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Abstract 

The role of the CFO has evolved substantially over the years. From being a traditional 
financial and accounting overseer to compromise a wider set of responsibilities, including 
financial management and strategic decision-making. Despite this, little attention has 
been dedicated to investors’ reaction to CFO turnovers and potential factors that influence 
those reactions, particularly in the UK where CFOs also appear to be essential for firm 
success. This thesis investigates investors’ reaction to CFO turnovers over time and 
whether the reactions to CFO turnovers have increased proportionally more compared to 
those of CEOs turnovers announcements. Using a sample of 737 observations, an event 
study was conducted to analyse the cumulative abnormal returns at the event of 
succession announcements. Our findings reveal that the investors’ reaction to CFO 
turnovers have increased over time, indicating that investors view CFOs as increasingly 
important for the success of the firm. Investors’ reaction to CFO turnovers has not 
increased proportionally more compared to CEO turnover announcements. However, the 
study shed light on their interdependence and close links. Our primary contribution to 
empirical literature is the heightened stock market reaction to CFO turnovers which 
mirrors the evolution of the CFO’s role. It also offers valuable insights to the strategic 
implications for the firm where CFO successions require careful monitoring. 
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1. Introduction 

The question of how much the Chief Financial Officer (from here on CFO) matters to the 
company, has grown to commence a large part of modern-day research. With the rise of 
digitalisation, globalisation and rivalry, the way businesses operate has undergone a vast 
transformation. Traditionally, the CFO overlooked the firm’s finances and accounting 
processes and were rarely attributed recognition for the success of the firm. However, in 
recent years, the CFO’s role has expanded to compromise a wide set of responsibilities. 
Today, CFOs are corporate watchdogs, expected to respond to demands and expectations 
on performance, similar to that of the Chief Executive Officer (from here on CEO). One 
notable change is the increased emphasis on strategic decision-making, which specifically 
allows CFOs with a board member seat to exert direct influence on the vital processes, 
and assure financial factors are taken into consideration (Hoitash et al., 2016; Ferris & 
Sainani, 2021; Bloom et al., 2019; Agarwal et al., 2020; Bloom & Van Reenen, 2017; 
Boone et al., 2013).  

1.1.  The CFO in the UK 

The UK market is home to roughly 3000 publicly traded firms1, making it one of the 
largest stock exchanges in the world2. However, during the period 2012 to 2020, the 
number of publicly traded firms decreased by 10%, primarily due to the injurious effect 
of the Covid-19 pandemic and less favourable market conditions (Statista, 2021). This 
forced weaker firms out of the market, strengthening the position of the remaining firms, 
making the market more competitive than before. Several scholars suggest that higher 
levels of market competition results in greater management quality. When firms struggle 
to operate amidst innovation pressures, market share competition, talent scarcity and 
price/quality competition, firms that are better managed, are often associated with 
increased market share. This is because competitive forces drive the need for managerial 
effort, improved practices, technical efficiency, and innovation (Bloom et al., 2019; 
Agarwal et al., 2020; Bloom & Van Reenen, 2017; Boone et al., 2013). This heightened 
competition can also be mirrored in UK-based firms’ superior activity in M&A deals, 
accounting for 10% of the global M&A deals in 2018, a 24% increase from 2017, 
compared to the US, who faced a 14% decline during the same time period (Ernst & 
Young, 2019; Deloitte, 2018). This is just one of many complex areas modern top 
managers in the UK must navigate, urging CFOs to hold a wider toolbox than before. As 
businesses are growing in complexity and becoming more globalised, CFOs have been 
expected to provide insights to opportunities and financial risk that can affect key strategic 
decisions. Simultaneously, with increased use of technology, CFOs must be able to 

 
1 Including London Stock Exchange (LSE) and Alternative Investment Market (AIM). 
2 Based on market capitalisation as of September 2021. 
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streamline financial processes with high emphasis on efficiency. In addition, the 
importance of the CFO in the UK is reflected in the high level of board representation. 
Strikingly, in 2018 in the UK, 92% of FTSE 250 companies had CFOs on their board 
compared to the S&P 500 index (USA) where only 54% of the CFOs held a board seat 
(Korn Ferry, 2018; Blake et al., 2018). Making the modern CFO a strategic partner 
proactive in driving growth and profitability.  

1.2.  A Gap in CFO Research 

Despite the significant internal impact of the evolution of the CFO’s role, particularly in 
terms of strategic responsibilities within the firm, we found it intriguing that barely any 
consideration was shed on its external effects, in the form of investors’ reactions to CFO 
turnovers. Namely, how the role of the CFO is perceived from the market’s perspective. 
Especially in the UK where CFOs appear to be indispensable for crucial strategic 
decisions, essential to the performance of the firm. In terms of the CEO, however, 
profound interest has been dedicated to the stock market reaction of CEO turnover 
announcements (e.g., Furtado & Rozeff, 1987; Bonnier & Bruner, 1989; Huson et al., 
2004; Gangloff et al., 2016; Quigley et al., 2017). Provocatively there is barely any 
research on investors’ reaction to CFO turnovers. Thereto, there is limited understanding 
of potential variables’ effect on investors’ reaction that have influenced CFO turnovers 
over the last decades. Making this area interesting for closer investigation. In particular, 
the following two reasons caught our interest; firstly, based on the evolution of the role 
of the CFO and the proven impact modern CFOs have on firm performance, CFO 
turnovers should arguably be all but unimportant in the eyes of the investors. Secondly, 
under the assumption of rising severe competition due to several macro trends, 
revolutionising how business is done, we found it interesting to assess the development 
over time.  

1.3.  Research Question 

By studying investors’ reaction to CFO turnovers, we can gain a better understanding of 
the changing expectations and demands placed on CFOs, and how the role has 
transformed. Therefore, the following research question was developed; How have the 
UK public company shareholders’ reactions to CFO turnover events changed over time?  

To effectively address the empirical and strategic implications the change of the CFO 
might have, we examine if the evolution of the role has been mirrored in the stock market 
reaction over time. Moreover, we investigate if investors’ reaction to CFO turnover 
announcements have increased proportionally more compared to the CEO turnover 
announcements over time. This is based on the underlying assumption that the evolution 
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of the role of the CFO has undergone a larger transformation over the last decades, than 
that compared to the role of the CEO3. 

1.4.  Important Findings & Contributions 

Our thesis reveals two important findings. Firstly, our results show that the stock market 
reaction to CFO turnovers has increased over the course of the research period. It indicates 
that investors increasingly recognise the CFO’s significant impact on firm performance. 
Meaning, the evolution of the role of the CFO over time can be mirrored in the stock 
market reaction. Secondly, our thesis provides evidence that the stock market’s reaction 
to CFO turnover announcements has not increased proportionally more than its response 
to CEO turnover announcements. Rather, it seems that the CEO’s significance also has 
increased, resulting in a greater increase in absolute reactions than that of the CFO. 
Prominently, this study sheds light on the mutual dependency between the CEO and CFO. 
The CFO’s evolution has become imperative to cope with competitive forces in the 
market, and crucial for assisting the CEO to drive firm success. 

This thesis contributes to the relatively new research area surrounding the CFO. 
Empirically, this thesis bridges the gap between the extensive research on CEO turnovers 
by investigating CFO turnovers, providing valuable insights while also highlighting the 
need for further investigation. The study examines important variables that influence 
investors’ response to CFO turnovers. Strategically, it states that CFO recruitments 
should be carefully evaluated and considered, since it not only affects the internal 
strategic environment by ensuring a strong leadership team is in place, but it also affects 
the external environment since investors increasingly acknowledge the importance of the 
CFO and their influence on firm performance. Ultimately, this study demonstrates that 
the CFO matters, both internally and externally. 

 

 

 

 

 

 

 
3 Not stating that the CFO will have a larger stock market reaction, rather that over time, it has increased 
more in proportional terms, than that of the CEO. 



 8 

2. Literature Review & Hypothesis Development 

The aim of this thesis is to investigate the research question “How have the UK public 
company shareholders’ reactions to CFO turnover events changed over time?”. The 
following chapter outlines the theoretical framework of the study, with the purpose of 
presenting an overview of the expanding role of the CFO and CEO, as well as stock 
market reaction to CFO and CEO successions, supported by various influential variables. 
Signalling theory (Spence, 1973) will be used to describe and analyse the information 
asymmetry and availability on the market. Fama’s (1991) model about efficient capital 
markets will be applied in order to analyse the impact of value relevant information. The 
two theories are complemented by previous research on the topic. 

2.1.  The Expanding Role of the CFO  

The CFO role has undergone a vast development over the past decades. This section aims 
to outline the expansion of the role of the CFO by building upon previous research in the 
area. Thereafter, the evolution of the CFO will be applied to the UK market.  

2.1.1. The Role of the Modern CFO 

Historically, CFOs overlooked and had direct influence on the firm’s finances and 
accounting processes, by managing internal controls and ensuring compliance with 
accounting regulations (Hoitash et al., 2016; Ferris & Sainani, 2021; Favaro, 2001). CFOs 
were seldom recognised as being part of the firm’s success. Rather they had a reputation 
for being involved in fraudulently looting company resources and skirting the rules (Zorn, 
2004). Today, CFOs are expected to take on additional roles, firstly by monitoring the 
financial condition, and secondly by acting as a strategic partner to flourish growth and 
profitability (Mellon et al., 2012; Ernst & Young, 2019). Advancements in technology, 
such as automation, AI, and data security, have expanded the responsibilities and elevated 
their importance within the organisation. The CFO’s specialised knowledge and unique 
technical expertise, gives them greater control of the company’s financial reports than 
CEOs do, as acknowledged by several scholars (Mian, 2001; Aier et al., 2005; Geiger & 
North, 2006). Additionally, the necessity of CEOs becoming acquainted with operational 
details, has elevated CFOs upwards in business hierarchies. Moreover, increased 
deployment of shareholders has also impacted the role of the CFO, as shareholders call 
for more attention (Agle et al., 1999; Akhigbe et al., 1997). As a result of these factors, 
CFOs have become increasingly crucial to the success of firms, often taking on a more 
prominent and strategic role (Favaro, 2001; Ferris & Sainani, 2021). This expanding role 
of the CFO can be mirrored in the rising compensation. In 2014, the median salary 
increase for CFOs was 13.9%, compared to 6.9% for CEOs (Milton, 2015). Moreover, 
studies indicate that CFO compensation is becoming more closely tied to total shareholder 
return, which commonly has been associated with CEOs (Katz, 2001; Cunnigham, 2005).  
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CFOs’ climb in hierarchies has transformed them into corporate watchdogs. Similar to 
the CEO, they are now expected to respond to demands and expectations on performance 
as well as pressures on changing corporate strategy (Goranova & Ryan, 2014; Admati & 
Pfleiderer, 2009; Zorn, 2004). This calls upon CFOs with extensive qualities. With 
globalisation continuously revolutionising how businesses operate, the opportunity 
window narrows, necessitating top management to possess a wide toolbox of skills 
(Mellon et al., 2012; van Niekerk, 2016). The trend of having CFOs with a broader skill 
set is witnessed in modern CFOs educational background. In 2013, only 18% of the CFO 
hires were Certified Public Accountants, compared to 34% and 29% in 2012 and 2011 
respectively (Hoitash et al., 2016). Therefore, boards nowadays tend to prefer CFOs with 
higher tenure, auditing experience in combination with leadership skills, and high 
tolerance for risk, to support the CEO with major corporate decisions (Murphy, 2013; 
Hoitash et al., 2016).  

To summarise, the modern CFOs ought to develop a broader skill set to drive value 
creation. They are important in managing relations with shareholders and market 
expectations and their extensive qualities are a result of several macro trends which cause 
immense competition. The role of the CFO has evolved from the traditional view as an 
accounting overseer at the firm, to being a strategic advisor to the CEO (Favaro, 2001). 

2.1.2. The Role of the New CFO in the UK 

The UK market is especially interesting for closer investigation. In light of the expanding 
role of the CFO, a recent nationwide study made on the UK market underlines that 97% 
of the surveyed CFOs say their role has become more complex due part to international 
expansion, new technology, and increased demand to collaborate with c-suite4. Today 
they are expected to drive innovation and growth and be the value driver within just about 
all business areas (Tipalti, 2021). 

