact to the market reaction which also differs significantly from the 

results of this study. However, the results of this study are in line with Chung et al. (1987), 

who found a more positive reaction to outside appointments. 
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Financial performance and executive origin 

 

Average abnormal returns for high and low ROE executive succession events are presented 

in table 11. Cumulative average abnormal returns for seven different intervals are presented 

in table 12. N indicates the size of a sample in that group. Cumulative average abnormal 

returns are also presented in figures 10 and 11.  These results answer to the sixth research 

question. 

 

Table 11 Daily average abnormal returns (AAR) of high and low ROE executive succession events. 

Statistical significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% level), 

*(significant at 10% level) 

 

 

As we can see from table 11, there is a statistically significant negative AAR a day after the 

event day for high ROE company outside executive appointments. In high ROE companies, 

inside executive appointments’ event day AAR is -1,194% and statistically significant at 1% 

t AAR p-value AAR p-value AAR p-value AAR p-value

-10 0,495% 0,2110 0,592% 0,3176 -0,438% 0,2434 0,336% 0,5260

-9 0,005% 0,9846 -0,102% 0,6453 1,252% 0,1522 -0,491% 0,1286

-8 0,31% 0,4306 -0,082% 0,7917 -0,089% 0,8064 0,04% 0,9387

-7 -0,254% 0,5881 -0,518% 0,1761 0,473% 0,2256 0,28% 0,3848

-6 -0,233% 0,3890 -0,276% 0,3929 -0,308% 0,1977 -0,628%* 0,0772

-5 -0,194% 0,5253 -0,042% 0,9211 -0,392% 0,3129 -0,009% 0,9798

-4 0,567%** 0,0444 -0,722% 0,1406 0,005% 0,9878 -0,248% 0,4259

-3 0,449% 0,1724 0,503% 0,4980 -0,083% 0,6306 -0,165% 0,6254

-2 -0,109% 0,7216 0,417% 0,3497 -0,679% 0,3267 0,323% 0,3428

-1 0,312% 0,3796 -0,519% 0,2572 -0,043% 0,8998 2,047% 0,2659

0 0,454% 0,3124 -1,194%*** 0,0009 1,231% 0,1655 -0,944% 0,3090

1 -0,73%* 0,0825 0,066% 0,8672 1,125%** 0,0442 -1,023%* 0,0910

2 0,153% 0,6019 0,148% 0,6491 -0,373% 0,2329 0,414% 0,4893

3 -0,209% 0,3567 -0,63%** 0,0106 -0,559% 0,3871 0,45% 0,5661

4 -0,027% 0,9225 0,296% 0,4862 1,184% 0,1734 -0,259% 0,6618

5 0,654% 0,1078 0,509% 0,6238 -0,03% 0,9353 0,275% 0,4697

6 -0,255% 0,2632 0,262% 0,3887 -0,805%** 0,0172 -1,084%** 0,0430

7 -0,237% 0,4163 -0,044% 0,9255 -0,51% 0,4378 0,391% 0,3420

8 -0,223% 0,3981 -0,203% 0,6081 0,145% 0,7844 -0,472% 0,2196

9 0,086% 0,7846 0,518% 0,2906 0,641% 0,2180 -0,258% 0,6731

10 -0,114% 0,6484 0,489% 0,1062 0,711% 0,4965 0,038% 0,9459

High ROE and 

outside executive

High ROE and 

inside executive

Low ROE and 

outside executive

Low ROE and 

inside executive

( N = 30 ) ( N = 16 ) ( N = 37 ) ( N = 19 )
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risk level. As we can see from table 12, an appointment of an outside executive in high ROE 

companies produces positive CAARs of 1,349% and 1,025% before the event day. In high 

ROE companies, an appointment of an inside executive produces a 3-day (-1, +1) CAAR of 

-1,647% and a 2-day (0, +1) CAAR of -1,128%. Based on the results, hypothesis H8, which 

suggests that in high performing companies an inside executive is seen as a more positive 

sign, is rejected. These results suggest that in financially successful companies, an 

appointment of an inside executive is seen as a clear negative sign. With outside executive 

announcements, there is a positive reaction before the actual announcement which indicates 

that investors react positively to outside appointment also if a company is performing well. 

