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ABSTRACT

There are two ways to select a new CEO, promoting someone inside a firm or
hiring someone outside a firm. We can find both success and failure cases from these
two CEO selection practices. The origins of new CEOs have a significant influence
on firms’ performance.

Obviously, CEOs hired from outside can bring their unique human capital into
new firms’ business practices. However, those CEOs from outside also have to go
through the huge challenge of being accepted and recognized by other employees in
the new firm. Whether CEOs from ourside will lead firms into a bright future depends
on some important internal and external factors. Both efforts from a CEO and the new
firm are needed to reach the win-win situation between the CEO and the firm.

Compared to CEOs from outside, CEOs from inside of their ouw companies
have several advantages. First, these insiders are more knowledgeable about a firm’s
specific history which will help them implement process of a new decision smoothly.
Second, it is easier for these insiders to get supports and approvals from independent
directors and the majority members of the company’s top management team. Third,
selecting a CEO from inside will help the firm to keep the stability of its strategies
and to maintain the function of exiting management practices. Forth, these insiders
are more knowledgeable about other managers’ ability and personality. Fifth, the
policy of promoting executives from inside provides employees with opportunities to
advance within the company, which will motive the lower lever employees to work
harder.

CEO selection and succession has a huge impact on firm performance. However,



whether a firm should promote a CEO from inside the company or hire a CEO from
outside is still in a questionable situation. Prior studies the relationship between the
origins of CEOs and firms’ performance leave mixed results. Some studies are in
favor of CEOs from inside, while others find CEOs from outside perform better.
There are also a bunch of studies did not find any significant relationship between
CEO origins and firm performance. The objective of present study is to find the
conditions that determine the effects of CEO origin on firm performance. To be
specifically, we want to know under which conditions new CEOs from inside perform
better than those from outside.

Starting from the firm knowledge-based view, we identified the theoretical
mechanism underlying the relationship between CEO origins and firm performance.
Four moderators, namely CEQO’s working experience in different firms, whether CEO
making any top management team member upward adjustment, CEO’s participated
leadership, and CEO’s procedure justice, are included in our model.

We conducted a survey in order to test the hypothesis. Survey data are collected
from private manufacturing firms in Jiangsu Province. The results show that firms
with CEOs from inside have higher performance than firms with CEOs from outside.
This relationship is especially strong among firms whose CEOs highly adopt
participated leadership behaviors and among those CEO high in procedural justice.
However, the moderating effects of CEO’s working experience in different firms and
CEO making TMT member upward adjustment are not significant. The results imply

that letting top managers participate in decision making process and enhancing



procedural justice of decision making process play important roles in making new

CEOs performing highy.
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