Over the years, the UK market has become one of the biggest stock exchanges in the 
world. The market is experiencing intense competition where firms strive to differentiate 
themselves from others. Firstly, globalisation in the UK has accelerated, becoming an 
important hub for businesses to operate in (Ernst & Young, 2019; Deloitte, 2018). 
Another competitive force is digital transformation, which is expected to expand at a 
compounded annual growth rate (CAGR) of 22.2% between 2022 and 2030 in the UK 
(Grand View Research, 2021). Thirdly, due to the fierce rivalry among firms, UK-based 
companies’ exhibit superior activity in M&A compared to other countries (Ernst & 
Young, 2019; Deloitte, 2018). This has called for increased emphasis on strategic 
decision-making, particularly evident when the CFOs also serve on the company’s board. 
Particularly, in the UK, a majority of the CFOs occupy a board member seat and are 
recognised as highly influential members of the senior management. To point out, in our 

 
4  The c-suite refers to a company’s top management positions (e.g., CEO, CFO, COO, CTO). 
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data set 61% of the newly appointed CFOs hold a board member seat in contrast the data 
used in the study by Mobbs (2018) where only about 11% of the CFOs in the U.S. are 
members of the board5. Significant research has shown that investors are sensitive to 
changes in the board involvement, both positive and negative stock market reactions are 
recorded (Bhana, 2016; Rossi & Cebula, 2015; Lin et al., 2003). This among many 
reasons, makes the UK market a compelling case for closer examination. 

2.2.  Market Information & Investors’ Response 

Spence (1973) was the first author to investigate the phenomena of how information sent 
by the signaller is perceived by the receiver. Signalling theory can explain the behaviour 
behind the actions of two parties with access to different information. In capital markets, 
the signallers could be inside directors and management at a specific firm, while the 
receiver is the public investor, and other market actors (Spence, 2002).  

In addition to the signalling theory, the Efficient Capital Market Hypothesis (EMH) will 
be used to analyse how the market perceives the information (Fama, 1991). The EMH 
states that the stock market price reflects all available information to the market 
participants at any time (Samuelson, 1965; Fama, 1965; Fama, 1970). Information is thus 
a signal from firms to investors, which the investors can use to estimate future firm value 
and performance. According to EMH, stocks always trade at their fair value, making it 
impossible for investors to outperform the market by selection and timing. The EMH 
asserts that only new, value-relevant information signalled to investors, affects the firm’s 
market value, if the market is semi-strong efficient (Fama, 1965). The stock market 
reaction stems from competitive traders that will buy on signals predicting high future 
values, but which signals have not yet been incorporated into the stock prices. The traders’ 
actions will bid up the price so that it completely reflects the information in the signal and 
thus, the efficient market is maintained (Fama, 1970; Fama, 1991). However, researchers 
have found contradicting results, violating the EMH. For example, the market does not 
interpret and react on financial accounting information (Ou & Penman, 1989), and when 
investors are able to predict golden opportunities, it allows them to outperform the market 
by growth stocks or value stocks (Haugen, 1995), or that the market reacts even before 
information is officially published (Ball & Brown, 2014). Also, psychology theory may 
account for irrationality and illogic in behaviour, contradicting that EMH holds. 
Furthermore, it is stated that stock prices are predictable, and that employing these 
predictable patterns, investors can regularly and purposely outperform the market (Odean, 
1998).  

Applying this to CFO successions, all new information communicated to the market, such 
as CFO succession announcements, could be interpreted as value relevant information, 
and thus affect the stock market price. However, what has to be considered is the 

 
5  In the sample of the study by Mobbs (2018), nearly 85% of the CFOs in the UK held a board seat. 
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investors’ general reaction to news, and the possibility that the general reaction also has 
increased over time. Although Schwert (2002) suggests that markets have not grown 
substantially more volatile in terms of proportional changes, Megaritis et al. (2021) find 
that increasing macroeconomic uncertainty (such as globalisation and digitalisation) 
predicts a subsequent rise in volatility. Research also suggests that markets have become 
more efficient thanks to digitalisation (Wang, 2010).  

2.3.  CFO Succession Events & Investor’s Response 

To emphasise the lack of research on the evolution of the CFO, no refereed journal articles 
existed on the subject before the study “On the choice and replacement of CFOs” by Mian 
(2001). Furthermore, while there is an evident shortage of research on CFOs’ internal 
involvement in overall business success, research investigating the external effects, in 
terms of investors’ reaction to CFO turnovers, barely exists. Nonetheless, the few existing 
studies have explored areas such as the CFO’s personal influence on firm reporting 
quality (Geiger & North, 2006), the link between CFO compensation and financial 
statement quality (Caglio et al., 2018) and the reasons behind CFO turnovers (Mian, 
2001). 

A study by Geiger & North (2006), found evidence supporting the CFO’s personal impact 
on firm reporting quality. Firms with a newly recruited CFO reported significantly lower 
levels of discretionary accruals6, compared to firms without any CFO turnover. 
Furthermore, CFOs with similar backgrounds and character as their CEOs tend to receive 
higher compensation and incentives similar to those of their CEO. Additionally, it is 
found that a long-term incentive intensity in CFO compensation is followed by a lower 
level of financial statement quality (Caglio et al., 2018), indicating the CFO’s influence 
on financial statement quality. 

In addition, Mian (2001) examined what makes firms replace their CFO and how the 
choice of a new CFO affects future firm performance. The findings revealed an 
abnormally high CEO turnover prior to CFO turnover. In other words, CEO and CFO 
recruitments often occurred in relation to each other. Also, the CEO was often replaced 
after a period of poor performance, and as a result, so was the CFO. Additionally, CFO 
dismissals in which the former CFO leaves are linked to a significant decline in stock 
price (Mian, 2001). Furthermore, research conducted by Brinkhuis & Scholtens (2018) 
indicated an insignificant abnormal stock market reaction to CFO turnovers in general. 

 

6  “The component most easily subject to successful managerial manipulation” (Teoh et al., 1998). 
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2.4.  Insights from CEO Studies 

The little consideration given to the investor response to CFO announcements, makes it 
arguable for this study to rely on valuable insights of top management and CEO turnovers 
when presenting empirical data. The following section will describe how the CEO role 
has evolved over time and present findings from previous CEO studies.   

2.4.1. The Evolution of the CEO  

Similar to the evolution of the CFO, the CEO has undergone changes throughout the past 
years due to factors changing the business environment. Several studies have investigated 
how the role has evolved over time. For example, CEOs were not particularly well-known 
in the 1950s. They were regarded as a normal employee, recruited due to their long 
experience within the firm, and rarely fired. Their pay was primarily a simple salary and 
was only marginally higher than that of executives who reported directly to them 
(Frydman & Saks, 2010). Evidence for the CEO’s improvement of managerial quality is 
shown in a study by Huson et al., (2004), where the absolute improvements in firm 
performance after a CEO turnover, have grown stronger over time7. Further, in a study 
by Quigley & Hambrick (2015) it was found that the influence of CEOs on U.S. public 
businesses has grown significantly over the past 60 years. This was shown by the “CEO-
effect”, which is the proportion of variance in firm performance that can be statistically 
attributed to CEO characteristics, which increased significantly between the years 1950 
and 2009. Similar results were found by Quigley et al. (2017), showing the increase in 
absolute shareholder reactions to unexpected CEO successions which is consistent with 
the belief that CEOs have become increasingly more influential in recent decades. In sum, 
it is shown that the role of the CEO has gained increased influence over time.  

2.4.2. Stock Market Reactions to CEO Turnovers  

The stock market reactions to CEO turnovers are a rising topic within research. 
Interestingly, the results are found to be both contradicting and inconclusive. On the one 
hand, several studies find positive stock market reactions in terms of abnormal returns, 
when studying the event of announcing a new CEO (Furtado & Rozeff, 1987; Huson et 
al., 2004; Bonnier & Bruner, 1989; Weisbach, 1988; Mian, 2001). On the other hand, 
another group of researchers find that CEO succession is associated with a negative 
investor response (Beatty & Zajac, 1987; Mian, 2001; Gangloff et al., 2016; Bonnier & 
Bruner, 1989; Shen & Canella, 2003; Lee & James, 2007; Zhang & Qu, 2016; Warner et 
al., 1988; Dedman & Lin, 2002; Hayes & Schaefer, 1999). Lastly, there is also research 
indicating insignificant abnormal stock market reactions to CEO turnovers (Warner et al., 
1988; Denis & Denis, 1995).  

 
7  The study is based on two time periods 1) 1983-1994, 2) 1971-1982.  
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2.5.  Influential Variables on Stock Market Reactions  

Building upon the studies on stock market reactions to CEO turnovers, several studies 
have attempted to understand several variables’ impact on the stock market reaction to 
CEO and CFO turnover announcements. The results prevail disagreements to what effect 
these variables actually have. Although these variables are not part of our primary 
research question, their potential impact on the stock market reactions to CFO turnovers, 
cannot simply be neglected and will therefore be looked into in parallel throughout the 
study. Since the previous research is predominantly based on insights from CEO 
turnovers, this study will attempt to explore how these variables affect the stock market 
reaction of the CFO turnover announcement. To complement stands of literature this 
study looks into both personal factors of the CFO (such as prior experience), and firm-
specific factors (such as size and riskiness). Specifically, we will look into the variable 
gender and source of recruitment. Additional variables are thereafter superficially 
analysed. 

2.5.1. Gender 

Several studies have examined the importance of gender when appointing a successor to 
top management positions. Based on insights from CEO turnover studies, investors react 
more negatively to the appointment of a female CEO, compared to the appointment of a 
male CEO (Lee & James, 2007). Female representation on boards and in top management 
positions have improved in the UK over the past decade, with female representation of 
36.2% in 2020 compared to 12.5% in 2011 (Hampton-Alexander Review, 2021). Despite 
an increase in the representation of females in managerial positions, female managers are 
barely at par with their male counterparts (Hanek et al., 2016; Gupta et al., 2020). The 
poor representation of female board members bolsters a stereotype that women are less 
capable to assume a role as CEO, but as we see more women in top management 
positions, these stereotypes should also change (Lee & James, 2007). Likewise, board 
members are more likely to appoint a successor resembling themselves which commonly 
has perpetuated the appointment of male successors (Lee & James, 2007; Brinkhuis & 
Scholtens, 2018).  

On the contrary, other studies show no significant abnormal return on the announcement 
of a female successor compared to a male successor, suggesting that there are no gender 
differences (Brinkhuis & Scholtens, 2018; Zhang & Qu, 2016). However, replacing a 
male CEO with a female CEO tends to have lower post-succession performance 
compared to that of appointing same gender (Zhang & Qu, 2016). Also, the stock market 
appears to react less negative when the promotion of a female is done internally than 
externally (Lee & James, 2007).  

In terms of gender effects in the area of CFOs, a study by Gupta et al. (2020) finds firms 
with female CFOs to have a lower likelihood of financial misstatement, compared to male 
CFOs. Similarly, in a study analysing quality of accruals based on gender of CFOs, it was 
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found that firms with female CFOs have lower performance-matched absolute 
discretionary accruals and lower absolute accrual estimation errors (Barua et al., 2010). 
Furthermore, women in top management positions are more risk-averse and less over-
confident compared to men (Croson & Gneezy, 2009). This is especially apparent in 
smaller firms which generally are more risk-taking and riskier than larger firms and thus 
are more likely to recruit male executives (Udell & Berger, 1998). 

2.5.2. Source of Recruitment 

The impact of the source of recruitment, implying if the successor is appointed internally 
or externally, is a highly researched field, but the results are inconclusive. Research 
suggests that appointing externally in distressed firms tends to enhance benefits as part of 
breaking a poor performance trend, by bringing in fresh knowledge and new perspectives 
(Bonnier & Bruner, 1989; Parrino, 1997; Gabarro, 1987; Karaevli, 2007). In addition, 
externally appointed CEOs have a greater discretion in making strategic choices than 
internally appointed CEOs (Karaevli, 2007). Consistently, Farrell & Whidbee (2003) and 
Weisbach (1988) underlines that boards are prone to accept some uncertainty by 
appointing externally, as they have a greater likelihood of turning bad performance and 
possessing personal qualities that are advantageous for the firm.  

As stated, the board composition plays a significant role in top management recruitment. 
Boards tend to recruit people who are similar to themselves, in terms of demographics, 
behaviours and experiences, believing their own qualifications are ideal for the firm’s 
future success (Zajac & Westphal, 1996; Lee & James, 2007; Farrell & Whidbee, 2003). 
This was especially evident for well-performing firms, where executives believed in 
sticking to the status quo, keeping the firm’s strategy unchanged (Hambrick et al., 1993). 
Recruiting externally is often a way to bring in someone who is different from the prior 
CEO and rather resembles the board. Furthermore, firm size does also have an effect on 
if the firm recruits internally or externally. Smaller firms are more likely to appoint 
externally, in part due to fewer qualified internal candidates to replace the successor, 
while bigger firms have more opportunities to choose from (Zajac & Westphal, 1996).  