However, significant negative AAR after the event day suggests quite an immediate negative 

reaction to the outside appointments even though it isn’t as strong as in inside appointments. 

The overall reaction to outside appointments in high ROE companies is still positive even 

though it isn’t statistically significant.  

 

Table 12 Cumulative average abnormal returns (CAAR) of high and low ROE executive succession events. 

Statistical significance is indicated by symbols *** (significant at 1% level), ** (significant at 5% level), 

*(significant at 10% level) 

 

 

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 1,349%* 1,025%* 0,036% -0,276% -0,159% -0,902% 0,901% 

p-value 0,072 0,059 0,479 0,288 0,423 0,174 0,217

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,749% -0,363% -1,647%** -1,128%*** 0,389% 1,411% -0,532% 

p-value 0,333 0,384 0,019 0,008 0,358 0,178 0,385

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR -0,303% -1,193%* 2,313%** 2,357%** 1,347%* 1,528%* 2,457% 

p-value 0,373 0,079 0,020 0,010 0,058 0,075 0,124

[-10,-1] [-5,-1] [-1,+1] [0,+1] [+1,+5] [+1,+10] [-10,+10]

CAAR 1,485% 1,948% 0,08% -1,967%* -0,143% -1,528% -0,987% 

p-value 0,258 0,151 0,477 0,057 0,465 0,161 0,341

Low ROE and inside 

executive

( N = 19 )

( N = 37 )

High ROE and outside 

executive

( N = 30 )

( N = 16 )

High ROE and inside 

executive

Low ROE and outside 

executive
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Figure 10 Cumulative average abnormal returns of high and low ROE outside succession 

 

Outside executive appointments in low ROE companies produce an event day AAR of 

1,231% that isn’t statistically significant due to strong cross-sectional variance in the sample.  

A day after the event day, AAR for outside executive appointments is 1,125% and 

statistically significant at 5% risk level. There is also a statistically significant negative AAR 

six days after the event day. In low ROE companies, an outside executive appointment 

creates a 3-day (-1, +1) CAAR of 2,313%. The 2-day (0, +1) CAAR is 2,357%. Both CAARs 

are statistically significant at 5% risk level. The total 21-day CAAR is 2,457% and based on 

these results, investors see an outside executive appointment as a strong positive sign if the 

company isn’t performing financially well. 

 

In low ROE companies, an inside executive appointment produces a -1,023% AAR the day 

after the event day. The event day AAR isn’t statistically significant at any level. The 2-day 

(0, +1) CAAR is -1,967%. This is the only statistically significant CAAR in low ROE 

company inside executive appointments and based on these results, an appointment of an 

inside executive creates a strong negative immediate stock price reaction. Based on these 

results, hypothesis H9 is accepted which suggested that in poor performing companies the 

reaction is more positive to outside appointments. 
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Figure 11 Cumulative average abnormal returns of high and low ROE inside succession 

 

As we can see from figure 10, the overall reaction in the 21-day event window is positive in 

both high ROE and low ROE companies with outside executive appointments, which 

indicates that an appointment of an outside executive is seen usually as a positive sign and 

it indicates that investors tend to increase their future earnings expectations based on these 

changes. From 106 executive succession events, 69 were outside the company. Thus, Finnish 

listed companies seem to prefer outside appointments based on the sample in this study. In 

low ROE companies, the market reaction near the event day is quite sharp, whereas high 

ROE company appointment sample CAAR is increasing more evenly during the event 

window. 

