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Дослідження реакції ринку на зміну генерального директора
Анотація. Мета цього дослідження – вивчити, як ринок реагує на зміну генерального директора, і 
чи може це призвести до аномальної прибутковості акцій. Дослідження носить ретроспективний 
характер і ґрунтується на публічно доступній інформації про 102 компанії, акції яких котируються на 
Тегеранській фондовій біржі, за період 2011–2015 років. 
Результати перевірки гіпотез показали, що існує негативний і значущий зв’язок між зміною 
генерального директора та аномальною прибутковістю акцій. Іншими словами, можна стверджувати, 
що під час зміни генерального директора акції недооцінені акціонерами, в результаті чого 
передбачувана прибутковість акцій буде нижчою за очікувану.
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Исследование реакции рынка на смену генерального директора
Аннотация. Цель этого исследования – изучить, как рынок реагирует на смену генерального 
директора, и может ли это привести к аномальной доходности акций. Исследование носит 
ретроспективный характер и основано на публично доступной информации о 102 компаниях, акции 
которых котируются на Тегеранской фондовой бирже, за период 2011–2015 годов. 
Результаты проверки гипотез показали, что существует отрицательная и значимая связь между 
сменой генерального директора и аномальной доходностью акций. Другими словами, можно 
утверждать, что во время смены генерального директора акции недооценены акционерами, в 
результате чего предполагаемая доходность акций будет ниже ожидаемой. 
Ключевые слова: аномальная доходность акций; смена генерального директора; реакция рынка; 
стоимость акций.

1. Introduction
One type of information considered by the users of corporate financial information in decision-

makings is information pertained to corporate stock return. In this context, any information that is 
relevant to the company, its performance and financial status will have a bearing on stock return. 
Many studies have explored fluctuations in corporate stock return and employed different strate-
gies to investigate stock return behavior in relation to disclosure of company information. One of 
the major issues in behavioral finance is to examine how the disclosed information is reflected in 
stock prices. Distinction between weak, semi-strong and strong forms of market efficiency can be 
divided into three historical, publicly available information and confidential information (Resayian 
and Hosseini, 2009). Grossman and Stiglitz (2018) made a valuable contribution to the literature 
in this field. They argued that prices could fully reflect only the effect of cost-free information as 
for acquiring information in exchange for costs, the anticipation of a return is required; otherwise, 
there will not be any information acquisition. While the efficiency hypothesis fails to consider how 
individuals process information and assumes implicitly that information is homogeneous, the li-
terature on disclosure seeks to provide a deeper insight through explicit modeling of this process 
and permitting the inclusion of heterogeneous information.

There are copious experimental studies about market reaction to information disclosure, which 
cover a wide range of information such as stock split, inventory change, release of earnings an-
nouncements, etc. Meanwhile, information about management change is one of the most impor-
tant types of information that can trigger a market reaction. The CEO change, whether voluntary 
or mandatory, is critical to the improvement of a company performance. The new CEO rectifies 
the drawbacks and mistakes of the former CEO and attempts to develop new policies that de-
monstrate his capabilities. A new CEO wields influence not only on management decisions, but 
also information disclosure strategies of the company, including financial and non-financial data. 
Therefore, the disclosure strategy adopted by a company predicts changes that may occur when 
a new CEO is appointed, which complicates the interpretation of relevant information for investors. 
Therefore, the question is whether CEO change prompts a market reaction and leads to abnormal 
stock returns?

2. Theoretical Foundations and Research Background
As business units and enterprises begin to expand and specialize, the owners delegate the task 

of management to a team of specialists known as managers or executives. The reason for such a 
behavior is the manager’s authority and decision-making power entrusted to him by the owners. 
Since it is not possible to oversee all manager’s decisions, the manager is at liberty to advance his 
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own interests. Therefore, during his tenure, the manager may opt for strategies that best serve his 
personal gains. This gives rise to a problem called a brokerage problem. Another problem that is 
raised in the brokerage theory (agency theory) between the manager and stakeholders is the hori-
zon problem. It suggests that managers tend to invest in projects the returns of which are realized 
before the end of their tenure, mainly because managers’ decision-making horizons are shorter 
than that of shareholders’ investment horizons. Managers assume that their tenure is limited while 
the company may be there indefinitely, so they make efforts to achieve the desired earnings during 
their tenure. According to this hypothesis, managers in the final years of their tenure often avoid 
loss and overstate earnings compared to previous years. According to the Horizon Problem Hy-
pothesis, the capital market carefully assesses the manager’s power to run a company during his 
tenure, and therefore the manager is particularly driven to make a good reputation. To this end, 
they tend to overstate earnings (Kalyta, 2009).