On the contrary, other studies state that internal appointments have favourable effects. 
Internal appointments are associated with a wealth increase for shareholders and a 
positive impact on return on assets (Shen & Cannella, 2003; Furtado & Rozeff, 1987). 
This view coincides with the aspect of internal candidates employing greater knowledge 
of both the firm and the industry as well as established networks that are beneficial for 
the firm’s success (Lauterbach et al., 1999). Additionally, senior executives may be 
resistant and sceptical to an external CEO successor (Shen & Cannella, 2003). When the 
external successor is unaccustomed to the industry, a contributory team is vital to ensure 
firm success. Therefore, the external successor must prevail with significant firm success 
to make the appointment worthy since appointing externally is associated with 
recruitment costs and acquiring firm- and industry-specific knowledge (Furtado & 
Rozeff, 1987; Warner et al., 1988).  
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2.5.3. Additional Variables 

Let us now consider additional variables regarding the recruitment patterns of the CFO. 
Firstly, there is a growing need for CFOs to possess prior experience in their field. This 
trend reflects the changing demands of modern businesses, which now require top 
management to possess a diverse range of skills such as risk management, leadership, and 
strategic thinking. This shift is also reflected in the educational backgrounds of the 
modern CFOs (Mellon et al., 2012; van Niekerk, 2016).  

Secondly, the fact that CFOs have not always been a natural part of the board (Lyon & 
Lawson, 2012) is interesting itself, and the underlying reasons of the CFOs increased 
influence along with its board membership are worth paying attention to. Thirdly, in line 
with the increased board representation, leaders in top management positions experience 
a larger probability of dismissal, especially when the firms are performing poorly (Mian, 
2001; Karaevli, 2007; Weisbach, 1988). Additionally, it is found that boards have become 
more active in firing poorly performing CEOs (Kaplan, 2008). Therefore, the firm’s 
current performance seems to affect the recruitment pattern. It suggests that turnover 
announcements are perceived as good news as they prompt performance improvement 
when previous management has been inadequate (Huson et al., 2004; Mian, 2001). These 
findings align with Weisbach (1988) and Bonnier & Bruner (1989), which suggest that 
while most successions are voluntary, there are also positive stock market reactions when 
the CEO has been forced to leave their position. Therefore, these variables and their 
correlations will be given consideration. 

Fourthly, it will be looked into what effect a CEO turnover, in close connection to the 
CFO turnover, can have on the stock market reaction. A body of literature suggests that 
CFO turnover within 6-12 months is a categorical effect of a forced CEO turnover, due 
to poor prior performance (such as poor earnings management, decline in institutional 
shareholding or volatility of stock prices) (Warner et al., 1988; Denis & Denis, 1995; 
Mian, 2001; Gibbons & Murphy, 1990, Holmstrom, 1999). Mian’s (2001) findings 
revealed an abnormally high CEO turnover prior to CFO turnover, indicating CEO and 
CFO turnovers often occurred in relation to each other. 

2.6.  Hypothesis Development 

To summarise, the CFO’s role has evolved over time, and the climb in business 
hierarchies has prompted increased influence over financial performance, making them a 
critical part of a business’s success. Therefore, this thesis aims to investigate how the 
shareholders have perceived the evolution of the CFO. 

The first hypothesis states that the absolute stock market reactions to CFO succession 
announcements have increased between the years 2002 and 2020. By testing this 
hypothesis, one can assess whether the expanding role of the CFO is mirrored in the stock 
market reactions. If the hypothesis is supported, it will have important implications for 



 16 

investors, company executives, and researchers alike, as it will highlight the importance 
of the CFO in driving financial success and the need for careful planning and management 
of CFO successions. 

 

H1: The absolute stock market reactions to CFO turnover announcements 
have increased over time. 

 

As noted, research has also shown the increased significance of the CEO, as evidenced 
by shareholders’ reactions to CEO turnovers over time. At the same time, given the CFO’s 
extended requirements on its skill set due to wider responsibilities within corporate 
strategy, the CFO’s contribution to a company’s financial success is more critical than 
ever before. Therefore, there is reason to assume that the role of the CFO has undergone 
a more significant change during this time period than the CEO, in the eyes of the 
investors. Thus, the second hypothesis suggests the absolute stock market reactions to 
CFO succession announcements have increased proportionally more than the absolute 
stock market reactions to CEO succession announcements between the years 2002 and 
2020. If the hypothesis is supported, it will provide valuable insights into the changing 
roles of key executives and the evolving nature of the investors’ reactions to such 
developments. 

 

H2: The absolute stock market reactions to CFO turnover announcements 
have increased proportionally more compared to the absolute stock market 
reactions to CEO turnover announcements over time. 
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3. Methodology 

The aim of this study is to answer the research question “How have the UK public 
company shareholders’ reactions to CFO turnover events changed over time?”. The 
choice of subject emerged in connection with our delving into signalling theory in the 
area of corporate governance. We noticed that immense research was dedicated to CEO 
turnovers whilst barely any attention was given to CFO turnovers. In particular, the 
research on development of stock market reaction over time was scarce, therefore we saw 
an opportunity to fill the research gap. To answer the research question, the paper 
comprises a quantitative method based on an event study, using UK market data to 
analyse the reaction to CFO succession events. Subsequently, additional tests were made 
to further test the hypotheses and analyse additional variables’ effect surrounding CFO 
successions.  

3.1.  Sample Selection & Delimitations  

The sample was obtained from S&P CapitalIQ. The sample fulfilled all of the following 
requirements: 1) executive changes that included the CFO, 2) firms publicly listed in the 
UK, 3) firms from all industries, 4) firms with headquarters in the UK and 5) between the 
years 2001-20208. Because the title "CFO" was not commonly used in the earliest years 
of the research period, we expanded our sample to include individuals with titles such as 
"Finance Director," "Finance Chief," and "Financial Officer." The resulting sample 
comprised 2,261 observations of CFO turnover between 2001 and 2020. Although the 
chosen time period reflects several macroeconomic cycles, we still consider it appropriate 
for examining the research question. The investigated subject of CFO turnovers is 
especially interesting due to the lack of research in the area. The choice of focusing on 
the UK was based on research and data suggesting the CFO’s importance in senior 
management. The sample comprised firms traded on the London Stock Exchange and 
AIM market (Alternative Investment Market) that were active at the time of the 
succession. No consideration was given to firms that may go bankrupt or face 
deregistration from the stock exchange at a later point in time. Hence, consideration was 
compromised to only assess the stock market reaction at the event of the CFO succession. 
Further information about the turnover was obtained by the press releases published by 
the concerned company at the time of the event. In order to mitigate irrelevant 
observations, all observations were manually examined to ensure necessary requirements 
were met.  

 

8 The earliest announcements by S&P CapitalIQ can be traced back to 2001. December 31st, 2020 was 
selected as the latest date of our sample. 
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We excluded a total of 1,424 observations for various reasons: 45 observations were 
eliminated due to HQ located outside the UK, 56 involved information that had already 
been announced and was not unexpected, 290 contained details about other appointments, 
48 primarily concerned the CEO, and 169 contained other information that could have an 
impact on stock market prices, such as dividend and revenue announcements. To isolate 
the effect of CFO turnover, we removed 350 observations that only focused on the 
departure of the outgoing CFO without mentioning a successor, as well as 434 
observations that solely focused on the appointment of a new CFO where the departure 
of the previous CFO had already been mentioned earlier. This was done to isolate the 
signalling effect. Finally, we also excluded 32 observations where an interim CFO was 
permanently promoted to the CFO position. 

Table 1. Sample selection.      

Description                Number of observations 

All CFO turnovers announcements 2001-2020             2261 
Non-UK based                  -45 
Announcements already communicated             -56 
Announcements including other appointments           -290 
Announcements about the CEO              -48 
Announcements containing other information           -169 
Announcements without successor mentioned           -350 
Announcements without outgoing CFO mentioned          -434 
Announcements of permanent promotion of interim/acting CFO      -32 
Revised total sample                837 

The procedure resulted in a revised sample of 837 observations between the years 2002 
and 2020. Additionally, we have manually confirmed each date of the press releases 
through sources such as ProQuest and Web-Reports to ensure the dates were correct. 
Furthermore, the press releases and annual reports were used to explore contributing 
factors such as personal and firm-specific factors, to the stock market reaction (see 3.4.1). 
A majority of the companies in the sample appeared only once, therefore no extra 
attention was given to those companies that repeatedly announced changes of CFO over 
the time period. The sample consisted of large variations in firm size and riskiness, 
therefore consideration was given to these effects. An identical procedure was used for 
the sample selection of CEO turnovers. 

Lastly, from the baseline sample of 837 observations, 100 were excluded during the event 
study since they could not fulfil one or more of the following criteria: 

1) Listed in Compustat data.  

2) No trading days within the chosen event window.  

3) Classified as the major equity instrument.  
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The first criterion was necessary since our time resources and sample size did not allow 
us to collect data from various data sources. The data acquired from Compustat was 
sufficient to approximate our population. The second criterion was necessary to be able 
to analyse the stock market reaction at the event date. Lastly, the third criterion was 
necessary to narrow the analysis and ensure focus was given to the common stock, all 
other equity instruments (e.g., preferred stocks, convertible bonds, warrants) were 
excluded. Thus, the event study was based on the sample of 737 observations. 

3.2.  Event Study  

To test Hypotheses 1 and 2, the Eventus 
tool from the Wharton Research Data 
Service (WRDS) was used to conduct 
an event study (McWilliams & Siegel, 
1997). Event studies are used to predict 
how the market reacts to the release of 
new information, in this case, the 
turnover and appointment of a new 
CFO. The event study method is a 
widely used tool in finance and 
accounting research for assessing the 
financial impact of changes in corporate 
policy by determining whether a stock 
price is "abnormal"9 (McWilliams & 
Siegel, 1997). There are several important assumptions that have to be considered when 
conducting event studies. First, it is assumed that the EMH holds. This implies that stock 
prices reflect all relevant information available to buyers and sellers and that any new 
financial information will be instantly reflected into stock prices and thus affect firm value 
(Fama, 1991; MacKinley, 1997). Furthermore, as argued by McWilliams & Siegel 
(1997), the use of long event windows implies a disbelief in that the effects of events are 
quickly incorporated into stock prices and could be interpreted as a violation of the 
assumption of EMH. Therefore, in this study, event windows of (0-0), (0-1), (-1-1) days 
are used. Second, it has to be considered whether the information has previously been 
revealed or leaked to the market or not (McWilliams & Siegel, 1997). To prevent such 
incidents, observations including information which could be perceived as expected 
information or not surprising news, were excluded, as described in 3.1. Third, the most 
critical assumption, is that the analysed event effect is isolated from other events that 
might impact the stock price (McWilliams & Siegel, 1997). This was assured by 
excluding observations where the press releases contained any other information than the 
change of the CFO. Important to note is that the authors do not believe that a single 

 
9  Abnormal return = a return that deviates from the expected return. 

Figure 1. Event study design. 
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observation and their stock market reaction shows the truth regarding the reaction to CFO 
successions. However, the cumulated reactions could generate an indication of the 
reaction to CFO successions over time.  

3.2.1. Event Study Design 

The Eventus tool generates a predictive model using external market trading data to 
estimate the expected return. The expected return is generated from the market model, 
where 𝑅𝑖,𝑡 denotes the return on day t for the individual stock. 𝛼𝑖 is the return from the 
asset that is not related to the market’s return. 𝛽𝑖 specifies the return from the security 
explained by the market index’s return (𝑅𝑀𝑡) which is the return of the overall UK 
market. The error term 𝜀𝑖 is assumed to be zero. The expected return is the estimated 
return as if the event had not occurred.  

𝑀𝑎𝑟𝑘𝑒𝑡 𝑚𝑜𝑑𝑒𝑙: 𝑅𝑖,𝑡 = 𝛼𝑖 + 𝛽𝑖 ∗ 𝑅𝑀𝑡 + 𝜀𝑖                                                                          (1) 

The market model is a favourable method to use since it 1) is based on a statistical model 
to estimate coefficients which decreases the risk of potential biases when using economic 
models for predetermining coefficients, 2) considers the variations in market return over 
time since it assumes market returns to be constant (MacKinley, 1997). The market model 
is also widely used in previous similar studies (Mian, 2001; Dedman & Lin, 2002; Huson 
et al., 2004; Brinkhuis & Scholtens, 2018). 

3.2.2. Abnormal Return & Cumulative Abnormal Return 

After completing the previous steps, the abnormal returns were calculated by subtracting 
the expected return from the actual stock return for each day in the chosen event window. 
In this model, Beta is assumed to be equal to one. 

𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙 𝑟𝑒𝑡𝑢𝑟𝑛 =  𝐴𝑅𝑖,𝑡 = 𝑅𝑖,𝑡 − (𝛼𝑖 +  𝛽𝑖 ∗ RM𝑡)                                                    (2) 

The event window was set to three days between the days -1, 0 to 1, where 0 represents 
the day of the event, which is in coherence with previous studies (Lee & James, 2007; 
Quigley et al., 2017). As a final step, cumulative abnormal returns (CARs) were calculated 
for each of the following event windows: (0–0) day, (0–1) day, (-1-1) day, to examine the 
event of interest (MacKinlay, 1997). The cumulative abnormal return is positive if 
incremental future cash flows are expected to increase after the event, and negative if 
expected to decrease after the event (Konchitchki & O’Leary, 2011). The formula below 
represents the cumulative abnormal return, where t1 is the first day of the event window 
and t2 is the last day of the event window.  