 

From figure 11, we can see that there is a strong positive reaction before the event day on 

inside executive appointments in low ROE companies that isn’t statistically significant. The 

event day reaction and the overall CAAR in the event window is negative with low ROE 

companies. In high ROE companies, inside executive announcements produce a clear 

decreasing CAAR for the first 14 days in the event window. After that, the CAAR increases 

to the last day of the 21-day event window. The results still suggest that generally an inside 

executive appointment is seen as a negative sign and results in a decrease in the future 

earnings expectations of investors. 
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The results considering successful companies differ with Chung et al. (1987) and Lubatkin 

et al. (1989), who both found a statistically significant positive reaction to outside 

appointments. The results in this study still suggest that in high performing companies, the 

reaction is more positive to outside appointment which is in line with Lubatkin et al. (1989) 

and Chung et al. (1987). Chung et al. (1987) found inside appointments more favorable in 

poor performing companies which also differ from the results in this paper. The results with 

poor performing companies differ also with Lubatkin et al. (1989) who found no difference 

in reaction between inside and outside appointments. 
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7 CONCLUSIONS 

 

The objective of this study was to examine the impact of board and management changes to 

the company market value, and therefore, to investors’ future expectations. The study 

contains 201 board and management change announcements from 2012 to 2018. There has 

been a significant amount of discussion in academic literature whether key executives and 

directors contribute to the success of a company, and previous literature hasn’t shown 

decisive results considering the market reaction around turnover and succession 

announcements.  

 

This study answers six research questions. The first question is answered with the total 

sample, and the remaining five with sub-samples. The sub-samples were constructed to test 

the effect of different kinds of events, different kinds of positions, prior financial 

performance and the origin of the executive. The following results were found: 

 

• Investors tend to react negatively to board and management changes in the Finnish 

stock market which indicates that they lower their future earnings expectations. 

There aren’t any statistically significant immediate reactions near the announcement 

day, however the 10-day post-event (+1, +10) CAAR is -0,66% and the 21-day event 

window CAAR is -1,222% for the total sample. Therefore, the null hypothesis of 

the study is rejected because of the significant cumulative reaction to the events. 

 

• There is a clear difference in the stock price reaction between turnover and 

succession events which is in line with Worrel et al. (1993)’s suggestion that 

turnover events and succession events differ significantly from the investor point of 

view. There is a strong negative reaction to turnover announcements. The 5-day 

post-event (+1, +5) CAAR is -1,15% and the 10-day post-event (+1, +10) CAAR is 

-1,694%. This study didn’t find a statistically significant reaction to succession 

announcements. 

 

• The position of a person has some impact to the stock price reaction. In succession 

events, investors react negatively to an appointment of a new director but there isn’t 
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a significant reaction to an appointment of a new executive. Both, an executive 

turnover announcement as well as a director turnover announcement, produce a 

negative reaction in the Finnish stock market. In turnover events, an executive 

turnover creates more significant CAARs which can indicate that investors see 

executives as more significant to the company success. 

 

• Prior financial performance of a company has a significant impact on the abnormal 

returns considering succession and turnover announcements. The results 

considering succession announcements are in line with previous literature. An 

appointment of a new director or an executive produces a significant negative stock 

price reaction in high performing companies while the reaction is positive in poor 

performing companies based on the CAARs. A turnover announcement produces a 

strong negative stock price reaction both in high performing and poor performing 

companies. In poor performing companies, the overall reaction is much stronger. 

This result differs significantly from previous literature which suggests that 

management changes are seen as a positive sign if the company is performing poorly 

(Denis & Denis 1995; Kang & Shivdasani 1996).  

 

• Finnish investors prefer outside executives significantly over inside executives and 

an appointment of an inside executive produces strong negative abnormal returns. 

An appointment of an outside executive produces strong positive AARs and CAARs 

around the announcement day. The overall 21-day reactions are quite opposite 

between outside and inside executives. These results are in line with Lubatkin et al. 

(1989) and Chung et al. (1987) but differ from Davidson et al. (1990) and are 

opposite from hypothesis H7 of this study. 

 

• The investor reaction to successor origin depends on prior financial performance of 

the company. In high performing companies, an inside appointment is seen as a 

negative sign which differs from hypothesis H8. In high performing companies, an 

outside appointment seems to produce a slightly positive reaction to the appointment 

based on pre-event CAAR as well as the overall reaction. In poor performing 

companies, an outside appointment produces a strong positive reaction while the 
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reaction for an inside appointment is negative. This result is in line with hypothesis 

H9.  