Malmendier and Tate (2007) demonstrated that reputed managers and famous figures are 
more inclined to use profit-maximizing methods than other managers. In their view, such mana-
gers seek to maintain their status and popularity in the capital market. They used the CEO tenure 
index to measure the manager’s reputation. Davidson, Xu Ning (2007) found that managers often 
overstate earnings at the last years of their tenure. The reported that companies in which execu-
tives are at the age of retirement have higher levels of voluntary accruals compared to other com-
panies. They contended that executives at the age of retirement are not concerned about the fu-
ture earnings of the company (i.e., senior executives adopt a short-term outlook to earnings) and 
focus only on increasing earnings at the end of their service. Nourayi and Mintz (2008) asserted 
that CEOs with limited work experience are more likely to engage in company management than 
other managers. They exhibited that both performance indicators, based on accounting figures 
and market performance indicators, were positively correlated with cash rewards. Zhang (2009) 
revealed that, at the outset of tenure, a CEO is less inclined to overstate earnings and thus de-
clared earnings are of a higher quality. According to him, since CEOs seek to establish their re-
putation at the beginning of tenure, they are reluctant to overstate their earnings. However, in the 
years that follow, after they have earned their reputation, earnings overstatement rises and ear-
nings quality take a plunge. He also found that in the last year of management, earnings tend to 
take an increasing trend compared to previous years.

Khawaji and Nazemi (2005) in their study on the relationship between earnings quality and 
stock return with emphasis on the role of accruals in Tehran Stock Exchange found that the stock 
return of companies is not affected by the amount of accruals. Also, Ghaemi et al. (2018) inves-
tigated the relationship between earnings quality through accruals and its constituents with nor-
mal and abnormal stock return in the Tehran Stock Exchange. Using data from 136 companies 
over the period of 1998 to 2005, they showed that stock returns are influenced by discretionary 
and non- discretio nary accruals. Resayian and Hosseini (2009) in a study of accrual quality and 
cost of ca pital in Iran du ring 1997 to 2005 period reported that accrual quality was not related 
to corporate cost. They  also suggested that there is a direct relationship between the type of in-
dependent  audit and earnings ma nagement. In their research, they classified the type of audit 
 into audit organizations and private audit firms. According to their results, companies audited 
by  audit organization tend to have a lo wer earnings management. Moradi and Hosseini (2012) 
no ted that there is no a correlation between earnings management and the last years of man-
ger te nures. They also observed that there is a significant association between CEO change and 
ear nings management. The simultaneous change of CEO and board of directors also has no 
 bearing on earnings management. Dianati Deylami et al. (2013) studied the effect of manage-
ment tenure on firm value, agency risk and information risk, reporting that management tenure 
was significantly related to information risk and firm value, but no significant relationship was ob-
served between agency cost and management tenure.

A review of the accounting literature on   management tenure and changes in the board of di-
rectors shows that manager tenure is negatively correlated with company performance (Bizjak, 
Lemmon, & Naveen, 2009; Murphy, 2019). This implies that an independent CEO, tenure and past 
action, structure and convergence cause the aberration from the business environment. Kacz-
marek and Pye (2012) reported that tenured CEOs with ample experience migth form subgroups, 
the conflicts of which may stabilize or destroy a company value. Longer tenure is normally linked 
with greater ability that may render CEOs even more vulnerable (Hu & Kumar, 2004). Salas (2010) 
found that if an established manager with 10 years of tenure, who displayed a weak performance 
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over the past 3 years, is pushed out of picture by a sudden death, then the value of the stock may 
take an increasing trend. 

3. Consequences of Management Change 
The stock market is sensitive and concerned with corporate management. Hence, whene-

ver there is a management change, one natural assumption is the incompetence of managers in 
 doing their job, i.e. increasing shareholder wealth. The process of management change can be 
seen as a strategy undertaken by owners in order to align the company with environmental chan-
ges. This process is an intervention mechanism that reflects the present and future presence of 
the company (Bizjak, et al., 2009).