𝐶𝑢𝑚𝑢𝑙𝑎𝑡𝑖𝑣𝑒 𝐴𝑏𝑛𝑜𝑟𝑚𝑎𝑙 𝑅𝑒𝑡𝑢𝑟𝑛 =  𝐶𝐴𝑅𝑖 (𝑡1,𝑡2) = ∑𝐴𝑅𝑖,𝑡                                               (3) 
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Thereafter, the CAR variables were converted to their absolute values (|CAR|)10 and the 
two different CAR variables (CAR and |CAR|, for each event window), were both used as 
dependent variables in the analyses. This was done based on the intention to not only 
investigate what drives positive or negative CAR values, but mainly to capture the change 
in the size of the stock market reactions over time. Lastly, to control for outliers in the 
sample, the CAR and the |CAR| variables were winsorized at the 1% and 99% levels, 
which implies that extreme values are given less weight and consequently, the risk of 
distortion due to outliers decreases (Dixon, 1960).  

3.3.  Testing of Hypotheses 

Subsequently, several tests were conducted to test Hypothesis 1 and 2. Consistent with 
prior studies (Quigley & Hambrick, 2015; Quigley et al., 2017), we initially divided the 
sample into three groups to analyse patterns over time. However, due to significant 
differences in the number of observations in each group, which potentially could skew 
the results, we opted to use only two groups: 1) period 1 (2002-2011), and 2) period 2, 
(2012-2020). 

Table 2. Number of observations distributed across the two time periods.  

               Period 1 (2002-2011)    Period 2 (2012-2020) 
Number of observations 
CFO turnover (% of sample)    191 (26%)        546 (74%) 
CEO turnover (% of sample)    178 (24%)       558 (76%) 

To test Hypothesis 1 (whether the absolute |CAR| has increased over time), the mean and 
variance of the values were compared. First, a t-test11 was used to compare the mean of 
both the non-absolute CAR, and the absolute |CAR| between the two time periods. As a 
complementary test, we also compared the variances of the non-absolute CAR for the two 
time periods using a variance test12. To test Hypothesis 2, (whether the |CAR|s of CFO 
announcements have increased more in proportion compared to the |CAR|s of CEO 
announcements), a similar mean comparison test was used. Thereafter, a Difference-in-
Difference (DID) test13 (Heckman et al., 2016) was used to compare the means of the two 
time periods and the means of the CFO and CEO groups.  

 
10  From here absolute CAR will be denoted “|CAR|” and/or “absolute |CAR|” to avoid confusion. 
11 A mean comparison test. The assumption of equal variances is violated; thus, the t-test assumes unequal 
variances (Results from the Levene’s test). 
12 sd-test in Stata. 
13 The first author to mention the DID test was Snow (1849). 



 22 

3.4.  Multivariate Regression Analysis 

To further test our hypotheses and control for additional variables, a multivariate 
regression analysis was employed. The application of a multivariate regression made it 
possible to investigate and control for the effect of personal and firm-specific factors that 
could have an impact on the absolute stock market reaction. By predicting how different 
variables drive the absolute cumulative abnormal return, we could better understand the 
behaviour of the market. The regression model and various control variables used are 
presented below (see 3.4.1). Due to heteroscedasticity in the sample, robust standard 
errors were used.  

3.4.1. Variable Construction  

The variable construction was done right after the data cleaning by providing functional 
names to the constructed variables that are intuitive and valuable for our dataset. Relevant 
control variables based on related literature in the subject were included. Understanding 
critical factors that could affect the dependent variable Absolute Cumulative Abnormal 
Return (|CAR|) at the announcement of a CFO turnover, was necessary to understand 
investors’ reaction.  

Based on related literature, several control variables were created to investigate their 
effect and correlation to the stock market reaction of CFO turnover announcement (see 
Table 3). The gender of the ingoing and outgoing CFOs was denoted as Gender outgoing 
and Gender ingoing. The Source of recruitment was captured, indicating the appointment 
of either an external or internal successor. An external recruitment was defined as when 
the successor was appointed without having a connection to the firm, while an internal 
recruitment was defined as when the successor already held a position within the 
company. The Reason for exit was distinguished as forced or voluntary succession. A 
succession was referred to as forced if the CFO was fired from the position with 
immediate effect compared to a voluntary succession. CFO experience was defined as 
whether the appointed CFO had prior experience of CFO/finance director/top 
management experience. We also investigated whether the new CFO was a Board 
member of the firm. Information about the three latter variables was found in the 
announcing press release or by complementary search in annual reports and company 
websites. The variable CEO turnover was included to capture if the CEO of the firm had 
succeeded within one year, prior to or after, the CFO succession. In addition, firm size 
and leverage were included to control for firm effects. Firm size was categorised based 
on the natural logarithm of Total assets, and High leverage was defined by debt-to-equity 
ratios greater than 214. 

 
14 The riskiness of the firm is evaluated based on the leverage ratio where a leverage ratio >  2 is a risky firm, and <  2 
is a less risky firm. 
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At last, our independent variables were the counter variable Year, which defined in what 
year the succession took place, and the dummy variable Period which indicated which 
time period the observation belonged to. This was made as a complement to the testing 
of Hypothesis 1, to compare the effect as the years and period continued. 

Table 3. Variable description and coding. 

Variable             Code 
Gender outgoing           Dummy, 1 if male, 0 if female  
Gender ingoing           Dummy, 1 if male, 0 if female   
Source of recruitment         Dummy, 1 if internal, 0 if external 
Reason for exit           Dummy, 1 if forced, 0 if voluntary 
CFO experience           Dummy, 1 if previous experience, 0 if not 
Board member           Dummy, 1 if on board, 0 if not  
CEO turnover           Dummy, 1 if CEO turnover, 0 if not   
Year             Continuing between 1-19, 1 = 2002, 19 = 2020 
Period             Dummy, 0 for Period 1, 1 for Period 2 

3.4.2. Regression Model 

Two regression models were designed. One focusing on the independent variable Year, 
and one focusing on the independent variable Period. In the regression, 𝛼 is a constant, 
𝛽x is the coefficient for each independent variable in the regression model and ε is the 
error term.  

Regression model 1: 

|𝐶𝐴𝑅| (𝑡1, 𝑡2) =  α + β1 ∗ Control variables  + β2 ∗ 𝑌𝑒𝑎𝑟 +  ε                                    (4) 

Regression model 2: 

|𝐶𝐴𝑅| (𝑡1, 𝑡2) =  α + β1 ∗ Control variables  + β2 ∗ 𝑃𝑒𝑟𝑖𝑜𝑑 +  ε                                (5)            

         

3.5. Data Quality & Robustness 

To increase the validity of our data, the robustness of our data and sample was tested. The 
sample of 737 observations was analysed concerning the underlying assumptions of the 
conducted tests, by the use of Levene’s test, White test, Pearson correlation, Inflation 
Factor (VIF) test. In addition, a non-parametric Mann-Whitney test was made to 
complement the parametric tests used for the event study.  
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3.5.1. T-test 

For the t-test used for Hypothesis 1, the underlying assumptions are 1) normality and 2) 
equal variances. The normal distribution assumption was fulfilled for the non-absolute 
CAR yet not for the absolute |CAR| (which distribution formed an inverted J-shaped 
curve), hence the complementing variance test was conducted. Furthermore, the Central 
Limit Theorem (CLT) states that the sampling distribution of the estimates will converge 
toward a normal distribution if the sample is large enough (Pek et al., 2018). In general, 
a larger total sample is required when the errors depart from normality (Lange et al., 1989; 
Pek et al., 2018). Therefore, the sample size of this study (737) allows for relaxation of 
the normality assumption15. To test for equal variances, Levene’s test (Levene, 1960) was 
used. The results indicated that the assumption was violated, which made it inappropriate 
to use the t-test assuming equal variances (Brown & Forsythe, 1974)16. Thus, the 
assumption of unequal variances was added to the conducted t-tests (Ruxton, 2006). To 
further support the use of the t-test and to validate its results despite the underlying 
assumption of normality, a non-parametric test (Mann-Whitney) was carried out, which 
supported the findings from the t-test.  

3.5.2. Regression 

For the used regression model with robust standard errors to hold, the following 
assumptions should be made; 1) linearity: the relationship between the independent 
variables and dependent variable should be linear, 2) homoscedasticity: the variance of 
the errors should be constant across all levels of the independent variables, 3) normality: 
the residuals should be normally distributed, 4) no multicollinearity: the independent 
variables should not be highly correlated with each other (Lewis et al., 2012).  

Firstly, a scatter plot was used to analyse the relationship between the dependent and 
independent variables. The plot showed a linear pattern, which indicated that the linearity 
assumption was met (see Appendix 1). Secondly, a test for heteroskedasticity was made 
by the use of the White test (White, 1980; Breusch & Pagan, 1979; Cook & Weisberg, 
1983). Evidence for heteroskedasticity was found in the dependent variable |CAR|. 
Heteroskedasticity can bias the standard errors and confidence intervals of the regression 
coefficients, which can lead to incorrect conclusions about the statistical significance of 
the predictors (White, 1980). This was mitigated by conducting the regression with robust 
standard errors (White, 1980). Thirdly, a scatter plot of the regression residuals (see 
Appendix 2), showed a slight linear pattern meaning that one or more of the underlying 
assumptions were violated. Recall the normality assumption was not fulfilled, and this 
was mitigated by the large sample size as stated above. Fourthly, the assumption about 
multicollinearity was examined in two steps; 1) Pearson correlation, and 2) VIF-test 

 
15 A combined sample size of at least 30 is required (Lange et al., 1989). 
16 By assuming unequal variances, the test adjusts for the differences in variance between the two groups 
which results in more accurate p-values and confidence intervals (Brown & Forsythe, 1974). 
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(Newbold et al., 2013; Lee & James, 2007). Both tests suggested acceptable low levels 
of multicollinearity17. Lastly, winsorizing was used to control for extreme values and 
reduce the effect of spurious outliers, which decreases the risk of distorted results (Ghosh 
& Vogt, 2012, Dixon, 1960).  

3.5.3. Additional Tests 

Additionally, when conducting an event study, a non-parametric test should be utilised in 
addition to the parametric test to determine significance (Brinkhuis & Scholtens, 2018). 
MacKinlay (1997) suggests using a sign test as the non-parametric test. Therefore, a 
Wilcoxon signed rank test (also called Mann-Whitney test (Mann & Whitney, 1947)) was 
used to establish the significance of the |CAR|s. Also, doing a non-parametric test supports 
our findings for the test where the normality assumptions were not met (Pek et al., 2018).  

 
17 VIF values below 5, and correlation values below 0.7 were accepted. (Correlation values are presented 
in Table 5). 
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4. Results 

This chapter aims to present the obtained results associated with the primary theme of the 
study. Namely if the evolution of the role of the CFO can be mirrored in the stock market 
reaction to CFO turnovers. The results will be presented separately based on each 
hypothesis. Firstly, by investigating if the absolute stock market reactions to CFO 
succession announcements have increased over time (Hypothesis 1). Secondly, by 
examining if the absolute stock market reactions to CFO turnover announcements have 
increased proportionally more than the absolute stock market reactions to CEO turnover 
announcements over time (Hypothesis 2). Section 4.1.2 presents the findings of the 
influential variables’ effect on the stock market reaction. The results show increased 
absolute stock market reactions to CFO turnover announcements over time, although it is 
not proportionally larger than the absolute stock market reactions to CEO turnover 
announcements. Therefore, Hypothesis 1 is supported while Hypothesis 2 is rejected 
based on the findings. 

Table 4 complies all variables used in our study. The number of obtained observations 
per variable and the percentage of the sample based on each period is represented in the 
table. The table gives valuable insights on how each variables’ representation has changed 
over time. To start with, by studying the development of gender, newly appointed female 
CFOs have seen an increase of roughly 9 percentage points while appointed males have 
decreased equally much during the same period. Secondly it has become more common 
to recruit externally than internally over time, according to our sample. In period 2, 70% 
of the companies in the sample recruited externally compared to roughly 63% in period 
1. The reason for exit, being voluntary or forced, has changed over time. In the first time 
period, forced turnovers accounted for about 32% of the sample whilst in period 2, forced 
turnovers only accounted for about 9% of the total sample. Also, the number of appointing 
CFOs holding a board seat has increased by roughly 23 percentage points from period 1 
to period 2. The majority of the board seats are occupied by men. Even though appointed 
female CFOs have seen an increase over the time period, the female representation on the 
board has increased by barely 3 percentage points. Thereto, appointed CFOs with prior 
experience have also increased during the two time periods. Also, we noticed that over 
time, there was an increased tendency to highlight the appointed CFO’s tenure, prior 
experience and achievements in the press releases surrounding the CFO succession. 
Moreover, CFO recruitments where the CEO was recruited within one year, have also 
increased. Lastly, small cap firms are overrepresented in our sample. 
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Table 4: Descriptive statistics of variable distribution over time. 