 

The main findings of this study are that in general, investors see changes in the management 

and in the board of directors as a negative sign in the Finnish stock market. The results of 

this study are in line with Worrel et al. (1993), who stated that a turnover event and a 

succession event differ significantly from investors’ point of view. Turnover events create 

strong negative CAARs in the event window but a statistically significant reaction to 

succession events wasn’t found in this study. This can be caused by the fact that a turnover 

event is the primary event in management changes, and for that reason, more of an 

unexpected event. Also, previous literature suggests strongly that other factors impact the 

market reaction in executive or director appointments which can explain the insignificant 

results in the succession events group where other factors haven’t been taken into 

consideration.  

 

One of the key findings of this study is that the prior financial performance of a company 

has a significant impact on the investors’ reaction to board and management changes. An 

appointment of a new executive or a director creates opposite reactions in successful and 

poor performing companies, which is in line with prior literature. An interesting result in 

this paper concerning turnover events is that in poor performing companies, the stock price 

reaction to a turnover announcement is negative and much stronger than with financially 

successful companies. The results considering turnover announcements suggests that in the 

Finnish stock market, investors react strongly to the uncertainty related to the turnover 

announcement. In successful companies, the 21-day stock price reaction is also slightly 

negative. The negative reaction can possibly be explained from human and social capital 

perspective because investors may fear that the knowledge of the current leader is lost in the 

turnover event (Bilgili et al. 2017).  

 

Another key finding of this study is that investors prefer significantly outside executives 

over inside executives in the Finnish stock market. Based on the results of this study, 

investors seem to value outside executives’ ability to make changes in the company. Outside 

executives are often considered to be more disruptive which can help them make more 

drastic strategic changes, positively impacting shareholder value (Lubatkin et al. 1989). 
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Also, previous literature suggests that nowadays key executives are seen as more essential 

to the success of a company, increasing executive turnover and the share of outside 

executives hired to companies (Kaplan & Minton 2012; Quigley & Hambrick 2015). Outside 

executives were dominant over inside executives in the data sample collected in this study, 

which also indicates that outside executives are preferred in the Finnish stock market. 

 

An interesting result compared to previous literature is that even in well performing 

companies, an appointment of an inside executive creates a strong negative reaction. In 

successful companies, there is a significant negative post-event AAR to outside executive 

appointments. However, there is also a positive pre-event reaction and the overall 21-day 

CAAR is positive although not statistically significant.  In poor performing companies, an 

outside executive appointment creates a strong positive reaction, and an appointment of an 

inside executive a strong negative reaction. In poor performing companies, the investors 

seem to see an outside executive as a needed change. The overall CAARs also suggest that 

outside appointments are usually seen as a positive sign and inside appointments as a 

negative sign despite the prior financial performance. 

 

In several event windows, there is a strong statistically significant negative AAR six days 

after the event day. Sub-sample results show that the negative AAR is created by executive 

succession events, especially in poor performing companies. There isn’t a certain factor that 

would explain this reaction. In some events, the management change takes effect six days 

after the event day and this information is released in the original announcement which can 

explain the reaction. In some announcements additional information, for example the resume 

of the appointed executive, is released after the initial announcement. This can also affect 

the abnormal returns. Also, it is important to notice that with poor performing companies, 

investors in the Finnish stock market tend to be much more sensitive to all kinds of changes 

and news which can also explain this kind of stock price behaviour. 

 

Possible areas for future research arise from this study. Only short-term stock price reaction 

was studied in this paper and long-term financial performance would be a logical way to 

further investigate the effect of management changes in Finland. Also, results in this study 

indicate that the stock price reaction is often quite long-lasting and different event windows 

before and after the announcement could be added to the future analyses. In this study, prior 
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financial performance was the only company specific factor considered, and other company 

factors, such as size, could be included. Based on this study, executive origin has an impact 

on abnormal returns. Different executive characteristics and the effect of these 

characteristics could be further investigated based on previous literature from other markets. 