In this regard, researchers have also suggested that employing outside managers, in addition 
to its usefulness and efficiency for the company, is also needed to successfully implement a ma-
nagement change strategy. Various researches have looked into the link between management 
change and the performance of successors in different enterprises and organizations and diver-
gent outcomes have been reported. Furtado & Karan (2021), in a study on management change in 
108 small-sized manufacturing companies, found that only companies with pre-determined ma-
nagement change policy remained profitable after management change. On the other hand, in 
the period following management change, new managers intend to incorporate earning bath into 
their plans. This novel strategy of new managers fosters their ability in more effective reporting of 
company performance. 

The stock market response can be approached from two perspectives. One is that the change of 
top managers in a company, as vital human capitals of that company, will be accompanied with cer-
tain earnings or losses for the company. Moreover, management change is associated with certain 
signs and symptoms. In other words, managers are fully cognizant of all the details of the company 
so that they can be perceived as special human assets of a company. When these ma nagers leave a 
company or when there are few replacements to fill in their position, such changes would influence 
the value of the company. However, if the new management is as competent and adroit as the for-
mer managers, these changes are not expected to wield a significant impact on the company value.

In the latter case, the stock market response to high-level management change is driven by sig-
nals that such changes transmit to the market. The senior managers have access to information that 
is not publicly available. In other words, they possess classified and confidential information. There-
fore, any alteration in their position can undermine the stock market’s perception of the company’s 
current and future status. A fundamental problem is the opposing attitudes that people outside the 
company hold about such signals. For example, a change may be an indicator of the sustainability 
of company policies, restructuring of the company’s assets, adjustments of investment opportuni-
ties, dismissal of key executives involved in company’s lackluster performance, or all of the above. 
It is also likely that the above changes do not carry any information in the current situation as they 
already reflect market prices. Therefore, the effect of change signals on the company value could 
be positive, negative, or natural.

In an efficient market, however, stock returns are influenced by a host of factors related to ma-
nagerial performance. Price return alone does not reflect the unexpected or expected aspect of 
the management change but is shaped by a variety of factors (Warner et al., 2019). Despite the 
variety of factors that govern price returns, there are different sources of information such as pe-
riodic reports of earnings, capital increase, profit sharing, etc. that may represent criteria closely 
linked to the management performance. It is sometimes difficult to distinguish the impact of above 
information on the company performance. It is likely that due to the integration and synchroniza-
tion of financial information, price returns may not be able to accurately reflect each criterion se-
parately. It is worth noting, however, that when the Board of Directors is bound to take measures 
for the change of the company’s CEOs, information related to this change will not fully reflected in 
price returns. This is mainly driven by the fact that the Board of Directors looks for factors that are 
not clear to the capital market and its members. This indicates that, although the board of direc-
tors is obligated to be accountable to management’s performance, these reasons are not measu-
rable by those outside the company.

What can be inferred from the aforementioned research is that capital markets react to changes 
in corporate management that depend on investor behavior. In light of the literature, the hypothe-
sis of the current research was developed as follows:

H: There is a significant link in CEO change and stock’ abnormal returns.
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4. Methods
The proposed method is an applied one in terms of its objectives and uses a descriptive-

correlational method. The present study is longitudinal as it was carried out over a 5-year pe-
riod and since the analysis is based historical and factual data, it can be classified as post-event 
study. Document analysis was the main source of data collection. To do so, the information 
about the selected companies was obtained from the electronic archives of the Tehran Stock 
Exchange and other sources such as the Rahavard Novin software and the compact discs of fi-
nancial data for the listed companied in the Tehran Stock Exchange as well as Codal website. 
The raw data extracted from these reports were then entered into the Excel spreadsheet and 
prepared for analysis.