           Period 1           Period 2  
Variable    # of observations % of sample    # of observations % of sample 
1. Gender outgoing           
     i) Male     182    95.3      497    91.0 
     ii) Female     9    4.7       49    9.0      
2. Gender ingoing          
     i) Male     177    92.7      458    83.9 
     ii) Female     14    7.3       88    16.1 
3. Source of recruitment           
     i) Internal     71    37.2      164    30.0 
     ii) External    120    62.8      382    70.0 
4. Reason for exit           
     i) Forced     61    31.9      50    9.2 
     ii) Voluntary    130    68.1      496    90.8 
5. Board member 

   i) All      83    43.5      364    66.7 
     ii) Male     79    95.2      336    92.3 
     iii) Female    4    4.8       28    7.7 
6. CFO experience    129    67.5      403    73.8   
7. CEO turnover       30    15.7      126    23.1     
9. High leverage    21    10.9       30    5.5      
10. Firm size18           
     i) Small cap    125    65.0      515    94.5 
     ii) Mid cap    37    19.4      27    5.0 
     iii) Large cap    29    15.6      4    0.5      
N = 737 for all variables            

Table 5 presents the descriptive statistics and correlations for the variables utilised in our 
study. In general, most of the significant correlations are weak, as they are below 0.1. 
However, some significant correlations are noteworthy, such as the significant positive 
correlation between the variable Total assets and Reason for exit, indicating that larger 
firms also are more likely to force their CFO to leave. Moreover, Total assets correlates 
negatively with the variable Board member, implying that larger firms have CFOs as 
board members less frequently. Likewise, there is a positive correlation between Board 
member and CFO experience, suggesting it’s more likely that CFOs being on the board, 
also have previous CFO experience. Lastly, the significant negative correlations between 
the variables CEO turnover and Gender ingoing indicates that when the CEO has 
previously been recruited/will be recruited within one year, it is more likely that the new 
CFO is a female.  

 

18 Small cap (£237m-£1,58bn), Mid cap (£1,58bn-£7,9bn), Large cap (>£7,9bn) based on data from LSE. 
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Table 5: Descriptive statistics & Correlation matrix. 

Description   Mean  S.D  1.  2.  3.  4.  5  6  7.  8.  9.  10.  11.  12.  13.  14.  15. 
Variable                    
1. |(0-0) CAR|   0.025 0.0013  1.00                
2. |(0-1) CAR|   0.034 0.0016  0.83*** 1.00               
3. |(1-1) CAR|   0.040 0.0019  0.74*** 0.88*** 1.00              
4. (0-0) CAR   -0.002 0.0015   0.00 0.00 -0.01 1.00             
5. (0-1) CAR    -0.002 0.0019   0.00 0.07 0.05 0.84*** 1.00            
6. (1-1) CAR    -0.002 0.0022  -0.01 0.04 0.05 0.07*** 0.90*** 1.00           
7. Gender (outgoing) 0.921 0.010   -0.08** -0.07** -0.05 0.05 0.08** 0.10*** 1.00          
8. Gender (ingoing) 0.864 0.013  0.05 0.03 0.00 -0.04  -0.02 0.00 0.00 1.00         
9. Source of recruitm. 0.320 0.017  0.01 0.03 0.04 0.05 0.04 0.06 -0.03 -0.05 1.00      
10. Reason for exit  0.151 0.013  0.02 0.04 0.03 0.00 0.02 0.02 0.01 0.06 0.06* 1.00   
11. Board member  0.605 0.018  0.05 0.01 0.03 0.05 0.06* 0.04 0.03 -0.02 -0.06* -0.12 1.00      
12. CFO experience 0.722 0.016  0.07* 0.02 0.02 -0.01 0.00 0.01 0.03 -0.02 -0.03***-0.03 0.12*** 1.00     
13. CEO turnover  0.212 0.015   -0.03  -0.06*  -0.07* 0.01 0.00 -0.01 -0.04 -0.10** -0.03 -0.02 0.00 -0.03  1.00 
14. High leverage  0.069 0.010   -0.03  -0.02 0.00 0.00 0.00 0.00 0.02  0.00 0.01 0.02 0.02 0.03  -0.02 1.00  
15. Firm size   5.71 0.100   -0.08** -0.06  -0.08**  -0.02  -0.02  -0.04 0.02 0.01 0.04 0.21*** -0.12***0.02  -0.05 0.18 1.00 
N = 737 for all variables                    
*p<0.05, **p < 0.01, ***p < 0.001.
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4.1.  Results from the Event Study  

The results for the event study will be split into two sections, based on the two hypotheses.  
The first section will describe the results from the testing of Hypothesis 1, through the 
mean comparison and variance comparison test, followed by the regression analysis. 
Thereafter, the results from the testing of Hypothesis 2 through the Difference-in-
Difference (DID) test will be presented.  

4.1.1. Hypothesis 1 - Investors’ Reaction to CFO Successions Over Time 

Before testing for Hypothesis 1, we investigated if the mean non-absolute CAR (the mean 
stock market reaction to CFO turnovers) had changed over time. Thus, accounting for 
both positive and negative stock market reactions. The results showed it had not. Our t-
tests for each event window displayed insignificant results and revealed no evidence for 
differences over time. Meaning, the investors have not reacted more positively or 
negatively over time to the announcement of CFO turnovers.      

Moving forward, Table 6 shows the 
results from the t-test of Hypothesis 1. The 
hypothesis predicts that the absolute stock 
market reactions to CFO succession 
announcements have increased over time. 
Building upon the argument that the 
evolution of the CFO can be mirrored in 
investors’ reaction. Thus, the stock market 
reaction to CFO turnovers, whether 
positive or negative, has increased from 
2002 to 2020. The results indicate that 
Hypothesis 1 is supported and that the 
mean absolute |CAR| has increased over 
time. From period 1 to period 2, and for 
the event window (0-1), the mean absolute |CAR| has increased from 2.5% to 3.7%. 
Similarly, the remaining two event windows (0-0) and (-1-1) have increased from 1.7% 
to 2.7% and 3.0% to 4.3% respectively. The results of the conducted t-tests made evident 
that the increase over the two time periods, across all event windows, were significant. 
Figure 2 delineates the increase in absolute |CAR| over time. Thus, our results illustrate 
strong support for Hypothesis 1.  

  

Figure 2. Mean |CAR| over time. 
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Table 6. |CAR| mean comparison, unequal variances.    

             Mean |CAR| (%)                     t-test p-values (two tail) 
Event window  Period 1 (2002-2011)       Period 2 (2012-2020)       Comparing Periods 1 and 2 
|(0-0) CAR|             1.74          2.73      0.000*** 
|(0-1) CAR|     2.45           3.72      0.000*** 
|(-1-1) CAR|     3.03           4.32      0.000*** 
N         191             546 
*p < 0.05, **p < 0.01, ***p < 0.001.       

Although the results are robust, the use of the absolute values breaches the assumption of 
normal distribution associated with the t-test, as discussed in 3.6.1. Therefore, an 
alternative test to strengthen the results was made by using a variance test (sd-test). It 
tested if there was a significantly greater CAR dispersion in period 2 (see Table 7) 
compared to period 1. Since the non-absolute CAR fulfils the assumption of normality, 
the sd-test is a valid complementing test of Hypothesis 1. Table 7, shows that the standard 
deviation in the event window (0-1) increased from 0.038 in period 1 to 0.057 in period 
2. The results for the remaining windows (0-0) and (-1-1) are similar. Additionally, all 
the results were significant. Thus, over the course of the research period, the size of the 
reactions, positive or negative, but without regard to the actual sign have increased, giving 
support for Hypothesis 1. 

Table 7. CAR variance comparisons.    

                CAR standard deviations      Variance comparison p-values (two tail) 
Event window          Period 1 (2002-2011)    Period 2 (2012-2020)       Comparing Periods 1 and 2 
(0-0) CAR      0.003      0.043        0.000*** 
(0-1) CAR     0.038       0.057        0.000*** 
(-1-1) CAR     0.042       0.066        0.000*** 
N       191         546 
*p < 0.05, **p < 0.01, ***p < 0.001.      

4.1.2.  Regression Analysis of Time-Variables & Other Control Variables 

To further find support for Hypothesis 1, we ran a supplementary analysis to determine 
the effect time has on the dependent variable. Namely, a multivariate linear regression 
analysis was performed to test what influence the time variables have on the dependent 
variable |CAR|. Two different regression models were designed. Regression model 1 (R1) 
focused on the independent variable Year’s effect. Year is created as a counter variable 
from 1 to 19 representing each year in our sample. Regression model 2 (R2), includes the 
independent variable Period, a dummy variable (0 = period 1, and 1 = period 2). In 
addition, previous scholars argue for the use of several important variables when 
evaluating the stock market reactions (see 3.4.1). Such variables are included in the two 
regression models as control variables.  
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In Table 8 the regression results are presented. The regression was made for each event 
window. The dependent variable used is the absolute |CAR| for each event window, thus 
the regression tells us the effect the included variables have on the size of the stock market 
reaction. To begin with, by analysing the R-squared and adjusted R-squared, it is shown 
that the model explains only a small fraction of the variation in |CAR|. With that in mind, 
however, the regression shows some significant results worth noticing.  

First, both independent variables, namely Year and Period, exhibit significant positive 
outcomes. Using the event window (0-1) the Year variable causes a positive change in 
|CAR| of 0.20 percentage points. Suggesting the magnitude of the absolute stock market 
reaction to a CFO succession, increases by 0.20 percentage points each year. As an 
illustration, transforming this over the course of the whole period, it translates to an 
increase just below 4%. To further emphasise, the average firm in our sample has a market 
capitalisation of £2.6 billion, which means that over the course of the 19-years period, the 
average shift in market value, caused by the succession of a new CFO, increased by 
approximately £100 million19. Similarly, using the same event window, the Period 
variable affects |CAR| positively by 1.43 percentage points between the two time periods. 
Notably, the outcomes of both independent variables are significant at a minimum of the 
95% confidence level. This further supports Hypothesis 1.  

Second, another finding is the effect of CEO turnover. Using the event window (-1-1), 
the size of |CAR| decreases (-1.04 percentage points) if there has been a CEO succession 
one year before or after the CFO change. This was significant to 95% in the event window 
(0-1) and (-1-1). This demonstrates a smaller stock market reaction to a CFO turnover if 
a CEO turnover takes place in close proximity. Third, significant results are also found 
for the CFO experience variable in the event window (0-0). It suggests that investors react 
to a larger degree (+0.63 percentage points in R2) if the ingoing CFO has previous CFO 
experience, significant to 99%. Four, significant results, to a 90% level, were found in 
two of the event windows, for the Reason for exit, demonstrating a larger stock market 
reaction if the former CFO was forced to leave the position (+1.15 percentage points in 
event window (-1-1)). Lastly, similar results were found for Gender ingoing, (+0.67 
percentage points) if the ingoing CFO was a male. Suggesting investors react to a larger 
degree to ingoing male CFOs, compared to female CFOs. 

  

 
19 An annual approximate of British Pound (GBP). 
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Table 8. Linear regression predicting |CAR|.  

            |CAR| (%)       |CAR| (%)        |CAR| (%) 
Event window     (0-0)                  (0-1)           (-1-1)  
Regression Model  1   2    1   2    1   2 
Variable:        
Gender (outgoing)  -0.91   -0.10   -0.96   -0.12+   -0.72  -0.90 

(0.64)  (0.65)    (0.71)  (0.70)   (0.73)  (0.72) 
 
Gender (ingoing)  0.67+  0.62+    0.57  0.49   0.20  0.11 

(0.38)  (0.37)   (0.45)  (0.44)   (0.58)  (0.57) 
 
Source of recruitment 0.23  0.28   0.28  0.36   0.41  0.48 

(0.29)  (0.29)   (0.39)  (0.39)   (0.46)  (0.47) 
 
Reason for exit   0.70  0.60   0.11+  0.95   1.15+  0.97 

(0.44)  (0.45)   (0.57)  (0.58)   (0.64)  (0.66) 
 
Board member    0.13  0.18    -0.15   -0.08   0.00  0.08 
(Ingoing CFO)   (0.26)  (0.26)   (0.35)  (0.35)   (0.40)  (0.40) 
    
CFO experience    0.57*  0.64*   0.24  0.35   0.17  0.28 
(Ingoing CFO)    (0.25)  (0.26)   (0.35)  (0.35)   (0.40)  (0.41) 
   
CEO turnover   -0.39  -0.38   -0.84*  -0.82*   -1.04*  -1.01* 
       (0.29)  (0.29)   (0.36)  (0.36)   (0.42)  (0.42) 
 
High leverage    -0.23   -0.26   -0.05  -0.11   0.48  0.43 

(0.45)  (0.45)   (0.66)  (0.65)   (0.75)  (0.76) 
 
Total assets (natural log)  -0.03   -0.05   0.04  -0.00    -0.06   -0.11 
      (0.04)  (0.04)   (0.06)  (0.06)   (0.74)  (0.07) 
 
Year     0.11**   -   0.20***  -    0.17**   - 
      (0.03)   -   (0.04)   -   (0.05)   - 
Period     -   0.89**    -  1.53***   -  0.12** 
      -   (0.29)    -  (0.39   -  (0.43) 
 
Constant    0.59  1.87   0.45  2.65**   1.90  4.07*** 
      (1.05)  (0.79)   (1.33)  (1.09)   (1.59)  (1.15) 
R-squared     0.040  0.040   0.034  0.036   0.036  0.028 
Root MSE     0.036  0.045   0.052  0.036   0.045  0.052 
N = 737 for all variables        
 +p<0.1, *p<0.05, **p < 0.01, ***p < 0.001.         
Robust standard errors in parentheses        

In addition, to estimate if investors’ reaction has changed over the course of the estimated 
period, each variable’s effect on |CAR| over time was analysed through a Difference-in-
Difference (DID) regression (see Appendix 3). The sole significant result was regarding 
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the CFO board membership. The variable Board member has thus increased in importance 
of explaining |CAR|. Specifically, at a significant level of 95%, the effect on absolute 
|CAR| is 0.90 percentage points larger if the CFO was on the board in period 2, compared 
to period 1. No other significant results were found for the remaining variables over time.  