As said earlier, there aren’t any studies from Finland prior to this to the knowledge of the 

author, which together with these results shows that further research is still needed.  
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Appendix 1. An example of a turnover announcement  
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Appendix 2. An example of a succession announcement 
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Appendix 3. Succession and turnover events of this study 

(* Announced during weekend ** Announced after the exchange was closed) 

 

Number Date Company Type

1 1.2.2012 Plc Uutechnic Group Oyj Succession

2 14.3.2012 Viking Line Turnover

3 4.4.2012 Elisa Oyj Succession

4 3.5.2012 Takoma Oyj Succession

5 11.5.2012 Panostaja Oyj Turnover

6 18.5.2012 Oral Hammaslääkärit Turnover

7 28.5.2012 Oral Hammaslääkärit Succession

8 29.5.2012 Kesla Oyj Succession

9 20.6.2012 Nurminen Logistics Oyj Succession

10 25.6.2012 Turvatiimi Succession

11 28.6.2012 Fiskars Oyj Succession

12 28.8.2012 Neste Oyj Turnover

13 28.8.2012 Glaston  Corporation Turnover

14 4.9.2012 Suominen Oyj Succession

15 7.9.2012 Citycon Oyj Turnover

16 17.9.2012 Biotie Therapies Turnover

17 4.10.2012 Tulikivi Oyj Succession

18 4.10.2012 QPR Software Oyj Succession

19 27.11.2012 Aktia Bank Oyj Succession

20 28.11.2012 Digitalist Group Oyj Succession

21 29.11.2012 Plc Uutechnic Group Oyj Succession

22 30.11.2012 Vacon Succession

23 10.12.2012 Finnair Oyj Turnover

24 2.1.2013 Biotie Therapies Succession

25 8.1.2013 Vacon Turnover

26 28.1.2013 Cargotec Oyj Succession

27 21.2.2013 Neste Oyj Succession

28 12.3.2013 Aktia bank Oyj Turnover

29 4.4.2013 Finnair Oyj Succession

30 30.4.2013 Viking Line Succession

31 28.5.2013 Tecnotree Oyj Succession

32 4.6.2013 Dovre Group Plc Turnover

33 5.6.2013 Kemira Oyj Succession

34 5.7.2013 SSH Communications Security Oyj Turnover

35 16.8.2013 Dovre Group Plc Succession

36 23.8.2013 Tulikivi Oyj Succession

37 26.8.2013 Biohit Oyj Succession

38 13.9.2013 Metsä Board Oyj Succession

39 16.9.2013 Exel Composites Oyj Succession

40 24.9.2013 Cramo Oyj Turnover

41 27.9.2013 Kemira Oyj Turnover
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42 18.11.2013 Affecto Oyj Turnover