The population of this research consisted of all company in Stock Exchange. Statistical infor-
mation about the companies included in the sample was collected over 2011-2015 period. The 
firms in the sample were selected using systematic elimination method from among companies 
that met the following conditions:
1. The companies should not be affiliated to banks, financial institutions, investment firms, inter-

mediaries and holding companies.
2. The companies need to be active (be among the listed companies) in the Stock Exchange over 

the study period.
3. The financial information, in particular the notes released with the financial statements and the 

annual reports of the Board of Directors to the general assembly, can be available in order to ex-
tract the requested information.
In view of the above conditions, 102 listed companies in the stock exchange were selected, 

which in fact represent the true statistical population. In the current research, it has been assumed 
that the selected companies represent a random sample of a particular time period and therefore 
the results are generalizable to other stock markets. 

5. Fit Model for Testing Hypothesis and Research Variables
In this study, to evaluate the research parameters, a multiple regression model was used as fol-

lows:

ARt = 0 + 1 CEO-Changet-1 + 2 Sizet + 3 Levt + 4Growtht+ 5ROAt+ 6 MBt+ t .                                     (1)

In this model, the research variables are:
The dependent variable of this research is the market reaction elicited by the CEO change, 

which is induced in form of alteration in stock prices under the influence of abnormal returns du-
ring the year of the CEO change. 

The abnormal return of the company (ARit) is calculated by deducing the company returns form 
the corresponding industry returns as follows:

ARit= Rit  – Rmt                                                                                                                      (2)

The independent research variable is the CEO change, which has been defined as a virtual va-
riable. It is equal to 1 if the CEO has actually changed during the relevant year. The control varia-
bles of this study are as follows:

Growth: Corporate sales growth, Size: Corporate size, which is defined as the natural loga-
rithm of company stock market value at the end of year. MB: market-to-book ratio at the end of 
year. LEV: debt-to-total asset ratio, and ROA: return on assets, which is obtained from dividing 
operational earnings by the total assets of company.

6. Results
To gain a deeper insight into data, first some of the central tendency and dispersion indices are 

listed in Table 1. This table shows the descriptive statistics of 102 listed companies over the 5-year 
period of the study.

Table 1 demonstrates that over 25% of the companies in the sample experienced CEO change 
during the research period. Also, the abnormal return was on average 11.846, indicating that com-
panies undergoing CEO changes were generally underrated, which explains the overall positive 
abnormal return in these companies.
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6.1. Model Fit and Hypotheses Testing Results
Before research model fit, it is essential to determine the proper method of fitness analysis. For 

this purpose, we performed pre-fitness testing for panel data. The first test determined the homo-
geneity of individual units, which involved a choice between the OLS method (homogeneous indi-
vidual units) and the fixed effects method (heterogeneous individual units), known as the Chow or 
Limier-F test. The results of the test are presnted in Table 2.

Based on Table 2, the p-value of F test is 0.000, which rejects H0 hypothesis regarding the 
preference of the panel method. Now that the heterogeneity of the individual units has been con-
firmed and the panel method is preferred, it is necessary to investigate the correlation between 
error terms and explanatory variables of the model in the next step. If the above-said correlation 
is approved, it is essential to use the panel method with fixed impacts; otherwise, we need to use 
panel method with random impacts. So, the Hausman test was employed, the findings of which 
are given in Table 3.

Since the null hypothesis is rejected by the Hausman test, it is concluded that the fixed-effects 
panel approach is more proper than the random effects method. The final step in determining the 
appropriate fit model is to examine the possibility of temporal and spatial integration, or both. To 
do this, it was utilized the Lagrange multiplier (LM) Breusch-Pagan, the findings are presented in 
Table 4. 

As can be seen, the results of Breusch-Pagan test suggest that integration is only possible for 
the effects of the cross-sections. Hence, it can be concluded that the final method to fit the mo del 
is the panel approach with fixed impacts for time series and the integrated effects for the cross-
sections. Then, it is essential to investigate the underlying assumptions of the regression.

Table 1: 
Research variables of descriptive statistics

Source: Calculated by the authors

Table 2: 
Chow test (Limier-F ) results

Source: Calculated by the authors

Table 3: 
Hausman test

Source: Calculated by the authors

Table 4: 
Temporal and spatial integration test results

Source: Calculated by the authors
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There are some assumptions that underline linear regression. In practice, it is not customary 
or possible to control all of these assumptions, to the extent that some scholars have rejected the 
feasibility of meeting all these assumptions (Sarmad et al., 2008). Among the tests of regression 
assumptions, three are particularly important in the panel data analysis. The first is the test for lack 
of a single (static) root among variables; the second is the error term autocorrelation, and the third 
is the heteroskedasticity test.