4.1.3.  Hypothesis 2 - Investors’ Reactions to CFO vs. CEO Successions Over Time 

Before testing for Hypothesis 2, we investigated if the mean absolute |CAR| for CEOs had 
increased over time. Thus, to investigate if the increase, either positive or negative, in the 
absolute investor reactions to CEO succession announcements, are similar to those of 
CFO succession announcements.  

Table 9. CEO: |CAR| mean comparison, unequal variances.   

                Mean |CAR| (%)                      t-test p-values (two tail) 
Event window  Period 1 (2002-2011)        Period 2 (2012-2020)     Comparing Periods 1 and 2      
|(0-0) CAR|        3.63        4.55            0.058+ 
|(0-1) CAR|       3.78        5.16      0.007** 
|(-1-1) CAR|        4.34        5.79      0.009** 
N          178         558 
+p < 0.1, *p < 0.05, **p < 0.01, ***p < 0.001.   

Table 9 shows the results for the absolute mean comparison for CEO turnovers. Clearly, 
the results for all event windows show evidence of increased mean absolute |CAR| over 
time. Evidently, the mean |CAR|s for CEO turnovers are higher than those values recorded 
for the CFO turnovers. Also, the increase in absolute mean |CAR| over time is higher for 
all event windows compared to that of the announcements of CFO turnovers. All results 
were significant on a 90% level or higher.  

Hypothesis 2 predicts that the absolute stock market reaction to CFO successions has 
grown proportionally more than the stock market reaction to CEO successions, over the 
same time period. By only observing the absolute mean comparisons and its percentage 
change between period 1 and 2, results indicate the opposite reaction. In fact, investors’ 
reaction to CEO turnovers has increased more, also in proportion, over time compared to 
the investors’ reaction to CFO turnovers. 

To properly investigate if support could be found for Hypothesis 2, a Difference-in-
Difference (DID) test (Heckman et al., 2016) was conducted. Interpretation of Table 10 
suggests Hypothesis 2 is not supported. As an underlying assumption, we assume the 
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CEO data to be comparable to the one of the CFOs20. In a DID test there are three major 
steps. First, we take the average change in the mean |CAR| of the control group (CEOs), 
between period 1 and 2. Second, we take the average change in mean |CAR| in the 
treatment group (CFOs), between period 1 and 2. Third, we analyse the difference in those 
differences.  

In Table 10, the first row shows the results for |CAR| in our treatment group (CFOs), 
which is significantly lower compared to the control group (CEOs). Specifically, in the 
(0-0) event window, significant results were observed that investors’ reactions to CFO 
turnovers was 1.3 percentage points smaller than CEO turnover announcements. The 
second row shows the general average change in absolute stock market reactions over 
time. In other words, using event window (0-1) and (-1-1) the positive coefficient shows 
that the absolute stock market reactions for both groups have significantly grown 1.4 
percentage points between period 1 and period 2. Lastly, the negative coefficient in the 
third row reveals, yet not statistically significant, that the absolute stock market reactions 
to CFO succession have not increased more over time than that of the CEOs. 

A graphical representation (see Figure 3) illustrates the relationship between the reactions 
of CFOs and CEOs for each event window, revealing a steeper increase in the absolute 
reactions of CEOs. However no significant results were recorded for any of the event 
windows, suggesting that support for Hypothesis 2 cannot be attained. Hence, there is no 
support that investors’ absolute reaction to CFO turnover announcements has increased 
proportionally more than the reaction to CEO turnover announcements over time.  

Table 10. Difference-in-Difference (DID) – CEO vs. CFO.  

         Coefficient (%)                    Dif-in-Dif p-values 
Variable     |CAR| (0-0)   |CAR| (0-1)    |CAR| (-1-1)   |CAR| (0-0)    |CAR| (0-1)    |CAR| (-1-1) 
CFO vs. CEO  -1.3    -0.5        -0.5           0.018*  0.384     0.434 
Period 2     0.9     1.4   1.4     0.048*  0.006**     0.010*  
Interaction   -0.6       -1.1  -1.1     0.37  0.102     0.159 
R-squared   0.029  0.019  0.016 
Adjusted R-squared 0.027  0.017  0.014 
+p < 0.1, *p < 0.05, **p < 0.01, ***p < 0.001.   
 
 
 
 
 
 
 

 
20 The assumption makes it possible to compare the CEO and CFO groups. This is made due to the lack of 
CFO research. Another alternative would be to compare the CFO to another top management role, yet the 
issue of lacking research would still be prevalent. Therefore, the CEO is a suitable comparison. 
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Figure 3. Illustration of mean absolute |CAR| increase (CEO vs. CFO). 

4.2.  Additional Analyses 

In addition to the aforementioned tests, Table 11 allows for a comparison of the non-
absolute CARs across the two time periods. Here, the event window (0-1) is used. The 
table reveals that the mean of the positive CARs have become more positive, and the 
negative CARs have become more negative. This supports the greater variance shown in 
the sd-test (see Table 7). Comparing all cases (positive and negative), the mean has grown 
to be less negative (from -0.22 to -0.11) which suggests that the positive CARs have grown 
to a larger degree than the negative CARs over the course of the estimated period.  

Table 11. Positive versus negative CARs (0-1). 

      Period 1 (2002-2011)  Period 2 (2012-2020)    All cases          
Event window        N  %   Mean   N  %  Mean  N   %  Mean  
Positive CARs  94  49  2.26  253  46  3.75  347  47  3.35  
Negative CARs  97  51  -2.62  293  54  -3.45  390  53  -3.24  
All cases   191    -0.22  546    -0.11  737    -0.14  
+p < 0.1, *p < 0.05, **p < 0.01, ***p < 0.001.  
Mean CARs are expressed in percentage (%)       

4.3.  Concluding Remarks on Statistical Results 

In addition to the robustness tests and analyses already presented and described, the 
parametric t-test, sd-test and regression is complemented by a non-parametric Wilcoxon 
signed rank test (also called Mann-Whitney test), as suggested by Brinkhuis & Scholtens 
(2018) and MacKinlay (1997). This was done to determine the significance of the 
distribution of the |CAR| variable between the two time periods. For the event window (0-
0) and (0-1). The results in Table 12 showed a difference in the distribution of absolute 
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|CAR| between period 1 and 2, significant at 99% and 95% respectively. The same pattern, 
yet not significant, was found for the event window (1-1).  

Table 12. Non-parametric Mann-Whitney test (|CAR|).         

      Mann-Whitney p-values 
Event window   Comparing Period 1 and 2 
(0-0)       0.005***   
(-0-1)       0.017**   
(-1-1)        0.153    
*p<0.05, **p < 0.01, ***p < 0.001.      
N = 191 for period 1, N = 546 for period 2  



 37 

5. Discussion 

This section aims to analyse the results, by connecting the findings with previous research 
within the area. Strategic implementations and suggestions for future research, as well as 
the validity and reliability of our results are discussed. Lastly the limitations of the study 
are presented. 

5.1.  Hypothesis Analysis 

This paper delves into investors’ reactions to CFO successions based on the underlying 
assumption of the increased complexity CFO role. Likewise, investors’ absolute reaction 
to CFO successions is compared to the absolute reactions to CEO successions. Various 
contributory variables are discussed throughout the discussion. The outcomes are 
analysed separately, corresponding to each hypothesis. 

Table 13. Overview of hypotheses. 

H1 The absolute stock market reactions to CFO turnover 
announcements have increased over time. 

Supported 

H2 

The absolute stock market reactions to CFO turnover 
announcements have increased proportionally more 
compared to the absolute stock market reactions to CEO 
turnover announcements over time. 

Not supported 

 

5.1.1.  The Rise of the CFO - Mirrored in Investors’ Reactions 

Our results must be interpreted in the light of the lack of research within the subject of 
stock market reaction to CFO turnovers. Since the CFO turnover is arguably all but 
unimportant, this study has attempted to highlight the importance of recognising CFO 
turnovers based on the insights gained from CEO turnover research. Specifically, this 
study has examined how the growth of the role of the CFO internally, has impacted the 
external reaction of investors’ reaction, over time. Using a sample of 737 observations of 
CFO turnovers between the years 2002 and 2020, and several different evaluation 
techniques, robust evidence is presented in favour of investors’ increased reaction to CFO 
turnovers over time21. Our results provide support for the assertion that information 
concerning CFO-related organisational changes is meaningful to investors. These results 
support the notion that investors pay attention and respond to news concerning top 

 
21 A mean absolute |CAR| increase of 1.27 percentage points (for event window (0-1)). 
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management changes, either positive or negative (Furtado & Rozeff, 1987; Huson et al., 
2004; Bonnier & Bruner, 1989; Weisbach, 1988; Mian, 2001; Beatty & Zajac, 1987; 
Mian, 2001; Gangloff et al., 2016; and others).  

More broadly, our empirical approach provided a robust assessment of the investors’ 
perceptions of the value of the CFO. It suggests that the information is anticipated by the 
investors and thus, the semi-strong form of EMH holds for Hypothesis 1 (Fama, 1965). 
In addition to the increased absolute mean of the investors’ reactions, the dispersion of 
CARs have grown over the two time periods. That is, the interval in which the reactions 
vary was significantly larger in the recent time period. The results support the notion that 
investors assess changes of CFOs as increasingly impactful, mirroring the increased 
importance of the CFO acknowledged by various studies (Favaro, 2001; Ferris & Sainani, 
2021; Mellon et al., 2012). Thus, CFOs’ climb in hierarchies is not only recognised in 
their percentage salary increase (Milton, 2015), but also in the recognition they receive 
from investors who have acknowledged their significance within the organisation. 

Noteworthy, we considered an alternative explanation of our results. Namely that 
investors’ reactions to news, in general, has risen over time. Over the course of the 19-
year period underpinning our sample, digitalisation, globalisation, and rivalry have 
experienced explosive growth. These are factors making markets more efficient (Wang, 
2010), in other words, reacting more correctly and faster to new information. Thus, we 
anticipated that the shortest event window (0-0) would display the largest proportional 
increase in mean |CAR|, due to markets being faster to react. Our findings, however, 
disproved this. Instead, we observed the greatest proportional increase in the longest event 
window. Macro trends during the past two decades may also account for the growing 
dispersion in CAR over time, aligning with Megaritis et al., (2021) suggesting higher 
volatility in times of macroeconomic uncertainty. At the same time, research also suggests 
that markets have not grown substantially more volatile in terms of proportional changes 
over time (Schwert, 2002), which further validates the support and conclusions reached 
for Hypothesis 1.  

Looking into the recruitment pattern of the CFOs, one plausible explanation that enhances 
investors’ reactions to CFO turnover, particularly in the UK, is the high representation of 
CFOs on the board. According to our sample, 61% of the newly appointed CFOs held a 
board member seat, which makes them an essential component of the governing body of 
the company. Comparably, as the role of the CFO has expanded over time, the board 
representation has increased from 29% (period 1) to 67% (period 2). Also, the degree to 
which investors value the fact that the new CFO is on the board has grown significantly 
over time (see Appendix 3). Hence, the increased reaction could owe to a higher 
importance in the eyes of the investors.  