43 19.11.2013 Nurminen Logistics Oyj Turnover

44 4.12.2013 Rapala VMC Oyj Turnover

45 16.12.2013 Dovre Group Plc Succession

46 17.12.2013 Ilkka-Yhtymä Oyj Succession

47 20.12.2013 Dovre Group Plc Turnover

48 30.12.2013 Ahlstrom Oyj Succession

49 24.1.2014 Innofactor Oyj Turnover

50 14.2.2014 Takoma Oyj Turnover

51 14.2.2014 Oriola Oyj Turnover

52 20.3.2014 Viking Line Turnover

53 20.3.2014 Citycon Oyj Succession

54 27.3.2014 Dovre Group Plc** Succession

55 2.4.2014 Lemminkäinen Turnover

56 7.4.2014 Lemminkäinen Turnover

57 16.5.2014 Ahlstrom Oyj Succession

58 20.5.2014 Revenio Group Corporation Turnover

59 26.5.2014 Turvatiimi Turnover

60 27.5.2014 Nokian Renkaat Oyj Succession

61 28.5.2014 Metsä Board Oyj Turnover

62 28.5.2014 Kesko Oyj Succession

63 10.6.2014 Metsä Board Oyj Succession

64 11.6.2014 Lemminkäinen Succession

65 17.6.2014 Nurminen Logistics Oyj Turnover

66 18.6.2014 Lemminkäinen Succession

67 30.6.2014 Nurminen Logistics Oyj Succession

68 7.7.2014 Dovre Group Plc Succession

69 22.8.2014 BasWare Oyj Turnover

70 12.9.2014 Fiskars Oyj Succession

71 22.9.2014 Ahlstrom-Munksjö Oyj Turnover

72 25.9.2014 Wulff-Yhtiöt Oy Succession

73 1.10.2014 Ahlstrom Oyj Succession

74 2.10.2014 SSH Communications Security Oyj Succession

75 10.11.2014 Innofactor Oyj Turnover

76 20.11.2014 Raisio Oyj Turnover

77 3.12.2014 Raisio Oyj Succession

78 22.12.2014 Efore Oyj Succession

79 13.1.2015 Exel Composites Oyj Succession

80 27.2.2015 Finnair Oyj Turnover

81 4.3.2015 Incap Oyj Succession

82 1.4.2015 Plc Uutechnic Group Oyj Succession

83 1.4.2015 Oriola Oyj Turnover

84 2.4.2015 Konecranes Oyj Turnover

85 2.4.2015 Fortum Oyj Succession
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86 8.4.2015 Valmet Corporation Turnover

87 27.5.2015 Turvatiimi Turnover

88 27.5.2015 Stockmann Oyj Abp Succession

89 1.6.2015 Soprano Oyj Succession

90 1.6.2015 Martela Oyj Succession

91 3.6.2015 Revenio Group Corporation Succession

92 15.6.2015 Marimekko Oyj Turnover

93 25.6.2015 Honkarakenne Oyj Succession

94 10.8.2015 Wärtsilä Oyj Abp Succession

95 11.8.2015 Konecranes Oyj Turnover

96 24.8.2015 Wulff-Yhtiöt Oy Succession

97 7.9.2015 Nurminen Logistics Oyj Succession

98 18.9.2015 Sanoma Oyj Turnover

99 18.9.2015 Outotec Oyj Turnover

100 22.9.2015 Ramirent Oyj Succession

101 22.9.2015 Outotec Oyj Succession

102 23.9.2015 Sanoma Oyj Succession

103 1.10.2015 Componenta Oyj Succession

104 14.12.2015 Componenta Oyj Succession

105 31.12.2015 Konecranes Oyj Turnover

106 19.1.2016 Outokumpu Oyj Turnover

107 20.1.2016 HKScan Oyj Turnover

108 15.2.2016 Kesko Oyj Turnover

109 23.2.2016 Finnair Oyj Succession

110 22.3.2016 Cargotec Oyj Succession

111 30.3.2016 Outokumpu Oyj Succession

112 4.4.2016 Stockmann Oyj Abp Turnover

113 10.4.2016 Olvi Oyj* Turnover

114 18.4.2016 Wulff-Yhtiöt Oy Turnover

115 29.4.2016 Efore Oyj Succession

116 13.5.2016 Innofactor Oyj Turnover

117 16.5.2016 Revenio Group Corporation Turnover

118 17.5.2016 Caverion Oyj Turnover

119 24.5.2016 KONE Oyj Succession

120 27.5.2016 HKScan Oyj Succession

121 2.6.2016 F-Secure Oyj Turnover

122 8.6.2016 SSH Communications Security Oyj Turnover

123 22.6.2016 Outotec Oyj Succession

124 29.6.2016 Efore Oyj Succession

125 30.6.2016 Honkarakenne Oyj Turnover

126 1.7.2016 Innofactor Oyj Succession

127 19.7.2016 Glaston  Corporation Succession

128 1.9.2016 SSH Communications Security Oyj Succession

129 9.9.2016 Aktia Bank Oyj Succession
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130 12.9.2016 Stockmann Oyj Abp Succession