Levin-Lin-Chu test was used for the static evaluation of the research variables, the results are 
written in Table 5.

According to the unit root of Levin-Lin-Chu test, if the significance of test statistic is less than 
the desired error level (here it is assumed to be 0.05), the variable under test will be static. As 
shown in the table above, the significance level in all variables is less than 0.05, which suggest 
the stationarity of all variable. It reveals the mean and variance of variables over time series and 
the covariance of variables over years have remained constant. As a result, the companies under 
study did not have structural changes and the adoption of these variables in the model would not 
lead to false regression.

The variance ratio test was used to examine the assumption regarding the absence of hete-
roskedasticity. The results of this test are shown in Table 6.

Given that the null hypothesis of the variance ratio test indicates heteroskedasticity, and con-
sidering that P-value of this test in the table above, it can be concluded that the hypothesis mo-
del of this research lacks heteroskedasticity. In the following section, we examine the autocorre-
lation of error terms in the research model. Given that in panel data, autocorrelation may occur in 
cross sections or time series, the Kulurujram test was used to evaluate autocorrelation, the results 
of which are listed in Table 7.

Since the P-value of Kulurujram test is greater than 0.05, therefore, the null hypothesis regar-
ding the absence of autocorrelation between error terms is confirmed and hence the model lacks 
autocorrelation. 

Since the underlying assumptions of regression hold true for the test model of research hy-
potheses, the model was fitted using the designated method, i.e., the panel method with constant 
effects for time series and with integrated effects for cross sections. Table 8 indicates the findings 
of final estimation of the research model.

The results of model fit of research hypotheses exhibit that the variable of CEO change has a 
test statistic and a significance level of -3.262 and -0.001 respectively. Therefore, this variable is 

Table 5: 
Evaluation of the stationarity of research variables

Source: Calculated by the authors

Table 7: 
Autocorrelation Test Results

Source: Calculated by the authors

Table 6: 
Results of heteroskedasticity test

Source: Calculated by the authors
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significant in the model and it is negatively and significantly related to the stock’s abnormal return. 
Therefore, it can be concluded that the hypothesis of this study will not be rejected.

According to the above table, F statistic of the model and its significance level are 8.287 
and 0.000, respectively. Therefore, it could be argued that the proposed research is relatively 
well prepared and the coefficients of variables were confirmed. Also, the determination coeffi-
cient of the research indicates that up to 15% of variations in the dependent variables can be 
interpreted via explanatory ones.

7. Conclusions and Proposals
The process of management change in a company can be seen as a strategy adopted by the 

authorities to align it with environmental changes. This is an intervention mechanism that reflects 
the current and future presence of the company.

Most researches have explored the link between management change and the performance 
of successors in different enterprises and organizations and divergent results have been reported 
(Furtado & Karan, 2021; H. DeAngelo & L. DeAngelo (1989); Bizjak, Lemmon, & Naveen, 2009). 
According to the results, in companies that witnessed a decline in their earnings, this drop was 
particularly sharp during CEO changes. On the other hand, given that senior executives are re-
sponsible for controlling the company’s resources, any change in management team may wield 
the greatest impact on company value and subsequently on shareholders’ wealth. Hence, it is vi-
tal to examine the stock market reaction to these changes and their effects.

In this regard, the present study also investigated the market reaction to CEO change and its ef-
fect on stock’s abnormal returns. The results of hypothesis testing indicated that there was a ne-
gative and significant link between CEO change and stock’s abnormal returns. In other words, it 
can be argued that during CEO change, stakeholders tend to underrate stock prices, which results 
in a lower estimation of stock returns compared to its actual value. Therefore, negative abnormal 
returns were observed in years of CEO changes. The results of this study are in line with those pre-
sented by Bizjak et al. (2009), Hu and Kumar (2004), Hermalin and Weisbach (2001), Furtado & 
Rozeff (1987). In light of the above results, investors are advised not to consider CEO change as a 
regular event and to pay special attention to the CEO’s tenure and the remaining years of his ser-
vice as an influential factor on stock returns when they intend to make any investment.
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