Additionally, competitive forces driven by macro trends have led to a greater need for 
managerial effort and efficiency, which is reflected in the market. In our sample, newly 
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appointed CFOs with previous CFO experience had not only increased by 6 percentage 
points over the two time periods. It was also found that investors react significantly more 
(+0.63 percentage points) if the ingoing CFO has previous CFO experience, promoting 
that CFOs nowadays ought to possess a broader skill set to cope with the increased level 
of competition (Bloom et al., 2019; Agarwal et al., 2020; Bloom & Van Reenen 2017; 
Boone et al., 2013). This also indicates that the CFOs’ own perceived experience of the 
increased complexity of their role, is understood and reflected by the market in the UK 
(Mellon et al., 2012; van Niekerk, 2016; Tipalti, 2021). Also, it could be argued that the 
increased level of required specialisation has led to the emergence of new roles such as 
the COO22 and CTO23, to assist the CEO, and thereby relieving some of their 
responsibilities. There is also a positive correlation between CFO experience and Board 
member which, in combination with these two variables’ rise over the course of the 
research period, validates the expected increase in the importance of the CFO role.  

In terms of firm size, the results imply that larger firms are less likely to have their CFO 
on the board. Besides that, larger firms exhibit a smaller absolute |CAR| reaction, possibly 
due to the higher frequency of top management turnovers in larger firms (Kim et al., 
2021). Specifically, in larger firms, news about a new CFO itself is not necessarily less 
important, rather due to its common occurrences, it is perceived as less surprising, which 
can have a reduced effect on the stock market reaction. In addition, larger firms may have 
more complex structures, making it more challenging to have the CFO on the board. In 
contrast, smaller firms might see a greater value in having their CFOs on the board, as a 
result of fewer financial resources and higher requirements of oversight and guidance 
from other financial experts. Acknowledged by previous scholars, boards punish poor 
management through termination (Kaplan, 2008; Mian, 2001; Karaevli, 2007; Weisbach, 
1988). In larger firms where successions are more common, a board seat held by a CFO 
can cause a potential conflict of interest, particularly if the incumbent CFO is involved in 
the succession planning. The negative correlation may thus be a strategic decision of 
larger firms to avoid such a potential conflict.  

Moving beyond the absolute values, we find no significant results whether the turnover 
announcement of the CFO tends on average to be associated with positive or negative 
stock market reaction. This result is consistent with previous research by Warner et al. 
(1988), Denis & Denis (1995), Brinkhuis & Scholtens (2018). However, we observed that 
the mean CAR for all observations (positive and negative), has halved between the two 
time periods (from -0.22 to -0.11, see Table 11.). Indicating that positive observations 
have become more positive while negative observations have become less negative. This 
suggests that investors tend to react stronger to positive CFO succession announcements 
(e.g., which are released in times of good firm performance, or the recruitment of a well-

 
22 Chief Operations Officer. 
23 Chief Technology Officer. 
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known professional) than to negative CFO succession announcements (e.g., in periods of 
poor performance and/or in combination with other bad news, such as suspended 
dividends and cost savings). In other words, negative responses are more likely to be 
linked to contiguous bad news whereas when the firm thrives, news about a new CFO is 
viewed as an additional positive sign among other positive news. One explanation to this 
reasoning could be that shareholders are becoming more active in their involvement in 
the firm (Agle et al., 1999; Akhigbe et al., 1997), and more hesitant to ensure future 
business success. It could be a sign of investors becoming increasingly forward-looking 
rather than backward-looking. Since they view the change of management as a necessary 
procedure to ensure future success rather than as an indication of poor performance 
(Murphy, 2013; Hoitash et al., 2016). On the other hand, as shown, the number of CFO 
changes has increased immensely over the past years. Frequent CFO changes may have 
made shareholders more accustomed with management changes and therefore it is not 
considered as big a news today as in the past. Hence the reduced negative reaction is a 
result of common occurrences.  

Although our research mainly focuses on the increased magnitude of the absolute reaction 
to CFO turnovers over time, certain important contributory variables cannot simply be 
neglected. To begin with, in the aspect of gender, males were overrepresented in our 
sample and accounted for at least 90% of our sample in both periods. Also, significant 
results were obtained for the positive effects on the size of |CAR| if the ingoing CFO was 
a male. Specifically, when the new CFO is a male, stock market reactions appear to 
amplify by 0.62-0.67 percentage points. This may suggest that male CFOs are perceived 
as having a greater impact on the firm than their female counterparts. This contradicts 
recent scholars’ results on non-existing gender differences (Brinkhuis & Scholtens, 2018; 
Zhang & Qu, 2016). The significance of the effect from the gender variable, aligns with 
our expectations, based on previous research suggesting evidence for the CFO’s personal 
influence on firm reporting quality, especially in terms of gender (Gupta et al., 2020). The 
larger reactions found for male CFOs was also in line with our expectations based on the 
dominance of men in the role, even though research indicates that female CFOs have 
recorded higher reporting quality (Barua, et al., 2010). It is worth noting the dominance 
of small firms in our sample, as these entities are known to assume greater risk than their 
larger, established counterparts (Udell & Berger, 1998). Similarly, studies have shown 
that male CFOs tend to display higher levels of risk tolerance (Croson & Gneezy, 2009). 
Therefore, it is possible that the pattern of preponderance of male CFOs and small firms 
in the sample, may be interconnected.  

On the contrary, we expected the gender effect on stock market reactions, to have grown 
either greater or smaller over time. Specifically, on the one hand, based on the increased 
debate in gender equality and the increased occurrences of both genders in top positions, 
one could expect the reactions to a specific gender to have decreased over time. On the 
other hand, one could also expect the gender to play a larger role in how investors perceive 
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the new CFO. Partially based on the above-mentioned research on positive outcomes of 
female CFOs, but also the increased awareness around the need to achieve a higher gender 
equality among top executives, which could invoke larger reactions to one or both of the 
genders. However, no significant results were found. This implies that the investors’ 
reactions to the CFO gender (male or female), have not changed over time. Hence there 
is no difference of how investors react to a female CFO in period 1 compared to period 
2. 

Along the same lines, the development of increased female representation on the boards 
in the UK have made investors familiar with females in leading positions (Hampton-
Alexander Review, 2021). Partially, the increased female representation is also witnessed 
in our sample, since period 1 had 7% female successors and period 2 had 16% female 
successors. On the other hand, the increase of female board representatives in our sample 
have not increased as much as suggested by the Hampton-Alexander Review (2021). 
Recall that board members tend to favour successors similar to themselves (Lee & James, 
2007; Brinkhuis & Scholtens, 2018), the gender trend in our sample benefits male 
candidates and could explain the greater reaction to male CFO successions. Although the 
female population in this sample has increased less than the overall market, there is still 
an increase which will support the trend of more females in top management positions. 
As female representation becomes less unique, the status quo will promote female 
recruitments (Lee & James, 2007; Brinkhuis & Scholtens, 2018).  

In contrast to previous studies, firm characteristics and recruitment patterns did not reveal 
any significant results in our study. We had expected to observe a greater reaction to the 
Source of recruitment, based on existing literature that argues for the positive effect from 
an external successor who is able to turn distressed firms around and bring in new 
perspectives (Karaevli, 2007; Farrell & Whidbee, 2003; Weisbach, 1988), and the 
potential positive effect from an internal successor who has greater knowledge of the firm 
and the industry (Shen & Cannella, 2003; Furtado & Rozeff, 1987). While Bonnier & 
Bruner (1989), Parrino (1997) and Gabarro (1987) argue for the significant effects of 
appointing externally when the firm is associated with poor performance, we see no 
correlation with recruiting in a certain way when the performance of the firm is bad (see 
Table 5). An explanation to our insignificant findings could be that the inconclusive 
findings from previous research are also visible in our results. Namely, since we are 
studying the absolute |CAR|, we do not investigate whether CAR becomes more positive 
or negative based on the source of recruitment. Hence, it can be argued that even though 
the source of recruitment evokes significant positive or negative investor responses 
depending on the firm performance, the effect on absolute |CAR| could still be 
insignificant. Moreover, although our sample consisted primarily of small-cap firms and 
external recruitments, which according to Zajac and Westphal (1996) should correlate, 
we find no significant results indicating that smaller firms are more likely to hire 
externally. Lastly, we observe a large decrease in forced turnovers between the two 
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periods, from 31.9% to 9.2%, one possible explanation is that businesses are becoming 
better at recruiting. Previous research has recorded a positive reaction when the CEO has 
been forced to leave their position (Weisbach, 1988; Bonnier & Bruner, 1989). We found 
no support for that notion, neither does it correlate with other variables such as High 
leverage. That could be explained by the lowered frequency of forced turnovers and 
investors’ decreased view of the importance of the variable, also supporting the notion of 
shareholder being more forward-looking. It also suggests that firms should focus on 
recruiting the right CFO rather than relying on forced turnovers as a solution to poor 
performance, which contradicts Mian (2001), Karaevli (2007) and Weisbach (1988). 

Overall, the evolution of the CFO can be mirrored in the increased stock market reaction 
over time. Our results may indicate that certain variables are not as significant for the 
recruitment of CFOs as they are for the recruitment of CEOs, in the eyes of the investors. 
However, investors appear not to be neutral to gender, more prone to recruit externally 
when needed, and to make use of internal competence when available. In addition, the 
prior experience of the newly recruited CFO appears to be important in the eyes of the 
investors. 

5.1.2. CFOs & CEOs - Interdependencies and Evolution Over Time 

The second part of our study aimed to investigate if the absolute stock market reaction to 
CFO turnovers announcements have increased proportionally more than compared to the 
absolute stock market reaction to CEO turnover announcements over time. The 
hypothesis was based on the underlying assumption that the evolution of the role of the 
CFO has undergone a larger transformation than that compared to the role of the CEO. 
Using a sample of 737 observations of CFO turnover announcements, and 736 
observations of CEO turnover announcements during the period 2002 to 2020, no support 
was found in favour of Hypothesis 2. Consequently, the investors’ reaction to CFO 
successions have not increased proportionally more over time compared to the reactions 
to CEO successions.  

One possible explanation is on the one hand, that investors have not incorporated the 
bigger development undergone of the role of the CFO. Meaning the market would not be 
semi strong efficient, hence, not reflecting fully and fairly (Fama, 1965). However, 
unreasonable in this case since Hypothesis 1 would not hold. On the other hand, another 
explanation is simply that the evolution of the CEO has been larger and resulted in a 
bigger change in how investors perceive the role compared to the CFO.  

In addition, the mean reaction to CEO turnovers was higher than to CFO turnovers. This 
was not surprising due to the CEOs immediate impact on corporate strategy and firm 
performance (e.g., Bertrand & Schoar, 2003). On the other hand, the results also showed 
a proportionally greater development of the stock market reaction over time, compared to 
that of CFOs, from which we expected the opposite. Therefore, this suggests that both 
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roles have expanded over the years, yet the evolution of the CEO has resulted in a larger 
increase in how investors perceive the importance of the role. An explanation could be 
that CEO turnover announcements receive more media coverage than CFO successions 
which can affect the results. Which arguably is reasonable since CEO successions are 
more impactful as they are associated with a larger effect on the organisation as a whole, 
e.g., broader strategic shifts or changes in culture. These findings are in line with previous 
research by Quigley et al. (2017) regarding the growing significance of the CEO role. 

Based on our results we see tendencies of CEO and CFO interdependencies. Before 
conducting the study, we found scarce research assessing how markets react when the 
CEO and the CFO successions happen in close proximity. By including a variable, CEO 
turnover, measuring if the CEO recruitment takes place near the CFO recruitment, 
significant results were recorded for their relationship24 (see Table 5). Namely, investors 
react less to a CFO succession if a CEO succession takes place in close connection. This 
proposes that investors are prepared for further management changes once one is 
announced. This is not surprising since investors might already have priced in their 
reaction from anticipated CEO turnovers, based on the assumption that semi-strong 
market hypothesis holds. This entails that as CEOs and CFOs are commonly associated 
together, investors are not surprised when the CFO resigns in close proximity to the CEO. 
This supports findings stating that a CFO turnover within 6-12 months is a categorical 
consequence of a CEO turnover. (Warner et al., 1988; Denis & Denis, 1995; Mian, 2001; 
Gibbons & Murphy, 1990, Holmstrom, 1999).  

Along the same lines, the number of CEO recruitments in period 1 and 2 clearly differs, 
meaning there is a higher frequency of CEO turnovers in period 2. The same pattern was 
found for CFOs. Based on insights from CEO research, CEOs are often punished for poor 
performance, and leave the firm after such periods (Mian, 2001; Karaevli, 2007; 
Weisbach, 1988). Therefore, we expected to see a larger number of CEO turnovers than 
CFO turnovers (because the termination of a CEO is expected to occur more frequently). 
In our sample, however, CFO turnover announcements were equally common. This 
unexpected finding could be an indication that CFOs also are held accountable for poor 
performance in line with research by Goranova & Ryan (2014), Admati & Pfleiderer 
(2009) and Zorn (2004). Suggesting that there is a growing recognition of the CFO in 
financial management, holding them accountable and compared to higher standards 
similar to that of the CEO. Also, the close connection between CFO and CEO 
recruitments seemed to become more apparent during the course of the research period 
(from 15.7% in period 1 to 23.1% in period 2), suggesting that firms are increasingly 
aligning top management positions, by making strategic changes to both positions at the 
same time.  