131 13.9.2016 Tecnotree Oyj Succession

132 26.9.2016 BasWare Oyj Succession

133 27.9.2016 Nokian Renkaat Oyj Turnover

134 27.9.2016 Caverion Oyj Succession

135 24.11.2016 Teleste Oyj Turnover

136 9.12.2016 Afarak Group Plc Succession

137 20.12.2016 Ilkka-Yhtymä Oyj Succession

138 21.12.2016 Cramo Oyj Succession

139 30.12.2016 SSH Communications Security Oyj Succession

140 2.1.2017 NoHo Partners Oyj Turnover

141 17.2.2017 Kotipizza Group Oyj Turnover

142 17.3.2017 Afarak Group Plc Turnover

143 23.3.2017 Technopolis Oyj Succession

144 27.3.2017 Endomines AB Succession

145 27.3.2017 CapMan Oyj Turnover

146 28.3.2017 Nokian Renkaat Oyj Succession

147 3.4.2017 Soprano Oyj Succession

148 5.4.2017 Honkarakenne Oyj Succession

149 19.5.2017 Wulff-Yhtiöt Oy Turnover

150 23.5.2017 Konecranes Oyj** Turnover

151 3.6.2017 Tecnotree Oyj Turnover

152 6.6.2017 NoHo Partners Oyj* Succession

153 9.6.2017 Outokumpu Oyj Turnover

154 16.6.2017 Raisio Oyj Succession

155 20.6.2017 Fiskars Oyj Succession

156 26.6.2017 Ahlstrom-Munksjö Oyj** Turnover

157 30.6.2017 Rapala VMC Oyj Succession

158 6.7.2017 Wulff-Yhtiöt Oy Succession

159 1.9.2017 Innofactor Oyj Turnover

160 1.9.2017 CapMan Oyj Succession

161 12.9.2017 Digitalist Group Oyj Succession

162 18.9.2017 Ilkka-Yhtymä Oyj Turnover

163 21.9.2017 Tikkurila Oyj Turnover

164 26.9.2017 Consti Yhtiöt Oyj Turnover

165 4.10.2017 Teleste Oyj Succession

166 6.10.2017 Nurminen Logistics Oyj Turnover

167 11.10.2017 Alma Media Oyj Turnover

168 23.10.2017 Siili Solutions Oyj Turnover

169 15.11.2017 Nordea Bank Abp Turnover

170 22.11.2017 NoHo Partners Oyj Turnover

171 22.11.2017 Lassila & Tikanoja Oyj Turnover

172 23.11.2017 Atria Oyj Succession

173 30.11.2017 Neste Oyj Turnover
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174 8.12.2017 Dovre Group Plc Turnover

175 11.12.2017 Pihlajalinna Oyj Succession

176 11.12.2017 Nokia Oyj Succession

177 18.12.2017 Siili Solutions Oyj Succession

178 18.12.2017 Oriola Oyj Succession

179 18.12.2017 Metso Oyj Turnover

180 21.12.2017 SSH Communications Security Oyj Turnover

181 21.12.2017 Consti Yhtiöt Oyj Succession

182 22.12.2017 Incap Oyj Succession

183 28.12.2017 HKScan Oyj Succession

184 29.12.2017 Siili Solutions Oyj Turnover

185 2.1.2018 Innofactor Oyj Succession

186 3.1.2018 Consti Yhtiöt Oyj Succession

187 22.1.2018 Soprano Oyj Turnover

188 25.1.2018 Raute Oyj Succession

189 7.3.2018 Aktia Bank Oyj Turnover

190 19.3.2018 Siili Solutions Oyj Turnover

191 20.3.2018 Solteq Oyj Succession

192 28.3.2018 Efore Oyj Turnover

193 4.4.2018 Siili Solutions Oyj Succession

194 4.4.2018 Nokian Renkaat Oyj Turnover

195 16.4.2018 Sotkamo Silver AB Succession

196 30.4.2018 Biohit Oyj Succession

197 21.5.2018 Metso Oyj Succession

198 28.5.2018 Telia Company AB Succession

199 1.6.2018 NoHo Partners Oyj Succession

200 4.6.2018 Nokian Renkaat Oyj Succession

201 25.6.2018 Incap Oyj Turnover