 
24 For the event windows (0-1) and (-1-1). 
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However, in terms of additional findings of this study, no significant results on poor 
performance (high leverage) were concluded (such as the investors reacting to a larger 
extent when a firm with high leverage changes their CFO), therefore, no statistical 
conclusions can be drawn if CFOs are equally punished for poor performance. To some 
extent, one explanation could be that investors only react to the specific press release 
surrounding the CFO turnover, which seldom expressly highlights poor performance. 
This would be in line with Ou & Penman (1989) research that investors do not interpret 
and react on accounting information. Thus, the EMH does not hold, and investors react 
irrationally as explained by the psychology theory (Odean, 1998).  

Probably the most significant underlining of this study is that the CFO’s role has become 
increasingly important and strategic over time. The recognition of the CFO’s importance 
in firm success has gone from rarely being noticed (Zorn, 2004) to, in the eyes of the 
investors, being closely associated with the CEO. This transformation can be understood 
by the above-mentioned discussion, highlighting their symbiotic relationship. Nowadays, 
the CFO is a provider of financial expertise and a strategic partner, which the CEO relies 
on to ensure business success. In turn, the CEO’s strategic direction and operational 
management are crucial to the CFO’s success. Given their growth in mutual dependency, 
their collaboration is central to drive firm success. 

5.2.  Contribution & Strategic Implementations 

This paper contributes to today’s research in a number of ways. Beyond a theoretical 
contribution this study extends the research on signalling theory to incorporate CFO 
turnover effects. Firstly, probably the most important implication of our results is that the 
evolution of the role of the CFO can be mirrored in stock market reactions. Specifically, 
the stock market reactions to CFO succession have grown larger, together with the 
importance of the role of the CFO over the course of the research period. The actions of 
investors in the UK highlights that research surrounding CFO turnovers is meaningful 
and should be given more attention in modern research. Secondly, it bridges research on 
CFO turnovers by insights from CEO research, what to date, have been disparate bodies 
of research. Moving forward, research in conjunction with CEO turnover should be given 
further consideration. Partially based on the great significance in the results found for the 
strong connection between CEO and CFO succession, and investors’ reaction when they 
occur in close connection to each other. Furthermore, interesting findings were made for 
the increased reaction to successions of CFOs which have had previous CFO experience, 
which strengthens the view of the widening of the CFO role, and its requirements.   

By empirically validating the impact of CFO evolution on stock market reaction, our 
results have implications for strategic management. Commonly, the external effects of 
CFO changes have been given little attention compared to CEO changes. This study has 
highlighted the strategic importance of CFO succession. Based on the trend of an 
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increased stock market reaction to CFO turnovers over time, it is put forward here, that 
the CFO changes should be treated, and above all, managed as a strategic event. Firstly, 
the study has proven the CFO’s evolution into a strategic partner to the CEO, a crucial 
part of the upper echelons, recognised for their financial expertise. Secondly, building 
upon their close relationship, the fact that they often exit and enter their position in 
conjunction, makes investors less surprised of either of the recruitments which creates 
smaller abnormal reactions. Thirdly, CFOs with prior CFO experience increases investor 
engagement and is increasingly important for new CFO candidates. Last but not least, 
CFO succession announcements serve as a signal for investors, upon which they react. 
Therefore, given the increased importance of the CFO, the choice of a new CFO should 
be carefully planned and selected, as the corporate planning surrounding CFO changes 
has strategic implications for the firm. 

5.3.  Limitations & Future Research 

This study has provided more research to the area of the role of the CFO and its evolution. 
The supply of previous research is limited and therefore this study has built parts of the 
theoretical framework on insights from CEO studies. This is made by the assumption that 
the evolution of the CEO over the last decades could mirror the patterns of the evolution 
of the CFO role. By the same assumption, the choice of examined variables are based on 
previous CEO studies. The authors have critically analysed the potential differences 
between the CEO and the CFO and to which degree assumptions can be made and 
findings can be applied. This could however lead to reduced generalizability of our 
findings. At the same time, this study can inspire further research on the role of the CFO 
and its increased importance. 

5.3.1. Limitations of Methodology 

The number of observations among the two periods are unevenly distributed which could 
lead to skewed results (see Table 2). The probability of type I errors may increase when 
the sample sizes are different, because of wider confidence intervals. In line with the 
previous, and worth noticing, based on our research question, unequal sample sizes may 
lead to unequal variances between the two groups. This is of extra concern since one of 
our tests is based on the unequal variance assumption and another on the variance test. 
However, by complementing these tests with additional tests, we strengthen the 
robustness of the results. Thereto, we acknowledge the risk of the results being distorted 
by human errors due to manual data collection. To reduce this risk, as noted, we have 
applied several methods to verify the results, although there is no guarantee the sample is 
free from errors.  

Furthermore, this study is based on UK data. Although certain data and patterns are 
specific for the UK market, the authors consider the findings to be applicable to similar 
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stock markets. However, country-specific differences have to be considered and is 
limiting the general applicability of this study. Along the same lines, no consideration has 
been given to sectoral differences to the benefit of a larger sample. No industries are 
excluded, and no sorting has been done to control for industrial differences (despite firm 
size), which ignores the fact that the stock market reactions to managerial successions 
could differ among industries. In terms of firm size, small cap firms are overrepresented 
in our sample, which is an influential factor to stock market reactions and thus may impact 
the results. Therefore, the generalisation towards larger firms is limited.  

In terms of the event study design, using the market model as the risk model could 
generate inadequate data in periods of high volatility. For example, the sample includes 
data points from the Financial Crisis 2008 where outliers in the data were identified. The 
risk for misleading data was mitigated through the method of winozorising outliers, as 
well as measuring the data over a long time period (19-years). One potential negative 
effect of winozorising outliers is the loss of important information contained in extreme 
values, leading to less accuracy in understanding of the data. Another could be the 
overfitting of statistical models, meaning the data in the model fit too closely, potentially, 
leading to poor performance when the model is applied to new data.  

Regarding the independent and control variables, the authors acknowledge the potential 
risk of overlooking and not controlling or testing for certain significant variables. This 
risk is shown by the small R-square number, indicating that the variables only explain a 
fraction of how |CAR| varies. However, the selected variables are commonly used as 
control variables and have been demonstrated to have an impact on the dependent 
variable. Also, relying on insights from CEO turnovers due to a lack of research on CFO 
turnover may be inadequate. We have sought to reduce this risk by e.g., analysing the 
effect of CEO turnover in conjunction with CFO turnover.  

5.3.2. Further Limitations & Suggestions for Future Research 

The stock market reaction can be influenced by the volume of trading. High trading 
volume is commonly associated with high market liquidity, meaning when there are more 
buyers and sellers in the market it’s easier to execute trades. Smaller companies are 
particularly sensitive to this, since an increased trading can owe to larger market 
movements than those recorded in larger firms who typically have more buyers and sellers 
and thus, don’t as easily affect the stock market price. In our study, we do not control for 
trading volume. However, we do control for size in the regression analysis, and find no 
significant effect on |CAR|. We do, however, not exclude that it does not have an effect. 
We therefore encourage future researchers who look into stock market reactions of 
turnover announcements to simultaneously assess the frequency of trading.  

In addition, this study does not control for the particular day that CFO successions are 
announced. Although not touched upon in this study, we noticed that in the later years of 
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our sample it became more common to announce top management changes during the 
weekends (non-trading days). There might be a difference in how the stock market reacts 
if announced during the weekends. We therefore propose for future research, to perform 
a similar study and compare reactions from weekdays to weekends (closest trading day 
that follows). This could have strategic implementations for businesses. In addition, based 
on our findings, we advocate further research to investigate the effect and development 
of female CFOs, especially in a sample that approximates the average change of female 
representation in the market. Furthermore, research suggests that boards tend to recruit 
people who are similar to themselves. This study did not give any consideration to the 
constellation of the board. This could have possibly brought more clarity to the poor 
female recruitments to CFO positions in our sample. We encourage future researchers to 
perform a similar study and simultaneously look into the board composition.  

Lastly, to further support Hypothesis 1 and enhance the robustness of our findings, the 
general UK stock market reactions could have been compared to the stock market 
reactions recorded of this study. Specifically, we could have subtracted the overall stock 
market increase over time from the observed increase in stock market reactions to CFO 
successions. Although the study has examined and discussed previous research on the 
general increase or non-increase in stock market reactions over time, an analysis of the 
net effect would provide additional evidence to confirm our conclusion that the stock 
market reactions to CFO turnovers have increased over time. We therefore encourage 
future researchers to look into the subject. 

We hope this study will inspire additional research to further improve our understanding 
of the growth of the role of CFO and its connection to the CEO, as well as other top 
management roles. Additionally, the close relationship between the CFO and the CEO 
and their replacement patterns call for further investigation. For example, how and if the 
CFO often turns into the new CEO, as well as if the CEO’s relationship to other top 
management roles is similar to its relationship to the CFO. Another area for further 
research is regarding the increased CFO representation of the board of directors. It would 
be interesting to further investigate the relationship between CFO board representation 
and financial performance and reporting quality. 
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6. Conclusion 

This study demonstrates that the role of the CFO has become increasingly important and 
has evolved over the past two decades. The aim of this study was to answer the research 
question "How have UK public company shareholders’ reactions to CFO turnover events 
changed over time?”. The study was made through the analysis of a sample of 737 CFO 
turnovers between 2002 and 2020, using several different statistical methods. Revealing 
that investors’ reactions to CFO turnovers have increased over time, meaning, the 
evolution of the role of the CFO can be mirrored in the stock market reactions. Secondly, 
our thesis provides evidence that the stock market’s reaction to CFO turnover 
announcements has not increased proportionally more than its response to CEO turnover 
announcements. Instead, the CEO has also undergone an evolution with a significant 
increase in stock market reaction over the years. Typically, investors react less to a CFO 
turnover when a CEO succession takes place in close proximity. These findings 
underscore the increased prominence of the interconnection between the CFO and CEO 
roles over time. Overall, this study highlights the increased significance of the CFO’s 
influence on operational and financial performance, which in turn, affects investor 
perceptions and demonstrates the importance for companies to pay closer attention to 
CFO successions. 

Several variables are demonstrated to have an impact on how investors react to new CFO 
succession information. Apart from the variable defining time, which is shown to have a 
large significant effect on absolute |CAR|, our findings suggest that stock market reactions 
are affected by the gender, potential board membership and previous experience of the 
new CFO, as well as and the reason for exit. For example, the investors’ reactions appear 
to amplify when the new CFO is a male, suggesting that male CFOs are perceived as 
having a greater impact on the firm than their female counterparts. The growth in 
significance of the board representation highlights the importance of having a 
knowledgeable and experienced CFO who effectively can contribute to strategic decision-
making to drive the success of the firm. 

Furthermore, it was shown that the CFO’s previous experiences were highly valued. 
Specifically, newly appointed CFOs with previous CFO experience had not only 
increased over the two time periods. It was also found that investors react significantly 
more if the ingoing CFO had previous CFO experience, which emphasises the need for 
CFOs to possess a broader skill set and experience to cope with the increased level of 
competition. However, in contrast to previous studies, our study did not reveal any 
significant results towards the effect on abnormal returns based on any specific firm 
characteristics or recruitment patterns. 

To conclude, the traditional role of the CFO as a financial and accounting overseer has 
evolved into a more strategic and integral position within the firm, which is closely 
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connected to the CEO. Firms and investors should pay close attention to CFO turnover 
and its potential impact on stock market performance. So, in line with the rise of the CFO, 
perhaps the saying should be, "behind every successful CEO, there is a great CFO". 
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Appendix 

Appendix 1 - Scatter plot 

Two-way scatter plot of the relationship between the dependent variable (|CAR| (0-0)) 
and the independent variable (year) 
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Appendix 2 - Scatter plot 

Scatter plot - Linear prediction of regression residuals (absolute CAR (0-0)) 
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Appendix 3 – Variables’ effect over time 

Difference-in-Difference (DID) test (Board member)  

Table 14. Difference-in-Difference (DID) – Board member 

         Coefficient (%)                    Dif-in-Dif p-values 
Event window       |CAR| (0-0)   |CAR| (0-1)   |CAR| (-1-1)   |CAR| (0-0)    |CAR| (0-1)     |CAR| (-1-1) 
Board member  -0.46     -0.37           -0.49       0.156           0.36       0.29 
Period 2     0.49      1.13      0.89       0.158     0.02*       0.09+  
Interaction   -0.90         0.35      0.76       0.05*     0.07+       0.06+ 
R-squared = 0.01 
Root MSE = 0.05 
+p < 0.1, *p < 0.05, **p < 0.01, ***p < 0.01
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